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Key findings
– China’s industrial policy increasingly revolves around a dual mandate of autonomy

and productivity, now the core framework shaping strategy, resource allocation, and
long-term planning.

– The dual mandate is visible across major policies, including the 15th Five-Year Plan,
which embeds parallel pushes for technological self-sufficiency, critical input
security, efficiency, and sectoral upgrading.

– State-led capital deepens in frontier technologies, underscoring the economic and
technological autonomy pillar, while productivity measures — consolidation, capacity
control, and selective incentives — intensify in renewables, electric vehicles, and
other mature sectors.

– Key tensions and constraints — heavy reliance on state direction, including in the
financial sector, weak consumption, local finances, and supply-demand imbalances
— limit productivity gains, affecting how effectively autonomy-driven investments
translate into sustainable growth.

– External frictions and protectionism heighten the urgency of autonomy, while the
inherent tension between autonomy and productivity, export dependence and
overcapacity challenges complicate China’s ability to achieve both pillars of the dual
mandate.

Autonomy and productivity are emerging as the two central pillars of China’s industrial 
policies in the foreseeable future. Reinforced by the country’s latest Five-Year Plan, 
S&P Global believes this dual mandate will continue to drive Beijing’s policies across a 
wide range of sectors despite uncertain payoffs and major challenges.

This report examines how this dual mandate will drive the evolution of China’s industrial 
policy over the medium term. It also examines the key challenges and implications for 
sectoral upgrading and global supply chains.
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China’s industrial policy playbook
Dual mandate: Autonomy + Productivity

National security as 
central organizing 
principle

Resource security 
for critical 
inputs/minerals

State-led  long-term “patient capital” 
to build domestic champions

“Whole-of-nation” 
approach (state + 
state-owned 
enterprises + private + 
research)

AUTONOMY

Domestic 
substitution in 
critical tech

Productivity-led 
growth over 
investment volumes

Consolidation + 
market discipline in 
mature sectors

Targeted/conditional support 
vs. blanket subsidies

Better allocation 
of resources

PRODUCTIVITY

Technology adoption 
and firm-level 
upgrading

Advanced manufacturing & chips
Reduce non-domestic dependence

How it shows up by sector

AI-plus adoption
Use AI to lift economy-wide productivity

• Sub-7nm AI processor tooling 
remains hard (3–5yr view)

• State-backed funding + incentives 
to scale viable domestic tech

Future technologies 
(quantum/biomanufacturing)
First-mover advantages, new productivity frontiers

• Quantum and other frontier tech 
funded early

• Patents/innovation push to avoid 
chokepoints

• Deep integration across priority 
areas

• Domestic AI ecosystem supported 
by procurement/incentives

Mature industries
Turn scale into sustainable competitiveness

• Fewer blanket subsidies
• More auctions/market discipline
• Consolidation encouraged
• Overcapacity remains a risk

Strategic shift away from broad, subsidy-fueled economic capacity expansion.  
Emphasis on autonomy and productivity.
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Dual mandate:  
Context and strategic objectives 
The Chinese government is pursuing a “dual mandate” of autonomy and productivity, 
which involves the simultaneous pursuit of greater technological and supply-chain 
independence on one hand, and productivity-driven development on the other. In this 
context, “autonomy” refers to a state-led strategy to enhance self-reliance and reduce 
exposure to external vulnerabilities — rather than market-driven independence from 
state direction. This approach marks an evolution from an earlier industrial policy 
approach that focused more on attracting foreign direct investment and expanding 
industrial production. 

Another defining feature of this approach is elevating national security to a “central 
organizing principle” of industrial policy. This signals the Chinese government’s intent to 
improve resilience and reduce foreign reliance through efforts to control critical inputs 
and innovate domestically. 

Global competition is fueling the push for autonomy
The rise in global protectionism and intensifying competition with advanced economies 
— including the US and the EU — have heightened the urgency behind the push for 
economic autonomy. These goals are so described as they do not aim for autarky, or 
cutting-off of trade. They aim to improve self-reliance and reduce foreign dependence, 
which is often referred to as “de-risking” among policymakers in many advanced 
economies.

Trade tensions, technology restrictions, and the risk of tariff escalation have led China 
to accelerate efforts behind these goals. To mitigate the impact of external shocks, the 
Chinese government is also placing greater emphasis on the development of indigenous 
capabilities in critical sectors.

Growth imbalances are raising the need for productivity 
China’s rapid productivity gains of the 2000s have moderated for more than a decade 
(Chart 1). Returns are diminishing as the economy approaches the technological frontier. 
Unless otherwise specified, productivity in this report refers primarily to total factor 
productivity, rather than labor productivity. 

They are also declining as more capital was allocated toward state-owned enterprises 
and strategic sectors, since many investments did not consistently translate into strong 
productivity gains. (Chart 2). These trends have increasingly underscored the need for 
industrial upgrading and technological advancement.

Domestic challenges are driving the urgency for change 
China’s property slump has squeezed local government finances and undermined 
household consumption. At the same time, manufacturing excess capacity has led 
to declining utilization. Labor market pressures, particularly among younger cohorts, 
further amplify the urgency to shift toward higher‑quality growth.

spglobal.com
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Chart 2 | Mainland China’s industrial capacity utilization rate (%)
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Chart 1 | China total factor productivity: Trend‑based annual growth (YOY, %)
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Dual mandate: Autonomy and productivity
In response to the domestic and external pressures, the industrial policy is now 
anchored by the dual mandate: an emerging two-pillar framework centered on 
economic autonomy and industrial productivity. 

The Chinese government seeks to enhance economic autonomy by reducing exposure 
to key external vulnerabilities. This includes securing reliable access to essential inputs 
— raw materials, core components, and critical technologies — to limit dependence on 
foreign chokepoints. 

At the same time, the government seeks to maintain access to overseas markets while 
gradually reducing reliance on them through policies that aim at steering the economy 
toward stronger domestic consumption. The policy challenge is to strike a balance 
between state-led mobilization and market mechanisms that reward efficiency and 
innovation.

The state is taking an expanded role in directing and funding strategic sectors, 
particularly those linked to advanced manufacturing and critical technologies. This 
state-led approach aims to address both immediate vulnerabilities and long-term 
growth imperatives, moving away from the previous emphasis on sheer economic 
expansion.

National security is elevated to be a central organizing principle for economic policy. 
China’s Fourth Plenum in October 2025 and 2026 Government Work Report confirmed 
this shift, signaling an even greater role for the state in strategic sectors.

While China’s development model has long been state‑led, the dual mandate marks a 
shift in emphasis: from maximizing output growth toward a more selective approach 
that prioritizes strategic control, productivity, and risk management. Policy tools 
increasingly differentiate between frontier technologies, where state support is 
concentrated, and mature sectors, where market discipline and consolidation are 
encouraged. Whether this approach will succeed is an open question.

Strategic pillars of industrial planning
Technological self-sufficiency and domestic substitution
The government is deploying large-scale funding, policy incentives, and regulatory 
support to foster domestically developed substitutes in pursuit of long-term resilience, 
even where efficiency tradeoffs exist. 

This is evident in the rapid scaling of “new quality productive forces” — including 
domestic semiconductor, AI hardware capacity, and emerging industries such as 
energy and aerospace — as well as the push for breakthroughs in “future technologies” 
of quantum technology and biomanufacturing — illustrating the autonomy pillar of the 
dual mandate.

Resource security: Critical inputs and minerals
Securing access to critical minerals is a core component of the autonomy pillar of 
the dual mandate. China is expanding diplomatic efforts and overseas investments 
in mineral-rich regions, building strategic reserves, and promoting technological 
advancements in extraction and processing to safeguard supply chains. Export license 
controls on rare earth elements and related technologies not only aim at giving Chinese 
firms leverage in expanding overseas, but also creating strategic chokepoints and 
external dependencies.

spglobal.com
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However, the US is countering this through international partnerships, investment 
incentives, and trade negotiations aimed at diversifying supply and building domestic 
and allied processing capabilities. The competition is embedded in broader geopolitical 
tensions, with ongoing risks of policy shifts and trade disruptions influencing the global 
critical minerals landscape.

‘Whole-of-nation’ approach to innovation
China’s “whole-of-nation” system seeks to coordinate resources across government, 
state-owned enterprises, private firms, and research institutions to accelerate 
progress in priority sectors. 

The central government promotes alignment across ministries, while provincial 
governments tailor directives to local strengths. For example, Beijing focuses on 
advanced technology, Shanghai on semiconductors and biomedicine, and Shenzhen 
on AI and EVs. This model facilitates the state in taking on higher-risk investments and 
supports long-term strategic objectives, leveraging both central and local government 
strengths.

Chinese government-backed investment funds — targeted to reach about $2 trillion 
— will be central to upgrading the country’s industrial base. While these funds provide 
large-scale, long-term “patient capital” for high-risk, early-stage tech and strategic 
manufacturing projects, many are administered by local governments with varying 
capacities and oversight, raising concerns about potential inefficiencies and capital 
misallocation.

According to industry sources, nearly 90% of Chinese private equity funding as of 
end-2024 was government-related, channeling resources into high-tech and high-value-
added sectors such as advanced manufacturing, AI, robotics, new materials, green 
energy, biomedicine, and semiconductors.

Much of the financial and execution risk resides with local governments and their 
financing vehicles and state-linked investment platforms, while the central government 
provides direction and backstops systemic stability. 

Private capital participates selectively where incentives and expected returns align. 
The state-led approach, role of non-economic (national security) considerations and 
varying expertise among local governments may make it challenging to achieve the 
efficiency and productivity objectives. 

Trade and global partnerships 
This pillar supports industrial policy by helping secure external demand, inputs, and 
technological linkages that domestic substitution alone cannot provide. China is 
leveraging initiatives such as the Belt and Road Initiative (BRI), Regional Comprehensive 
Economic Partnership (RCEP), and the upgraded China-ASEAN Free Trade Area (CAFTA) 
(Chart 3). 

At least 10 free trade agreements (FTAs) are under negotiation and eight more are 
under consideration, including with countries in Latin America, Africa, and Europe. 
These multilateral mechanisms focus on trade-related infrastructure and regional 
development, with China strengthening economic ties and engaging in the global 
investment and supply chain diversification (Chart 4).

spglobal.com
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Chart 3 | Mainland China exports share increases in ASEAN and EU but 
declines in the US market
USMCA import share rises for South Korea and Taiwan
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Chart 4 | Mainland China’s top 10 markets for solar PV products ($M)
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Chart 5 | A diverging trend of non-China Asia and the US in mainland China’s 
investment inflows
Percent of mainland China’s outbound direct investment flow
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Chinese firms rank among the top three investors globally and lead manufacturing 
foreign direct investments (FDI) in Southeast Asia, Mexico, Central and Eastern Europe, 
and North Africa (Chart 5). 

More Chinese companies are establishing offshore factories in emerging countries 
to leverage lower labor costs and bypass trade barriers. China’s reliance on onshore 
output of low-end finished goods is easing but remains dominant, as its supply chain 
ecosystem still offers cost advantages. 

China is advancing up the value chain while retaining a strong foothold in lower-end 
markets, which many emerging economies perceive as a strategy that reinforces their 
supply chain dependencies on China.

Easing financial restrictions and offering credit incentives — primarily for selected 
strategic and high‑end industries such as semiconductors and critical materials — 
are intended to encourage firms to engage in cross-border mergers and acquisitions, 
while the growth of cross-border e-commerce relies on the establishment of overseas 
warehouses and local sales networks.

We expect industrial production in the Asia-Pacific region (excluding China and Japan) 
and Africa to accelerate and continue to lead the global growth over the next five years 
(Chart 6). 

In many emerging markets, demand for capital goods, construction equipment, and 
intermediate inputs remains significant. China’s exports to these economies are 
concentrated in such products, which can complement local industrial development 
by supplying machinery and components, even as low-cost Chinese consumer and 
light manufacturing exports may compete with nascent domestic producers in labor-
intensive segments (Chart 7).
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Chart 6 | Industrial production growth by region (%)
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Chart 7 | Mainland China’s share in world trade by sector
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China’s shipbuilding industry: 
Advancing under the radar
In just two decades, China’s shipbuilding industry has established itself as a global 
powerhouse and secured a dominant position in the international maritime sector.

As of 2024, China controlled over 60–65% of the global shipbuilding market (Chart 8). 
Behind this growth has been the “Made in China 2025” initiative, a plan that targeted 
the shipbuilding sector for upgrades into high-value and high-tech segments such as 
LNG carriers and environmentally friendly vessels. Between 2015 and 2024, China’s 
shipbuilding output grew at a 4% compound annual rate, pushing its market share 
from 37% in 2015 to 53% in 2024, while South Korea and Japan saw their positions 
decline over the same period. 

China’s geographical advantages and highly developed infrastructure have also 
facilitated efficient supply chain management, reduced costs and enabled the 
timely delivery of raw materials and finished ships. The consolidation of Chinese 
shipbuilding firms has further encouraged technological progress, giving rise to 
more efficient and environmentally advanced vessels.

Another key factor has been the rise of Chinese ship financing, particularly after 
the 2008–2009 global financial crisis, when Chinese banks filled the void left by 
European financiers, making it easier for Chinese shipyards to secure both orders 
and capital.

Chart 8 | Historical shipbuilding output by country, 2015–2024
GT, million
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What we expect next in China’s             
industrial policies 
These shifts in China’s industrial playbook are all geared toward advancing the dual 
mandate of greater technological autonomy and higher productivity, rather than broad 
capacity expansion.

Industrial policy will continue to accelerate autonomy-focused investment across 
strategic technologies, supported by “patient capital” in frontier sectors and a gradual 
pivot toward consolidation, market discipline, and efficiency in mature industries. The 
durability of this policy shift will hinge on several success conditions: better capitalized 
consolidation in overcapacity segments, stricter investment discipline at the local level, 
social policy levers that lift household consumption, and external market access that 
remains sufficiently open to absorb surpluses. 

Emerging industries: State-led acceleration 
In emerging sectors such as AI, green energy, and quantum technology, Beijing leans into 
the “autonomy” side of the dual mandate by using state-led capital and policy support to 
build domestic champions in technologies where foreign dependence is still high.

Government-backed funds, targeted subsidies, and preferential policies are designed 
to scale these industries rapidly, with the expectation that they will become engines of 
future growth and global competitiveness. 

The government’s willingness to tolerate lower manufacturing yields for AI processors 
allows rapid iteration and scaling of technological advances that would not otherwise be 
commercially viable. Preferential procurement contracts and energy subsidies encourage 
data centers and state-backed tech firms to adopt local hardware, expanding the market 
share for domestic champions.

‘AI-plus’ initiative
Unveiled in August 2025, the “AI-plus” initiative aims for deep AI integration in six key 
areas and 70% penetration of intelligent terminals by 2027. Policy emphasis is placed on 
achieving breakthroughs in core AI technologies, including advanced semiconductors to 
improve yields and meet domestic demand for large language model ecosystems, as well 
as wider and deeper AI adoption to improve productivity. This initiative is a test case for 
how China intends to use industrial policy to lock in both technological sovereignty and 
productivity improvements across the real economy.

In the near term, large-scale AI development will likely focus on non-strategic sectors 
— such as manufacturing, healthcare, education and consumer services — where rapid 
integration can spur productivity and economic growth per China’s industrial policy 
objectives. To accelerate this, the government will likely expand fiscal incentives (e.g., tax 
breaks, venture capital access, and the development of a unified national data markets) 
to attract private sector investment in AI R&D. However, adoption in strategically 
sensitive areas — such as defense, infrastructure, and governance — will likely advance 
more cautiously, with strict oversight to ensure state security and control. This approach 
is consistent with government attempts to harmonize private-sector innovation with 
national security priorities.

China’s private sector is large in scale but operates in a system where state-linked 
finance and policy priorities shape access to capital and sectoral direction. Private firms 
dominate employment and significant value-added activities, yet participation in frontier 
technologies often hinges on alignment with government-guided funds and procurement.

spglobal.com



China’s dual industrial mandate: Autonomy and productivity | 14

China’s ‘AI-plus’ Initiative:  
Connecting applications to sovereignty strategies

• Promote AI as a public good
• Support open-source access
• Boost AI capabilities in the Global 

South

Applications

Global cooperation

Strategies

• Accelerate scientific breakthroughs 
with AI

• Collaborate with biotech and 6G 
advancements

Talent competition 
Attract foreign AI talent with tax             
incentives; launch interdisciplinary AI 
university programs

Applications

Strategies

Science & technology

• Use AI for diagnosis and health      
management

• Enhance primary care efficiency
• Personalize education and enable 

human-computer collaboration

Agile governance
Use scenario-based regulation (strict for 
medical AI, relaxed for entertainment AI) 

Healthcare & education• Shift to intelligence-driven services 
(finance, law, logistics)

• Combine unmanned and human 
service models

• Innovate in entertainment, 
e-commerce, and care services

• Build ecosystem of smart devices 
(cars, phones, robots, wearables)

Agile governance
Use scenario-based regulation (strict for 
medical AI, relaxed for entertainment AI)

Services & consumption

Domestic substitution 
Promote domestic tech (restrict Micron, 
expand Huawei/iFlyTek)  

Compute competition 
Build integrated national AI cloud     
(Huawei Pangu clusters)

Industrial development

China’s ‘AI-plus’ Initiative: Connecting 
applications to sovereignty strategies

• Implement AI across industrial 
processes

• Develop smart manufacturing
• Enable new business models

Applications

Strategies

Applications

Strategies

Applications

Global cooperation
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Advanced manufacturing
In advanced manufacturing, policy is explicitly framed around upgrading domestic 
capabilities in core inputs — most notably chips and tools — to reduce strategic 
dependence and enhance technological autonomy yet bearing authorities’ ultimate 
ambition to unlock economywide productivity gains in a self-reliant manner, reflecting 
the two complementary pillars of the dual mandate.

Indigenous semiconductor tooling and manufacturing required to produce advanced 
AI processors that are smaller than 7 nanometers is likely to remain a challenge for 
Chinese chipmakers in at least the 3–5-year outlook. Initiatives such as the $8.2 billion 
state-backed AI fund and a broader $137 billion industry plan over five years exemplify 
China’s dual-track approach to incentivize immediate deployment of viable domestic 
technologies while investing heavily in next-generation manufacturing tools.

Beijing’s leadership is likely to promote policies structured to favor domestic 
ecosystems despite potential performance gaps. While domestic processors like 
Huawei’s Ascend series currently lag competition from Nvidia in performance and 
efficiency, the Chinese government intends to compensate for these disadvantages 
through state-backed incentives. The government’s likely willingness to tolerate 
lower manufacturing yields for AI processors allows rapid iteration and scaling of 
technological advances that would otherwise not be commercially viable. 

Local governments have reportedly provided energy subsidies and preferential 
procurement contracts to encourage data centers and state-backed tech firms to 
adopt local hardware, thereby expanding the market share for domestic champions. 
The government has reportedly leveraged China’s large-scale power infrastructure 
to offer relatively low-cost, scalable energy to data centers to make large-scale AI 
computation with less efficient domestic processors economically viable.

Chinese LLM developers have also made significant progress in optimizing algorithmic 
efficiency, exemplified by models such as DeepSeek, which demonstrates competitive 
performance using less raw processing power. 

Future technologies
Support for future technologies such as quantum computing reflects the 
forward‑looking edge of the dual mandate: securing first‑mover advantages that both 
shield China from chokepoints and unlock new productivity frontiers.

The Chinese government has raised around $20 billion toward developing nascent 
quantum computing technology. State support for developing the sector has driven 
enormous interest from Chinese companies, which filed over 50% of global patents 
related to quantum technology in 2024, according to the World Intellectual Property 
Organization (WIPO).

Heavy early‑stage investment is justified as a way to build domestic control over critical 
“future” infrastructures while positioning these technologies to help drive the next 
wave of productivity growth.

Mature industries: Focus shifts to efficiency 
In sectors that have reached maturity — such as renewable energy, shipping, and EVs 
— due to their outsized production scale and emerging overcapacity in some sectors, 
the emphasis within the dual mandate shifts toward productivity, with policymakers 
using market discipline and consolidation to turn past capacity expansion into 
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China’s evolving incentive 
structure for the EV industry
Recent policy adjustments indicate a structural shift in China’s new EV incentive 
framework. 

Central purchase subsidies ended in 2022, but indirect measures remain: purchase 
tax exemptions are extended through 2027, and local governments continue to offer 
consumption vouchers, free license plates, and targeted replacement incentives. 
These steps appear aimed at maintaining market stability as reliance on direct 
subsidies declines.

At the industrial level, authorities emphasize investment-oriented mechanisms. 
National and provincial funds — such as the National Manufacturing Industry 
Investment Fund — reportedly provide capital and credit to strategic sectors 
like battery and semiconductor manufacturing. Some localities use “investment-

sustainable, competitive strength. The policy stance is shifting from broad, front-
loaded subsidies toward more targeted, conditional support and greater reliance on 
market-based discipline. In solar and wind, central authorities have already moved 
from generous feed-in tariffs and blanket construction subsidies toward competitive 
auctions, grid parity requirements, and stricter project approval, effectively reducing 
average subsidy intensity even if some local incentives remain. In EVs, direct purchase 
subsidies ended in 2022, while more selective tax exemptions, infrastructure support, 
and equity injections through government-guided funds have taken their place. 

As industries mature, more market-oriented mechanisms are expected to foster 
competition and efficiency. The gradual phasing out of subsidies and encouragement 
of mergers are intended to foster a more competitive and resilient industrial base. 

However, overcapacity remains a critical challenge. Traditional manufacturing 
industries, such as steel, non-ferrous metals, and cement, which are facing 
structural overcapacity due to the property downturn, are expected to rely more on 
administrative measures to reduce capacity. 

Given their large scale and significant roles in the economy and employment market, 
the pace of reductions is likely to be more moderate than during the supply-side 
reforms from 2015 to 2017. In strategically important sectors, the restoration of the 
supply-demand imbalance will rely on tightening the control of new capacity.

Meanwhile, removing subsidies could expose inefficiencies and lead to production 
cutbacks or financial stress in sectors that have benefited from rapid scaling due 
to state support. Moving away from subsidies would also require financial market 
reforms that make capital less tolerant of persistently low or negative returns, along 
with stronger exit mechanisms and corporate governance, to curb inefficient resource 
allocation and “involution‑style” competition.

By tightening subsidies, encouraging exits, and raising performance benchmarks, 
authorities are trying to preserve strategic capacity where needed while forcing firms 
to compete on efficiency, innovation, and returns.
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Challenges and risks 
These opportunities coexist with execution and coordination risks that could 
influence both elements of the dual policy mandate — namely, the pursuit of greater 
technological autonomy and higher productivity growth.

Industrial policy in transition
Rapid technological change introduces uncertainty around demand and investment 
returns. Advances in battery chemistry or magnet design, for example, could alter 
reliance on specific rare earths and other materials, requiring adjustments in resource 
strategies. The emphasis on maintaining industrial self-sufficiency may reduce policy 
flexibility if technological pathways shift unexpectedly.

Policy prioritization may also lead to uneven resource allocation, as funding 
concentrates in designated strategic sectors. This creates opportunity costs for 
industries outside priority categories, potentially reshaping the broader balance of 
industrial activity.

Balancing policy direction and market performance
An expanded government role can strengthen coordination in strategic industries, yet it 
also introduces operational challenges. Overlapping support programs can encourage 
capacity expansion over profitability, as seen in segments such as solar modules and 
EVs.

Persistent oversupply reflects incentives embedded in a supply-centric growth model 
— local performance metrics, state-preferred finance, and a policy tilt toward capacity 
expansion in strategic sectors. Authorities are signaling more discipline through 
capacity rationalization, consolidation, and anti-‘involution’ measures, yet sustainable 
rebalancing likely requires stronger demand-side reforms, such as income distribution, 
social safety nets, and more market-based capital allocation, to lift household 
consumption and investment efficiency over time.

for-subsidy” models, taking equity stakes in automakers viewed as economically 
significant; Hefei’s involvement in EV startup NIO, cited in local reports, illustrates this 
approach.

Infrastructure expansion remains central, with plans for comprehensive charging 
coverage by 2025 and pilots for standardized battery-swap networks involving firms 
such as NIO and CATL. Public documents also mention recycling initiatives and 
overseas resource projects aimed at mitigating raw material risks.

Emerging programs promote experimental business models, including Battery-as-a-
Service and Vehicle-to-Grid schemes, where owners can receive compensation for 
grid contributions. These pilots reflect efforts to develop new revenue streams and 
integrate EVs into the broader energy system.

Policy frameworks increasingly rely on indirect incentives — carbon trading, green 
finance, and ecosystem development — blending state direction in key technologies 
with market-led innovation. Further industry consolidation and stronger export 
orientation, particularly toward Southeast Asia, Europe, and the Middle East, is 
expected.
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Such dynamics may compress margins and reduce available resources for research 
and development. At the same time, administrative guidance mechanisms may slow the 
market exit of weaker firms and influence pricing dynamics, potentially affecting overall 
competitiveness and investment conditions.

The key policy question is how to align industrial coordination with market-based 
incentives that promote efficiency and innovation. Over time, adjustments in corporate 
governance, market mechanisms, and local performance evaluation systems could 
improve resource allocation and support higher-quality growth. There have been 
ongoing efforts from the government to guide restructuring and consolidation 
within manufacturing segments such as renewable energy and automotive, aimed at 
improving long-term competitiveness.

China’s solar industry seeks 
stronger discipline through 
consolidation
Chinese regulators and industry groups have identified persistent challenges in 
the solar manufacturing sector, including oversupply and declining margins amid 
continued price competition. 

Ongoing consolidation is viewed as one route to strengthen operational efficiency 
and balance production capacity. Larger, well-capitalized firms have shown 
interest in acquiring smaller producers. Such mergers reflect an adaptation to 
tighter margins and evolving market conditions rather than a centrally coordinated 
directive.

Authorities have also issued policy guidance and standard-setting measures that 
indirectly shape market exits and restructuring decisions. Public statements from 
energy regulators emphasize rational capacity management and risk control in 
overseas expansion strategies. 

In that context, some Chinese solar companies have disclosed asset divestments 
abroad (in the US, the Middle East, and other Southeast Asian countries like 
Laos and Indonesia), citing strategic portfolio adjustments and changing market 
conditions. These moves are largely framed as commercial decisions within 
corporate disclosures and industry reports.

Industry associations play a facilitating role in stabilizing market dynamics. 
The China Photovoltaic Industry Association (CPIA) has referenced indicative 
production cost benchmarks — reported by domestic trade media at around 
0.69 yuan per watt — as a reference for assessing industry health, rather than an 
enforceable pricing mechanism. The establishment of quality and carbon-footprint 
standards also serves to strengthen compliance and differentiate producers 
based on technical and environmental performance.

Broader policy reforms, such as renewable energy portfolio standards, carbon 
trading mechanisms, and adjustments to power market pricing frameworks, are 
intended to create a more sustainable environment for industry development. 
These measures may indirectly favor technologically advanced and financially 
resilient enterprises capable of meeting higher regulatory and performance 
thresholds.
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External environment and global exposure
Industrial upgrading remains closely linked to China’s external economic relations. 
Evolving trade policies, export controls, and investment screening frameworks are 
creating new sources of uncertainty for supply chains and financing decisions. Shifts 
in external regulatory environments — including tariff adjustments or technology-
specific restrictions — can raise costs for projects linked to critical minerals or advanced 
manufacturing.

A core tension within the dual mandate lies between the pursuit of greater domestic 
autonomy and continued reliance on external demand to absorb industrial surpluses. 
Soft household demand and recurrent surpluses heighten China’s reliance on exports 
to absorb capacity, amplifying friction with trading partners as strategic sectors scale. 
Industrial policy can mitigate chokepoint risks, but without stronger domestic absorption, 
it may reinforce external tensions through price competition and market-share shifts in 
sensitive product categories.

Trading partners have introduced various protective trade measures across industries 
sensitive to price competition, including machinery, electronics, and light manufacturing 
goods. China’s own export licensing and control frameworks similarly increase 
compliance requirements for global firms, prompting supply chain diversification in some 
markets.

The overall trajectory of industrial policy will hinge on the authorities’ ability to manage 
these technological and external challenges while maintaining momentum in upgrading 
and structural reform.

Conclusion
China’s industrial policy is set to advance the two pillars of its dual mandate – autonomy 
and productivity – through accelerating investment in strategic technologies and 
deeper integration into key supply chains. The productivity payoff, however, is uncertain 
given the large role of state direction, persistent overcapacity, fiscal constraints at the 
local level, and still-weak household demand. Over the medium term, absent stronger 
demand‑side reform, productivity gains from industrial upgrading may struggle to 
translate into sustained growth, as excess capacity and weak domestic absorption 
constrain returns on investment.
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