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MERICS TOP 5

1. MIIT strengthens support for R&D in core industrial technologies

Ataglance: The Ministry of Industry and Information Technology (MIIT) announced new
research funding rounds, paid for by the central government through the National Key
Research & Development Projects (NKP) program. The notice covers 16 categories such
as smart sensors, industrial software and rare earth new materials, and has attachments
detailing dozens of additional research tasks for each category. Scientific research
institutes, universities and enterprises are encouraged to apply to contribute to specific
research and development (R&D) tasks and are expected to contribute a share of the costs.
The policy highlights four project management measures:

= (Create more opportunities for young researchers to organize and implement major
R&D tasks through the Young Scientist Program

= Coordinate the investment and management of officials at the ministerial,
provincial, and city level to advance high priority projects

= Leverage the ‘“unveil the list” research model, combining R&D funding and

government procurement, to strengthen the commercialization of outputs and to
clarify end users

= Develop technology readiness frameworks to enhance the output of results

MERICS comment: The NKP program is China’s main state funded research program for
the applied sciences. It serves a key role in advancing the government’s industrial goals,
as shown by the project categories’ strong concentration on technologies linked to
advanced manufacturing. Of the 16 areas, 15 relate to industrial materials, inputs or
equipment. Electric vehicles (EVs) are the only consumer product listed.

The management measures reflect the eagerness of China’s leaders to turn investments in
R&D into tangible commercial results. The rise of China’s EV industry is a prominent
successful example, as it has been facilitated by NKP funding since 2016. Medical robotics

is another sector where years of investment in NKP projects has supported the growth of
home-grown firms. Policymakers in Beijing hope to replicate this success, particularly in

core technologies that can be applied across different sectors.

If successful, these R&D projects will advance China’s industrial competitiveness and its
ambitions to localize core technologies. Foreign firms should pay attention to which
specific technologies are being developed, especially if they match their own core
business, and should monitor the progress of the actors involved.

Article: Notice on the National Key R&D Program 2024 Annual Project Application
Guidelines for “High-performance Manufacturing Technology and Major Equipment” and
16 other Key Special Projects (LM FMEE2 U MR T AHERESM AR “SERES
ERAREERRE” F 16 MELATI 2024 FE HBRIBAAEH) (Link)

Issuing body: MIIT

Date: August 9, 2024
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https://web.archive.org/web/20240826081457/http:/119.23.232.167:8888/SRManager/notice_detail.action?noticeId=20240812163924205
https://merics.org/en/merics-briefs/data-market-foreign-talent-bio-based-materials
https://www.annualreviews.org/content/journals/10.1146/annurev-control-061521-070251
https://finance.sina.com.cn/money/fund/jjzl/2023-05-12/doc-imytprfu6504340.shtml?cre=tianyi&mod=pcpager_tech&loc=35&r=0&rfunc=51&tj=cxvertical_pc_pager_spt&tr=181
https://web.archive.org/web/20240826143603/https:/www.miit.gov.cn/zwgk/zcwj/wjfb/tz/art/2024/art_5d492fe20dbf4c5b87235c1333758f74.html
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2.Beijing steps up financing for innovative SMEs

At a glance: The Ministry of Finance (MOF) and three other agencies issued measures to
improve access to financing for innovative small and medium-sized enterprises (SMEs).
They focus on the national financing guarantee fund, which is intended to encourage
banks to grant more loans to SMEs, by providing surety for a share of the loan amount.
Key goals of the notice include:

= Raise the risk-sharing ratio of the national financing guarantee fund from 20
percent to a maximum of 40 percent

= Adjust the guarantee fund’s maximum risk-sharing ratio by type of company,
varying from 40 percent for Little Giant companies to 30 percent for science and
technology based and innovative SMEs

= Increase the upper limit of the insured amount for a single SME in the science and
technology innovation category from CNY 10 million to CNY 30 million

MERICS comment: The Chinese government has grappled with the problem of SME’s lack

of access to financing for years. Banks have proved reluctant to hand out loans to SMEs as

smaller firms often lack collateral. They prefer to lend to state-owned enterprises (SOEs).
It remains to be seen if the new special guarantee plan will prove sufficient to convince
banks to lend more to SMEs. The changes to the risk-sharing ratio lift the ceiling on how
much of the loan the financing guarantee fund can vouch for, but nothing obliges the fund
to do so. The scope of the fund may also be insufficient. Since its establishment in 2018,

the guarantee fund has served SMEs with a total of 40 million employees, which is a small
share of total SME employment.

However, the measures specifically target high-tech SMEs in strategic sectors. The Little
Giants and innovative SMEs being prioritized here tend to operate in the same sectors

traditionally dominated by European SMEs, such as in machinery and vehicles. Improved
funding for these Chinese firms poses competitive risks to European firms in terms of
market share, both inside China and abroad.

Article: Notice on the Implementation of a Special Guarantee Plan to Support Scientific
and Technological Innovation (3 F 27 3 # R 81 FT & BRI XIAYE A1) (Link)
Issuing bodies: MOF, MOST, MIIT, NFRA

Date: July 26, 2024
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https://merics.org/en/report/accelerator-state-how-china-fosters-little-giant-companies
https://web.archive.org/web/20240827051546/http:/aeconf.com/Articles/May2020/aef210110.pdf
https://web.archive.org/web/20240827051546/http:/aeconf.com/Articles/May2020/aef210110.pdf
https://archive.is/gF97N
https://www.oecd-ilibrary.org/industry-and-services/financing-smes-and-entrepreneurs-2024_7c08f656-en
https://merics.org/en/comment/chinas-little-giants-turn-heat-europes-hidden-champions
https://web.archive.org/web/20240823101522/https:/jrs.mof.gov.cn/zhengcefabu/phjr/202407/t20240726_3940510.htm

MERICS China Industries September 4, 2024 (Reporting period: June 26 - August 23)

3.State Council once again promises fair access to government procurement

At a glance: The State Council issued a three-year action plan (2024-2026) for
government procurement to address prevalent issues such as unfair practices, regulatory
gaps, and inefficiencies within the procurement process. Key goals by 2026 include:

= Enhance the business environment through coordinated enforcement actions to
rectify illegal procurement practices, including discriminatory terms set by
purchasers, the charging of excessive fees and supplier fraud

= Improve government procurement laws and regulations by benchmarking them
againstinternational rules such as the WTO’s Government Procurement Agreement
(GPA) and the Comprehensive and Progressive Trans-Pacific Partnership
Agreement (CPTPP)

® Support the development of SMEs through procurement, including by reserving a
share of engineering projects valued at more than CNY 4 million for SMEs

® Expand green procurement initiatives by enforcing policies that prioritize
environmentally friendly products and materials in government projects

MERICS comment: European companies have long complained that China’s regulatory

framework for government procurement puts them at a disadvantage. They are denied
significant business opportunities in sectors such as medical devices, civil engineering,
and telecommunications. China’s government has made repeated promises - including in
the Foreign [nvestment Law - to grant foreign firms equal access, yet challenges continue.

Despite a commitment to join the Government Procurement Agreement “as soon as
possible” after China’s 2001 accession to the WTO, Beijing has submitted seven offers but
still not concluded negotiations. As such, this new action plan should be taken with a grain
of salt.

Yet, there are reasons for cautious optimism. It is possible that Beijing intends to make
incremental changes to the procurement system, even if not substantial reforms.
Numerous policies released this year, such as on the administration of national bidding
and tendering practices, suggest the government will handle discriminatory procurement

practices more strictly. Even a small improvement could bring significant benefits for
foreign firms. China’s incentives to align with international standards are growing, given
the increased interests of its own firms in foreign markets, including Europe.

Article: Three-Year Action Program on “Rectifying Market Order, Building a Regulatory
System and Promoting Industrial Development” in the Field of Government Procurement
(2024-2026) (AT RS “BWmintkF . EERE R RiES LR =ZF1T
N E (2024—2026 ££) ) (Link)

Issuing body: State Council

Date: July 4, 2024
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https://www.publictendering.com/pdf/PPStudyENFinal.pdf
http://en.npc.gov.cn.cdurl.cn/2019-03/15/c_674707.htm
https://www.wto.org/english/news_e/news19_e/gpro_23oct19_e.htm
https://merics.org/en/merics-briefs/healthcare-procurement-bidding-and-tendering-data-exports
https://merics.org/en/merics-briefs/healthcare-procurement-bidding-and-tendering-data-exports
https://web.archive.org/web/20240727055821/https:/www.gov.cn/zhengce/content/202407/content_6961215.htm
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4.Greening is back on the agenda: China to establish control system for
emissions

At a glance: The State Council released a plan to switch from using energy consumption
as a key indicator for measuring decarbonization to tracking carbon emissions directly.
The new dual control system will review emissions intensity and total emissions. China’s
leadership regards the system as an important step toward peaking China’s carbon
emissions by 2030. Key targets outlined in the plan include:

= Improve the carbon emission statistical accounting system, establish a national
greenhouse gas emissions factor database, issue carbon emissions accounting
standards and product carbon footprint standards by 2025

= [mplement the carbon emissions dual control system across the country with a
focus on the carbon intensity component during the "15th Five-Year Plan" period
(2026-2030)

= Shift the focus to total carbon emissions after the carbon peak

MERICS comment: The existing approach of measuring the intensity and total amount of

energy consumption has several drawbacks, which the new proposals seek to fix. The
current system fails to distinguish whether electricity is generated using fossil fuels or
renewable energy, a shortcoming that hinders the expansion of green energy use and
generation. It has also stymied the growth of the energy-intensive raw materials sector,
regardless of the sector’s efforts to lower emissions.

The new dual control system reflects Beijing’s renewed resolve to push forward its
decarbonization agenda. Recently, the CCP has prioritized energy security over the green
transformation, after severe energy shortages caused economic shocks in 2021. The
government stockpiled coal, improved grid management and boosted interprovincial
power sharing, among other measures. The reprioritization of greening is evident from
the many green regulations issued in recent months, ranging from high-level guidance on

the green transition to the action plan for low carbon data centers.

China’s energy transition could offer business opportunities for European companies.
Foreign investment is being encouraged in sectors such as new energy power stations,
biogas projects, the hydrogen industry, carbon capture, utilization, and sequestration, and
recycling. European firms may also welcome China’s renewed efforts since they already
have decarbonization plans in place. Subjecting Chinese companies to stricter standards
could go some way to leveling the playing field.

Article: Notice on the Work Plan for Accelerating the Construction of a Dual Carbon
Emission Control System (E AT X TENA INIREEBIRHEAUTHIE KRR ITIE
FHR) KIEZN) (Link)

Issuing body: State Council

Date: August 2, 2024
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https://archive.is/RK7OX
https://web.archive.org/web/20240823111110/https:/www.gov.cn/zhengce/202408/content_6967665.htm
https://web.archive.org/web/20240823111110/https:/www.gov.cn/zhengce/202408/content_6967665.htm
https://www.ndrc.gov.cn/xxgk/zcfb/tz/202407/t20240723_1391894.html
https://web.archive.org/web/20240823100914/https:/www.gov.cn/zhengce/content/202408/content_6966079.htm

MERICS China Industries September 4, 2024 (Reporting period: June 26 - August 23)

5.In with the new: Subsidies to boost demand for new energy city buses

At a glance: The Ministry of Transport and Ministry of Finance (MOF) released
instructions for a new subsidy program aimed at replacing old new energy urban buses
and renewing outdated batteries. Key measures include:

= An average subsidy of CNY 80,000 per vehicle for replacements of new energy city
buses registered before December 31, 2016

= Offer CNY 42,000 per bus to replace outdated power batteries in existing new
energy buses

= Implementregional financial support, with central government covering 85 percent
of the subsidy funds in the eastern provinces and 95 percent in the western
provinces; local governments are to cover the remainder

MERICS comment: The new subsidy guidelines reflect China's ongoing push to lead the
global transition to sustainable transportation. The policy aims to boost demand by
covering 5-10 percent of the cost of a new NEV bus. China is already a global leader in
electric bus manufacturing, with 70 percent of electric bus sales worldwide in 2023.

However, the domestic market for electric buses has cooled in recent years. Sales have
fallen by about two thirds between 2021 and 2023. In 2022, the ending of purchase
subsidies for battery-electric and plug-in hybrid buses, and the maturing domestic

market, led to a shift toward exports. It remains to be seen if the new subsidies will spur
local governments to upgrade their bus fleets, especially given the rising constraints on
local government budgets.

For European firms, the guidelines may reinforce the challenges they already face in the
Chinese market. They have been largely squeezed out by dominant local players or remain
dependent on local JV partners. With companies like Yutong and BYD expanding their

influence globally, European manufacturers might also see further competitive pressures
in their home markets and in third country markets. Every year since 2020, Chinese firms
have secured about 30 percent of electric bus sales in EU-27 countries. If they get a boost

to sales in China, they could be enabled to cut prices and expand their market share
abroad.

Article: Implementation Rules for the Renewal Subsidy for New Energy City Buses and

Power Batteries (¥R T 22 32 4 K 5 77 68 ith B8 74 U SE e 28 1) 32 388 32 60 3R W BUAR X T EN &
CErBEIR T 2 32 R sh it E AN St 480 ) #9388 ) (Link)

Issuing bodies: MOT, MOF

Date: July 31, 2024
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https://www.iea.org/reports/global-ev-outlook-2024/trends-in-heavy-electric-vehicles
https://theicct.org/publication/r2z-zero-emission-hdv-china-2023-aug24/#:%7E:text=Sales%20and%20market%20share&text=In%202023%2C%20total%20sales%20of,compared%20with%20sales%20in%202022.
https://www.iea.org/reports/global-ev-outlook-2024/trends-in-heavy-electric-vehicles
https://theicct.org/wp-content/uploads/2024/03/ID-125-%E2%80%93-EU-R2Z-2023_final-1.pdf
https://web.archive.org/web/20240826142627/https:/xxgk.mot.gov.cn/2020/jigou/ysfws/202408/t20240801_4145711.html
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NOTEWORTHY

Policy news

® July 1: The MIIT released the 2024 manufacturing talent support plan under which
selected entrepreneurs and other talented individuals receive special training and
their companies get priority in undertaking projects in industry and information
technology (MIIT notice)

® July 12: The MIIT, together with eight other government agencies, released an
innovation and development plan for the fine chemicals industry, aiming to
cultivate five world-class enterprises and 500 “Little Giant” companies in the
sector by 2027 (MIIT notice)

® July 21: In its Third Plenum resolution, the 20t Central Committee of the Chinese
Communist Party (CCPCC) doubled down on high-quality economic growth driven
by “new-quality productive forces” as well as technological self-reliance, while also
promising better treatment for private companies, for example by reducing market
restrictions (CCPCC resolution)

® July 23: The National Development and Reform Commission (NDRC) and two other
agencies published an action plan for the development of low-carbon data centers,
setting the sector a goal of reaching internationally advanced levels of power
utilization efficiency, unit computing power efficiency and carbon efficiency by
2030 (NDRC notice)

® July 25: The NDRC and MOF pledged CNY 300 billion of ultra-long-term special
treasury bonds to support large-scale equipment upgrades and the replacement of
old consumer goods with new ones (NDRC notice)

® August 5: The MIIT released an application call for “unveiling the list” for chemical
fiber and oil enterprises, a mechanism intended to support the joint research by
chemical fiber and oil companies and to strengthen their supply chain
relationships (MIIT notice)

® August 8: The MIIT provided details on the application process to join the list of
industrial machine tool enterprises that will benefit from the value-added tax
additional deduction policy in 2024 (MIIT notice)

® August 19: China approved 11 nuclear reactors across five sites with a combined
value of EUR 27.8 billion (CNY 220 billion), further boosting its decarbonization
drive (The Paper article)

® August 21: The CCPCC and State Council released opinions on improving the
market access system, for instance for new formats and new fields such as deep
sea, aerospace, aviation, new energy and artificial intelligence (CCPCC notice)
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https://www.miit.gov.cn/zwgk/zcwj/wjfb/tz/art/2024/art_af39dd176235407abda306b609d1ffbc.html
https://www.miit.gov.cn/zwgk/zcwj/wjfb/tz/art/2024/art_886ff3f8c7e444cba4c23e9978003c21.html
https://www.merics.org/en/comment/having-it-both-ways-third-plenum-promises-reforms-and-doubles-down-xis-grand-vision
https://english.www.gov.cn/policies/latestreleases/202407/21/content_WS669d0255c6d0868f4e8e94f8.html
https://www.ndrc.gov.cn/xxgk/zcfb/tz/202407/t20240723_1391894.html
https://www.ndrc.gov.cn/xxgk/zcfb/tz/202407/t20240725_1391941.html
https://www.miit.gov.cn/zwgk/zcwj/wjfb/tz/art/2024/art_e320c3a1191340f0b8bad2b056b45f2b.html
https://www.miit.gov.cn/zwgk/zcwj/wjfb/tz/art/2024/art_549a8290fee64b15afe2aea4ee5f934f.html
https://www.rfi.fr/cn/%E4%B8%AD%E5%9B%BD/20240820-%E4%B8%AD%E5%9B%BD%E6%96%B0%E6%89%B95%E4%B8%AA%E6%A0%B8%E7%94%B5%E9%A1%B9%E7%9B%AE%E5%85%B111%E4%B8%AA%E6%A0%B8%E5%8F%8D%E5%BA%94%E5%A0%86
https://www.thepaper.cn/newsDetail_forward_28468894
https://www.gov.cn/zhengce/202408/content_6969720.htm
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Corporate news

® July 8: German optical systems giant ZEISS opened its new R&D and manufacturing
site in Suzhou, China, after investing CNY 250 million in its construction (ZEISS
announcement, Caixin article)

® July 9: Huawei reports that it has completed construction of its largest ever R&D
center in Qingpu, Shanghai; the CNY 10 billion center will have about 30,000
personnel and focus on breakthroughs in semiconductors, wireless networks, and
the Internet of Things (Sohu article, Bloomberg article)

® July 12: The MIIT added Xiaomi to its list of “all-electric passenger car
manufacturers,” meaning the electronic consumer goods leader now has the go
ahead to produce its own electric vehicles (MIIT notice, Technode article)

® July 20: China State Shipbuilding Group's 704 Research Institute successfully
developed a 10-megawatt podded marine propulsion system (SASTIND article)

® July 23: The Civil Aviation Administration of China (CAAC) granted approval to two
units of EHang Holdings Ltd to operate pilotless electric vertical takeoff and
landing (eVTOL) aircraft (Caixin article)

® July 26: China's leading battery manufacturer CATL received 35 percent more in
state subsidies during the first half of 2024 than in H1 2023; CATL was the top
recipient of government subsidies in 2023 among all companies listed in mainland
China (Nikkei Asia article)

® August 9: Zhao Haijun, Co-CEO of China’s top chipmaker Semiconductor
Manufacturing International Corp. (SMIC), announced the company is accelerating
its capacity buildout due to geopolitics-induced changes in the supply chain; SMIC
wants to reach additional monthly capacity of 60,000 300-millimeter wafers by
December, ramping up from an extra 30,000 to 50,000 wafers as previously
planned (Bloomberg article)

® August 19: Shanghai’s first humanoid robot factory, built by local startup Agibot, is
nearing completion and scheduled to ship 200 bipedal and 100 wheeled robots by
the end of this year (Yicai article, East Money article)
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https://www.zeiss.com/corporate/en/about-zeiss/present/newsroom/press-releases/2024/opening-suzhou.html#:%7E:text=On%208%20July%202024%2C%20ZEISS,self%2Dbuilt%20project%20in%20China.
https://www.zeiss.com/corporate/en/about-zeiss/present/newsroom/press-releases/2024/opening-suzhou.html#:%7E:text=On%208%20July%202024%2C%20ZEISS,self%2Dbuilt%20project%20in%20China.
https://www.caixinglobal.com/2024-07-09/german-optics-giant-kicks-off-production-at-new-china-facility-102214382.html
https://www.sohu.com/a/794011597_121487107#:%7E:text=2024%E5%B9%B47%E6%9C%889,%E6%B9%96%E7%A0%94%E5%8F%91%E4%B8%AD%E5%BF%83%E2%80%9D%E6%AD%A3%E5%BC%8F%E5%BB%BA%E6%88%90%E3%80%82
https://www.bloomberg.com/news/articles/2024-07-16/huawei-builds-1-4-billion-shanghai-center-as-chip-war-heats-up
https://www.miit.gov.cn/jgsj/zbys/qcgy/art/2024/art_fba7e0cb6f3b404e8a6f726cadacfa04.html
https://technode.com/2024/07/15/xiaomi-obtains-ev-production-license-prepares-for-third-model/#:%7E:text=The%20Chinese%20government%20on%20July,traditional%20car%20manufacturer%20ally%20BAIC.
https://www.sastind.gov.cn/n10086200/n10086331/c10580560/content.html
https://www.caixinglobal.com/2024-07-23/flying-car-startup-moves-closer-to-bringing-beijing-favored-tech-to-market-102219143.html#:%7E:text=BUSINESS-,Flying%2DCar%20Startup%20Moves%20Closer%20to,Beijing%2DFavored%20Tech%20to%20Market&text=What's%20new%3A%20The%20Civil%20Aviation,eVTOL)%20aircraft%20in%20the%20country.
https://asia.nikkei.com/Business/Automobiles/Electric-vehicles/CATL-state-subsidies-jump-by-35-amid-EU-squeeze-on-China-EVs
https://www.bloomberg.com/news/articles/2024-08-09/china-s-smic-accelerates-capacity-buildout-as-chip-war-evolves
https://www.yicaiglobal.com/news/shanghais-first-humanoid-robots-plant-to-start-deliveries-in-october-report-says#:%7E:text=(Yicai)%20Aug.%2019%20%2D%2D,the%20end%20of%20this%20year.
https://finance.eastmoney.com/a/202408183158685414.html
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