European auto industry braces for disruption as China tightens rare earth export controls
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Several European auto parts manufacturers have recently halted production as global concerns escalate over China’s export restrictions on essential minerals. These curbs, announced in April, have disrupted supply chains not only in the automotive sector but also across aerospace, semiconductors, and defence industries. Mercedes-Benz is reportedly preparing contingency measures, underscoring a growing unease stemming from China's grip on critical minerals.
China, which commands approximately 90% of the world’s rare earth production, has suspended exports of key rare earth elements and magnets — indispensable for electric motors and various high-tech applications. This strategic pivot appears to be part of Beijing's larger agenda to leverage its control over critical minerals amidst increasing trade tensions with the U.S. Sherry House, CFO at Ford, noted during an investor conference that the "stress on a highly coordinated system where parts are ordered weeks in advance" is palpable. Ford is managing the situation for now, but the complexities of China’s new export policies are undoubtedly creating operational friction.
In response to these developments, the European Union is actively reassessing its reliance on Chinese supplies. EU Trade Commissioner Maroš Šefčovič is in discussions with Chinese officials to clarify the new export regulations, while EU Commissioner for Industrial Strategy Stéphane Séjourne has highlighted an urgent need to diminish dependence on Chinese imports. The announcement of 13 new non-EU projects aimed at bolstering the supply of critical minerals illustrates the bloc's commitment to increased self-sufficiency.
Reports indicate that a number of production lines have already been idled, as the approval rate for export license requests from auto suppliers since April stands at a mere 25%. In the wake of these restrictions, General Motors has halted production on its Explorer SUV due to shortages, illustrating the palpable impact on manufacturing capabilities. Other automakers, such as BMW and ZF Friedrichshafen, have also reported disruptions, although their plants continue operating for now. BMW is exploring methods to reduce rare earth dependency, yet alternatives remain largely untested and impractical for mass production. Despite having developed motors with minimal or no rare earth content, components for smaller systems still rely on these critical materials.
Global leaders are now turning their attention to the geopolitical ramifications of this situation. Former U.S. President Donald Trump has publicly lambasted China for what he termed violations of truce agreements designed to ease trade tensions. Despite an earlier rollback of tariffs on Chinese goods, Trump's renewed criticism highlights persistent friction between the two nations. Asexpectations rise for high-level discussions involving Trump and Chinese President Xi Jinping, the rare earth issue is anticipated to be a pivotal topic.
Industry experts warn that supply chain vulnerabilities are deepening, echoing the severe disruptions triggered by the COVID-era chip shortages. Automakers and policymakers are advocating for immediate diversification efforts to circumvent potential long-term impacts. In parallel, emerging players in the rare earth market, such as Australia’s Lynas Rare Earths, are witnessing a surge in stock prices amid the rising apprehensions surrounding supply. As one of the few significant rare earth producers outside China, Lynas stands poised to fill the void, yet global automobile manufacturers stress the urgency in establishing stable alternatives to avoid repeating past mistakes.
In light of these developments, the situation continues to evolve, raising urgent questions about the future of automotive production and the strategic importance of critical mineral supply chains. As supply chain disruptions mount, the call for diversification and sustainable solutions has never been more pressing.
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