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1. The European car industry amid 
decarbonisation and global competition

The automotive industry in the European Union is experiencing an existential 
moment. Indeed, the industry faces a combination of challenges mainly dictated 
by decarbonisation targets, global competition and industrial competitiveness 
overall, shaking one of the core sectors for Europe’s identity and prosperity as 
outlined by the report on the future of European competitiveness written by 
Mario Draghi.1 Indeed, the industry’s turnover represents over 7 per cent of 
EU GDP and it employs almost 14 million people in the EU, considering both 
direct and indirect jobs.2 Furthermore, the automotive industry accounts for 
a third of private research and development (R&D) investments in the EU and 
has a multiplier effect in the economy as it is an important industry for other 
sectors and industries like steel, chemicals and services. Lastly, the sector 
contributes significantly to Europe’s trade surplus (117 billion euros) as the 
EU remains a net exporter of vehicles value-wise and number-wise as well as 
of car components.3 Given the multidimensional relevance of the industry, it 
is essential to design coordinated and consistent policy strategies to regain 
competitiveness. In this challenging context, Italy and Germany are two key 
countries in the industry, and bilateral cooperation on the transformation of 
the automotive sector would generate positive benefits for their industries as 
well as Europe’s competitiveness.

1  Mario Draghi, The Future of European Competitiveness, September 2024, https://commission.europa.
eu/node/32880_en.
2  European Commission website: Automotive Industry, https://single-market-economy.ec.europa.eu/
sectors/automotive-industry_en.
3  Mario Draghi, The Future of European Competitiveness, cit., Part B, p. 140.
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The paper assesses the evolution of the sector in the two countries outlining 
the different starting points and priorities as well as their challenges. It follows 
by assessing the evolution of the automotive sector towards zero- and low-
emissions vehicles (ZLEVs)4 and concludes by proposing a series of policy 
recommendations for the European, bilateral and national levels.

1.1 Decarbonisation targets

The automotive industry has come under the spotlight as the EU has increased 
its climate ambitions. Indeed, the transport sector accounts for almost 25 
per cent of the total emissions of the EU-27. What generates more concern is 
that emissions in the transport sector have increased since 1990, unlike other 
sectors such as power. This condition induces governments and EU institutions 
to consider additional measures to accelerate transport decarbonisation 
– especially road transport which is responsible for more than 75 per cent 
of sectoral emissions. Given a high dependence on fossil fuels (especially 
oil) in road transport, with the ensuing economic, environmental and 
climate consequences, decarbonisation strategies have generally identified 
electrification as a key solution. Although the European Climate Law does not 
envisage a legally binding reduction target for each sector, transport emissions 
need to be reduced by 90 per cent by 2050 to reach climate neutrality target 
by that date.5

Looking at the subsector road transport, mitigating emissions can be 
pursued through both CO2 performance standards and minimal thresholds 
for renewables use in the car sector. The latter option has been envisaged in 
different directives (RED I in 2009, RED II in 2018 and RED III in 2023).6 According 
to European Environmental Agency (EEA) data, the share of renewables used in 
road and rail transport reached 10.1 per cent in 2023 (up from less than 2 per 
cent in 2005).7

4  Vehicles with emissions between 0 and 50g CO2/km.
5  European Commission, Industrial Action Plan for the European Automotive Sector (COM/2025/95), 5 
March 2025, https://eur-lex.europa.eu/legal-content/en/TXT/?uri=celex:52025DC0095.
6  Pier Paolo Raimondi, “Electrification of the Road Transport Sector in Europe and the Case of Italy”, in 
Atlantic Council Reports, June 2024, p. 5-6, https://www.atlanticcouncil.org/?p=775013.
7  European Environmental Agency (EEA), Use of Renewable Energy for Transport in Europe, 31 October 
2024, https://www.eea.europa.eu/en/analysis/indicators/use-of-renewable-energy-for.

https://eur-lex.europa.eu/legal-content/en/TXT/?uri=celex:52025DC0095
https://www.atlanticcouncil.org/?p=775013
https://www.eea.europa.eu/en/analysis/indicators/use-of-renewable-energy-for
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Since 2009, the EU has adopted tighter CO2 performance standards for vehicles 
to further drive emissions down. Following the 2009 EU regulation, Regulation 
2019/631 set binding CO2 reduction targets for 2025 (a 15 per cent reduction 
in g CO2/km) and 2030 (for a 37.5 per cent reduction) both compared to a 
2021 baseline.8 A decisive step was taken with Regulation 2023/851 in March 
2023 that led to the highly debated ban on new sales of internal combustion 
engine (ICE) cars by 2035 as part of its “Fit for 55” package.9 These legislative 
developments were aimed at prioritising zero-emissions vehicles, mainly 
electric vehicles (EVs). However, this decision came after long negotiations, 
which reflected socioeconomic and industrial concerns from some member 
states. Several European countries have expressed opposition before, during 
and after negotiation on the 2035 ban with some (notably Italy and Germany) 
asking for various degrees of flexibility. However, countries failed to build a 
cohesive bloc.10 Germany managed to obtain the exemption – critical for the 
final adoption – for vehicles that run exclusively on e-fuels but still rely on the 
ICE; Italy failed to achieve the requested exemptions. Flexibility and exemptions 
were motivated by socioeconomic and industrial concerns.

1.2 Global competition and industrial competitiveness

Indeed, a growing number of European industries and policymakers are vocal 
around the industrial and socioeconomic consequences of the rise of EVs. The 
European companies’ legacy is deeply tied with decades of investment into ICE 
technologies. The rise of a new, EV technology was mainly powered by China, 
leading to additional geopolitical concerns. In 2024, EVs sales corresponded to 
more than 20 per cent of sales exceeding 17 million globally.11 In this growing 
market, EU operators have been facing increasing competition from the rise 
of Chinese automakers. Beijing has successfully built and developed its EV 

8  European Parliament and Council of the EU, Regulation (EU) 2019/631 of 17 April 2019 Setting CO2 
Emission Performance Standards for New Passenger Cars and for New Light Commercial Vehicles, http://
data.europa.eu/eli/reg/2019/631/oj.
9  European Parliament and Council of the EU, Regulation (EU) 2023/851 of 19 April 2023 amending 
Regulation (EU) 2019/631 as regards Strengthening the CO2 Emission Performance Standards for New 
Passenger Cars and New Light Commercial Vehicles in Line with the Union’s Increased Climate Ambition, 
http://data.europa.eu/eli/reg/2023/851/oj.
10  Poland voted against, while the other three abstained.
11  International Energy Agency (IEA), Global EV Outlook 2025, May 2025, p. 10, https://www.iea.org/
reports/global-ev-outlook-2025.

http://data.europa.eu/eli/reg/2019/631/oj
http://data.europa.eu/eli/reg/2019/631/oj
http://data.europa.eu/eli/reg/2023/851/oj
https://www.iea.org/reports/global-ev-outlook-2025
https://www.iea.org/reports/global-ev-outlook-2025
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industry through a set of initiatives and measures over the past 15 years.12 
Given the remarkable growth, Chinese industrial policy in the EV domain 
is widely perceived as one of the most successful cases of industrial policy, 
inducing Western governments to reconsider the role of industrial planning 
and policy. However, China’s EV miracle is the result of decades of subsidies and 
tax breaks, incentives, consistent political support, and restrictions – resulting 
in the world’s EV manufacturing hub responsible for more than 70 per cent of 
global production.13 Along with the supply side, Chinese producers were able 
to thrive because of demand certainty. China is the leading EV market with one 
in ten cars on Chinese roads now being electric. In 2024 over 11 million electric 
cars were sold in China, accounting for almost half of all car sales last year.

Conversely, European sales stagnated in 2024 – although the sales share of 
EVs stood at around 20 per cent – following the wane of subsidy schemes and 
other supportive policies.14 To put these figures into perspective, the EU has 
seen EV sales increasing from 540,000 in 2020 to 1.6 million in 2023 before 
slightly declined to 1.5 million in 2024. By contrast, China’s EV sales increased 
from 920,000 in 2020 to 6.4 million in 2024.

The rise of national champions in China has come at the expense of European 
companies’ share in the Chinese market.15 Indeed, domestic producers have 
increased their share of the Chinese car market from around 40 per cent in 
2020 to over 60 per cent in 2024. Furthermore, demand constraints in China 
have forced Chinese producers to find markets for their products – thereby 
increasing exports (overcoming Japan and Germany as leading export 
country) and exacerbating trade tensions and competition in third markets. It is 
equally important to point out that foreign brands account for a large share of 
exports from China.16 Indeed, the automotive industry presents a strong local/

12  Ilaria Mazzocco, China’s Electric Vehicle Industry’s Internationalization, Testimony before the U.S.-
China Economic and Security Review Commission, 21 August 2023, https://www.uscc.gov/sites/default/
files/2023-08/Ilaria_Mazzocco_Testimony.pdf.
13  IEA, Global EV Outlook 2025, cit., p. 12.
14  Ibid., p. 10.
15  Kana Inagaki, Edward White and Sarah White, “Why Europe’s Car Crisis Is Mostly Made in China”, in 
Financial Times, 29 October 2024, https://www.ft.com/content/b95f9a64-c582-4367-9645-6a7106357849.
16  Thierry Mayer, Vincent Vicard and Pauline Wibaux, “Will Chinese Auto Export Boom Transform into 
Local Production in Europe?”, in CEPII Policy Briefs, No. 2024-45 (June 2024), p. 2, https://www.cepii.fr/
CEPII/en/publications/pb/abstract.asp?NoDoc=14179.

https://www.uscc.gov/sites/default/files/2023-08/Ilaria_Mazzocco_Testimony.pdf
https://www.uscc.gov/sites/default/files/2023-08/Ilaria_Mazzocco_Testimony.pdf
https://www.ft.com/content/b95f9a64
https://www.cepii.fr/CEPII/en/publications/pb/abstract.asp?NoDoc=14179
https://www.cepii.fr/CEPII/en/publications/pb/abstract.asp?NoDoc=14179
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continental feature: vehicles do not travel much across continents due to high 
transport costs and trade barriers.17 This is true both for ICEs and even more for 
EVs as 25 per cent of the latter that are sold worldwide were imported in 2022 (vs. 
34 per cent for all vehicles). To prevent a flood of Chinese EVs, the EU Commission 
launched an anti-subsidy investigation into Chinese electric vehicle supply chains 
on 4 October 2023.18 This probe was concluded in June 2024 highlighting how 
EVs made in China have benefited from vast (and unfair) subsidies. In response, 
the Commission set countervailing duties on imports of EVs from China ranging 
from 7 per cent to 35 per cent in October 2024.19 Furthermore, Chinese producers 
have increasingly strengthened their international footprint also in developing 
economies, such as Latin America and Asia.20

Figure 1 | Car production by region in million units and share of global production

Note: Africa excludes Egypt.
Source: Authors’ elaboration on International Organization of Motor Vehicle Manufacturers (OICA) data.

17  Ibid., p. 3.
18  European Commission, Commission Launches Investigation on Subsidised Electric Cars from China, 4 
October 2023, https://ec.europa.eu/commission/presscorner/detail/en/ip_23_4752.
19  European Commission, EU Imposes Duties on Unfairly Subsidised Electric Vehicles from China While 
Discussions on Price Undertakings Continue, 29 October 2024, https://ec.europa.eu/commission/
presscorner/detail/en/ip_24_5589.
20  Ilaria Mazzocco, Ryan C. Berg and Rubi Bledsoe, “Driving Change: How EVs Are Reshaping China’s 
Economic Relationship with Latin America”, in CSIS Briefs, September 2024, https://www.csis.org/
node/112394.

https://ec.europa.eu/commission/presscorner/detail/en/ip_23_4752
https://ec.europa.eu/commission/presscorner/detail/en/ip_24_5589
https://ec.europa.eu/commission/presscorner/detail/en/ip_24_5589
https://www.csis.org/node/112394
https://www.csis.org/node/112394
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At the same time, car production in Europe has declined over the past decades and 
years (figure 1). Amid technological transformations and the loss of competitiveness 
and innovation, the European car industry faces serious challenges in terms of 
exports and market share. For example, exports have fallen from 7.45 million 
units in 2017 to 6.26 million units in 2022.21 As result, European carmakers have 
experienced a reduction of global market share (-17 per cent since 2017).22

1.3 Socioeconomic consequences

Trade and industrial competition generate serious concerns for EU 
governments about negative and regressive consequences for involved 
workers. As mentioned above, the automotive sector plays a crucial role in the 
European labour market: 8.5 per cent of the EU’s manufacturing employment 
is directly involved in the manufacturing of motor vehicles (figure 2). According 
to some estimates, an EV-only approach would result in a loss of around half a 
million jobs in ICE powertrain components.23 Therefore, EU governments have 
considered measures to protect local jobs. Based on previous experiences with 
Japanese and Korean carmakers, member states are considering foreign direct 
investments by Chinese companies in local assembly facilities. Some European 
countries, like Hungary, have already taken this kind of measure: Chinese EV 
maker BYD has for example invested in several facilities in the country.24

Against this backdrop, the former and current von der Leyen Commission – 
alongside most member states – has elevated economic security and industrial 
competitiveness on its agenda, recently embodied in the Clean Industrial 
Deal.25 Concerning the automotive industry, the Commission launched the 

21  Mario Draghi, The Future of European Competitiveness, cit., Part B, p. 144.
22  Harald Deubener et al., “European Automotive Industry: What It Takes to Regain Competitiveness”, 
in McKinsey Insights, 10 March 2025, https://www.mckinsey.com/industries/automotive-and-assembly/
our-insights/european-automotive-industry-what-it-takes-to-regain-competitiveness.
23  European Association of Automotive Suppliers (CLEPA), An Electric Vehicle-Only Approach Would 
Lead to the Loss of Half a Million Jobs in the EU, Study Finds, 6 December 2021, https://www.clepa.eu/
insights-updates/press-releases/an-electric-vehicle-only-approach-would-lead-to-the-loss-of-half-a-
million-jobs-in-the-eu-study-finds.
24  BYD, BYD to Build a New Energy Passenger Vehicle Factory in Hungary for Localised Production in 
Europe, 22 December 2023, https://www.byd.com/eu/news-list/BYD_to_Build_A_New_Energy_
Passenger_Vehicle_Factory_in_Hungary_for_Localised_Production_in_Europe.
25  European Commission, The Clean Industrial Deal: A Joint Roadmap for Competitiveness and 
Decarbonisation (COM/2025/85), 26 February 2025, https://eur-lex.europa.eu/legal-content/en/

https://www.mckinsey.com/industries/automotive-and-assembly/our-insights/european-automotive-industry-what-it-takes-to-regain-competitiveness
https://www.mckinsey.com/industries/automotive-and-assembly/our-insights/european-automotive-industry-what-it-takes-to-regain-competitiveness
https://www.clepa.eu/insights-updates/press-releases/an-electric-vehicle-only-approach-would-lead-to-the-loss-of-half-a-million-jobs-in-the-eu-study-finds
https://www.clepa.eu/insights-updates/press-releases/an-electric-vehicle-only-approach-would-lead-to-the-loss-of-half-a-million-jobs-in-the-eu-study-finds
https://www.clepa.eu/insights-updates/press-releases/an-electric-vehicle-only-approach-would-lead-to-the-loss-of-half-a-million-jobs-in-the-eu-study-finds
https://www.byd.com/eu/news-list/BYD_to_Build_A_New_Energy_Passenger_Vehicle_Factory_in_Hungary_for_Localised_Production_in_Europe
https://www.byd.com/eu/news-list/BYD_to_Build_A_New_Energy_Passenger_Vehicle_Factory_in_Hungary_for_Localised_Production_in_Europe
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=celex:52025DC0085
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Strategic Dialogue on the Future of the Automotive Industry in January 2025,26 
followed by presentation of an “Action Plan for the European Automotive 
Sector” in March 2025.27 The Action Plan sets out different measures to ensure 
competitiveness of the local automotive industry through action in five key 
areas: i) innovation and digitalisation; ii) clean mobility; iii) competitiveness 
and supply chain resilience; iv) skills and social dimension; v) level playing field 
and business environment.

A common response to the multiple challenges mentioned above is indeed 
essential given the high degree of value chain integration among member 
states, notably Italy and Germany. However, different national political-
economic structures bring diverging priorities, potentially undermining joint 
responses and actions to sustain the European automotive industry (figure 2).28

Figure 2 | Share of total manufacturing by EU countries, in 2021

Source: Mario Draghi, The Future of European Competitiveness, cit., Part B, p. 141.

TXT/?uri=celex:52025DC0085.
26  European Commission, President von der Leyen Launches Strategic Dialogue on the Future of the 
Automotive Industry and Announces Action Plan, 30 June 2025, https://ec.europa.eu/commission/
presscorner/detail/en/ip_25_378.
27  European Commission, Industrial Action Plan for the European Automotive Sector, cit.
28  Victor do Prado et al., “The Road to a New European Automotive Strategy: Trade and Industrial 
Policy Options”, in Jacques Delors Institute Reports, No. 129 (January 2025), https://institutdelors.eu/en/
publications/the-road-to-a-new-european-automotive-strategy-trade-and-industrial-policy-options.

https://eur-lex.europa.eu/legal-content/en/TXT/?uri=celex:52025DC0085
https://ec.europa.eu/commission/presscorner/detail/en/ip_25_378
https://ec.europa.eu/commission/presscorner/detail/en/ip_25_378
https://institutdelors.eu/en/publications/the-road-to-a-new-european-automotive-strategy-trade-and-industrial-policy-options
https://institutdelors.eu/en/publications/the-road-to-a-new-european-automotive-strategy-trade-and-industrial-policy-options
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In this challenging context, Italy and Germany can find ways to cooperate both 
bilaterally and at the European level given their integrated value chains and 
economies.

2. Different industrial landscape
in Italy and Germany

The two countries share some similarities in the road transport sector. In 2024, 
they were among the largest car markets in the EU with 49.3 million cars on 
German roads (590 cars per 1,000 inhabitants)29 and 40 million cars on Italian 
roads (690 cars per 1,000 inhabitants – the highest in the EU).30 From an 
industrial perspective, the two countries’ automotive sectors differ. Traditionally, 
Germany is a larger car-making economy, while Italy’s car production has been 
in a constant downward trend (figure 3). Nonetheless, Italy has a very important 
components industry, which is deeply interlinked with the German industry.

The German industry has moreover been a backbone of the country’s export-
oriented economic model. Its integration with the global value chains 
occurred through a dual strategy: on one hand, German carmakers pursued 
a “globalisation strategy” consisting in producing lower-price cars overseas; 
on the other the industry pursued a “premium strategy” that prioritises the 
retainment of premium, higher price and higher profit car manufacturing 
in Germany.31 Over the past years, the German industry has faced growing 
headwinds: according to the German Association of the Automotive Industry 
(VDA), the production of cars in Germany fell by more than a quarter between 
2017 and 2023.32 The downtrend has ignited a debate regarding the future 

29  German Association of the Automotive Industry (VDA) website: Annual Figures: Vehicles on the 
Road, last modified on 1 April 2025, https://www.vda.de/en/news/facts-and-figures/annual-figures/
vehicles-on-the-road.
30  ISTAT, “Sempre più automobili nelle città italiane, transizione energetica lenta per la mobilità”, 
in Statistica Today, 10 December 2024, https://www.istat.it/wp-content/uploads/2024/12/Statistica-
today-parco-veicolare-DEF.pdf.
31  Zeynep Nettekoven, “Automotive Industry Transformation and Industrial Policy in the EU and 
Germany: A Critical Perspective”, in IPE Berlin Working Papers, No. 208/2023 (March 2023), p. 5, https://
www.ipe-berlin.org/fileadmin/institut-ipe/Dokumente/Working_Papers/ipe_working_paper_208.pdf.
32  Bundesbank, “The German Economy”, in Monthly Report, Vol. 76, No. 11 (November 2024), https://
publikationen.bundesbank.de/publikationen-en/reports-studies/monthly-reports/monthly-report-

https://www.vda.de/en/news/facts-and-figures/annual-figures/vehicles-on-the-road
https://www.vda.de/en/news/facts-and-figures/annual-figures/vehicles-on-the-road
https://www.istat.it/wp-content/uploads/2024/12/Statistica-today-parco-veicolare-DEF.pdf
https://www.istat.it/wp-content/uploads/2024/12/Statistica-today-parco-veicolare-DEF.pdf
https://www.ipe-berlin.org/fileadmin/institut-ipe/Dokumente/Working_Papers/ipe_working_paper_208.pdf
https://www.ipe-berlin.org/fileadmin/institut-ipe/Dokumente/Working_Papers/ipe_working_paper_208.pdf
https://publikationen.bundesbank.de/publikationen-en/reports-studies/monthly-reports/monthly-report-november-2024-943818?article=the-german-economy-943838
https://publikationen.bundesbank.de/publikationen-en/reports-studies/monthly-reports/monthly-report-november-2024-943818?article=the-german-economy-943838
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of competitiveness hence German jobs in the sector, with Volkswagen 
considering the closure of domestic plants for the first time in the company’s 
history.33 Another important aspect of the German auto industry is its export-
oriented approach, which led to exposure to large markets, particularly the US 
and China. China’s importance as a market has spiked in recent decades with 
German manufacturers selling around 4.3 million cars in China in 2021.34

Figure 3 | Italian and German car production in units
and share of total EU-27+UK car production

Source: Authors’ elaboration on OICA data.

By contrast, car production in Italy has experienced a constant decline 
because of a combination of factors, including industrial difficulties of its 
primary company. As result, car production dropped from 542,000 units in 
2019 to about 309,000 units in 2024. Nonetheless, Italy has a significant car 
components industry made of more than 2,000 firms and employing around 

november-2024-943818?article=the-german-economy-943838.
33  Patricia Nilsson and Kana Inagaki, “Volkswagen Plans to Close at Least 3 German Plants and Cut 
Thousands of Jobs”, in Financial Times, 28 October 2024, https://www.ft.com/content/a7721c5f-164d-
4793-b413-1bd8dd45f1a1.
34  VDA website: China: Partner and Competitor in the Automotive Industry, https://www.vda.de/en/
news/articles/china-Partner-and-competitor-in-the-automotive-industry.

https://publikationen.bundesbank.de/publikationen-en/reports-studies/monthly-reports/monthly-report-november-2024-943818?article=the-german-economy-943838
https://www.ft.com/content/a7721c5f-164d-4793-b413-1bd8dd45f1a1
https://www.ft.com/content/a7721c5f-164d-4793-b413-1bd8dd45f1a1
https://www.vda.de/en/news/articles/china-Partner-and-competitor-in-the-automotive-industry
https://www.vda.de/en/news/articles/china-Partner-and-competitor-in-the-automotive-industry
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150,000 people in the area of specialised components alone. This industrial 
landscape is mainly concentrated in a few areas – especially in the North and 
Centre part of the Italian peninsula – and characterised by small and medium 
enterprises and family-run businesses (45 per cent).35 These industries have 
suffered from the crisis of the main national company, FIAT, but also of other 
European players.36 This Italian industry is indeed highly export-oriented 
and deeply integrated with the European car industry – especially German 
industry. Indeed, in 2023, 72.7 per cent of total exports remained in the EU-
27 plus the UK, with Germany being the main market accounting for 20.5 per 
cent of total exports.37 Deep interdependence has come under pressure as the 
Germany auto industry has experienced a number of setbacks, inducing Italy to 
look to alternative markets for its exports.38 However, industrial struggles and 
substantial crisis in the automotive industry reverberate along the entire value 
chain. This interdependence, coupled with the local/continental component of 
the automotive industry, provides strong arguments for industrial and policy 
coordination among countries with different industrial landscapes.

35  Camera di commercio industria artigianato e agricultura di Torino, Dashboard: Componentistica 
automotive [accessed May 2025], https://www.to.camcom.it/dashboard-componentistica-
automotive#filieraitalia; Roland Berger and Associazione Nazionale Filiera Industria Automobilistica 
(ANFIA), The Road ahead for Italian Automotive Suppliers – 2030 and beyond, 16 November 2020, 
https://www.anfia.it/it/pubblicazioni/pubblicazioni-anfia/il-futuro-del-settore-automotive-sfide-e-
opportunita-per-i-fornitori-italiani-verso-il-2030.
36  Giuseppe Giulio Calabrese, Anna Moretti and Francesco Zirpoli, Osservatorio sulle trasformazioni 
dell’ecosistema automotive italiano 2024, Venezia, Edizioni Ca’ Foscari, 2025, http://doi.org/10.30687/978-
88-6969-905-4.
37  ANFIA, L’export della componentistica automotive italiana chiude il 2023 a +7%, per un valore di 25,3 
miliardi di euro e un saldo positivo della bilancia commerciale di 5,7 miliardi, 30 July 2024, https://www.
anfia.it/it/comunicazione/notizie-e-comunicati/comunicati-stampa/altri-comunicati/lexport-della-
componentistica-automotive-italiana-chiude-il-2023-a-7-per-un-valore-di-25-3-miliardi-di-euro-e-un-
saldo-positivo-della-bilancia-commerciale-di-5-7-miliardi.
38  “Italy Turns to Vietnam, Mexico for Auto Part Exports to Counter German Weakness”, in Reuters, 6 
September 2024, https://www.reuters.com/business/autos-transportation/italy-turns-vietnam-mexico-
auto-part-exports-counter-german-weakness-2024-09-06.

https://www.to.camcom.it/dashboard-componentistica-automotive#filieraitalia
https://www.to.camcom.it/dashboard-componentistica-automotive#filieraitalia
https://www.anfia.it/it/pubblicazioni/pubblicazioni-anfia/il-futuro-del-settore-automotive-sfide-e-opportunita-per-i-fornitori-italiani-verso-il-2030
https://www.anfia.it/it/pubblicazioni/pubblicazioni-anfia/il-futuro-del-settore-automotive-sfide-e-opportunita-per-i-fornitori-italiani-verso-il-2030
http://doi.org/10.30687/978-88-6969-905-4
http://doi.org/10.30687/978-88-6969-905-4
https://www.anfia.it/it/comunicazione/notizie-e-comunicati/comunicati-stampa/altri-comunicati/lexport-della-componentistica-automotive-italiana-chiude-il-2023-a-7-per-un-valore-di-25-3-miliardi-di-euro-e-un-saldo-positivo-della-bilancia-commerciale-di-5-7-miliardi
https://www.anfia.it/it/comunicazione/notizie-e-comunicati/comunicati-stampa/altri-comunicati/lexport-della-componentistica-automotive-italiana-chiude-il-2023-a-7-per-un-valore-di-25-3-miliardi-di-euro-e-un-saldo-positivo-della-bilancia-commerciale-di-5-7-miliardi
https://www.anfia.it/it/comunicazione/notizie-e-comunicati/comunicati-stampa/altri-comunicati/lexport-della-componentistica-automotive-italiana-chiude-il-2023-a-7-per-un-valore-di-25-3-miliardi-di-euro-e-un-saldo-positivo-della-bilancia-commerciale-di-5-7-miliardi
https://www.anfia.it/it/comunicazione/notizie-e-comunicati/comunicati-stampa/altri-comunicati/lexport-della-componentistica-automotive-italiana-chiude-il-2023-a-7-per-un-valore-di-25-3-miliardi-di-euro-e-un-saldo-positivo-della-bilancia-commerciale-di-5-7-miliardi
https://www.reuters.com/business/autos-transportation/italy-turns-vietnam-mexico-auto-part-exports-counter-german-weakness-2024-09-06
https://www.reuters.com/business/autos-transportation/italy-turns-vietnam-mexico-auto-part-exports-counter-german-weakness-2024-09-06
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3. Main challenges for decarbonisation 
and industrial transformation

Industrial transformation and road decarbonisation in Italy and Germany 
however face multiple challenges in the policy, trade, competition and social 
domains. A primary constraint for industrial transformation is the volatility of 
political commitment. Although both countries have embraced the European 
climate ambition, both current and recent governments have expressed 
growing concerns and scepticism over future climate trajectories. Jobs losses 
have sparked debate on measures aimed at sustaining the EU automotive 
industry. For example, in 2024 European car components suppliers recorded the 
loss of more than 30,000 jobs across the industry.39 Given the competitiveness 
and socioeconomic pressure, both Italian and German governments have 
expressed the need to consider alternative policy measures, for example 
favouring a more neutral approach regarding technology (including e-fuels) 
and emission measurements (from tank-to-wheel to well-to-wheel).40 
Priorities are changing not only domestically, but also at the level of the EU, 
which amended its CO2 emission performance standards, granting additional 
flexibilities to carmakers.

Such political volatility has translated into inconsistent supporting measures 
contributing to demand constraints, which ultimately affects companies’ 
investment strategies. Without proper support, indeed, consumer behaviours 
struggle to change. The demand side is for example a key part of the Chinese EV 
success. The average battery electric vehicle (BEV) price in Germany remained 
20 per cent higher than the ICE counterpart, according to the International 
Energy Agency (IEA). The reduction of subsidies for EVs – coupled with relative 
higher costs – has capped general EV uptake in Germany.41 Indeed, the phase-

39  Ian Johnston, Patricia Nilsson and Alice Hancock, “Job Losses at Europe’s Car Parts Suppliers Soar as 
Vehicle Market Slows”, in Financial Times, 2 January 2025, https://www.ft.com/content/1ab11a12-7f6e-
469c-87a4-ded95f7d5026.
40  Robert Hodgson and Vincenzo Genovese, “Italy, Germany Join Carmakers in Call to Rethink 
Internal Combustion Engine Ban”, in Euronews, 25 September 2024, https://www.euronews.com/my-
europe/2024/09/25/italy-germany-join-carmakers-in-call-to-rethink-internal-combustion-engine-ban.
41  “Germany to End E-vehicle Subsidy Programme”, in Reuters, 16 December 2023, https://www.
reuters.com/business/autos-transportation/germany-end-e-vehicle-subsidy-programme-2023-12-16.

https://www.ft.com/content/1ab11a12-7f6e-469c-87a4-ded95f7d5026
https://www.ft.com/content/1ab11a12-7f6e-469c-87a4-ded95f7d5026
https://www.euronews.com/my-europe/2024/09/25/italy-germany-join-carmakers-in-call-to-rethink-internal-combustion-engine-ban
https://www.euronews.com/my-europe/2024/09/25/italy-germany-join-carmakers-in-call-to-rethink-internal-combustion-engine-ban
https://www.reuters.com/business/autos-transportation/germany-end-e-vehicle-subsidy-programme-2023-12-16
https://www.reuters.com/business/autos-transportation/germany-end-e-vehicle-subsidy-programme-2023-12-16


IAI - Istituto Affari Internazionali

14

out of a 4,500 euro bonus in December 2023 caused a reduction of 4 per cent 
in EV market share in 2024.42 Nonetheless, the former government introduced 
new tax incentives for companies from July 2024 through 2028.43 This new 
incentive scheme underlines the continuous commitment to sustainable 
transport although the new coalition members have different preferences 
regarding consistent commitment (SPD) and more flexibilities (CDU).44 Indeed, 
the country has been a frontrunner in the EV market, compared also to other 
peers such as Italy. However, the target of 15 million EVs on the road by 2030 
could be challenged by such political uncertainty.

By contrast, Italy’s EV market is still lagging behind its counterparts mainly due 
to low attractiveness and limited political support (through subsidies) (figure 
4). In 2024, the subsidy scheme was depleted in less than ten hours due to high 
demand, resulting in a stagnated market. The country has set a target of 4.3 
million BEVs and 2.3 million plug in hybrid electric vehicles (PHEVs) by 2030 in 
its National Energy and Climate Plan (NECP).

Figure 4 | EV stock share in Germany and Italy, 2010–2023, per cent

Source: Authors’ elaboration on IEA data.

42  IEA, Global EV Outlook 2025, cit., p. 28.
43  German Federal Government, Sending out a Signal to Boost Climate-Friendly Mobility, 4 September 2024, 
https://www.bundesregierung.de/breg-de/service/archiv-bundesregierung/cabinet-growth-initiative-2307026.
44  Jannik Jansen, Johannes Lindner and Thu Nguyen, “The German Coalition Agreement: What’s in It 
for Europe?”, in Hertie School Policy Briefs, 17 April 2025, https://www.delorscentre.eu/en/publications/
detail/publication/the-german-coalition-agreement-whats-in-it-for-europe.

https://www.bundesregierung.de/breg-de/service/archiv-bundesregierung/cabinet-growth-initiative-2307026
https://www.delorscentre.eu/en/publications/detail/publication/the-german-coalition-agreement-whats-in-it-for-europe
https://www.delorscentre.eu/en/publications/detail/publication/the-german-coalition-agreement-whats-in-it-for-europe
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Political support and planning are prerequisites to overcome infrastructural 
constraints. According to the Impact Assessment for the 2040 climate targets, 
15 billion euros per year over the period 2031–2050 is needed for recharging 
and refuelling infrastructures,45 of which around 4 billion euros relates to fast-
charging points along the Trans-European Transport Network (TEN-T).46 In 
2024, the number of public charging points in Europe grew more than 35 per 
cent compared to the previous year, reaching over 1 million points. However, 
geographical differences among and within member states remain critical and 
reflect different rates of EV adoption. For example, Italy and Germany recorded 
different trends in charging infrastructure (figure 5).

Figure 5 | Publicly available fast and slow charging stations in Italy (above) 
and Germany (below)

Source: Authors’ elaboration on IEA data.

45  Based on an assumption of around 20 per cent ZLEVs in traffic by 2030.
46  Mario Draghi, The Future of European Competitiveness, cit., Part B, p. 142.
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Another key element is the decarbonisation of the power sector and electricity 
prices. To fully benefit from electrification, countries need to speed up the 
decarbonisation of their power sector. The two countries show a different pace 
of renewables deployment (figure 6). In 2024, 54 per cent of Germany’s net 
electricity generation came from renewables, with the other half from fossil 
fuels (with a relevant share of coal generation). Renewables cover almost 50 
per cent in Italy’s net electricity generation, where natural gas plays a critical 
role. Natural gas plays an important (and unique) role in the transport sector, 
since the share of liquefied petroleum gas (LPG) vehicles corresponds to 8–9 
per cent of Italy’s market. This share is mainly due to lower excise duties on 
LPG and tax exemptions in several regions. Furthermore, high dependence on 
fossil fuels also causes high electricity prices, which are an additional barrier for 
potential buyers as they impact the overall cost-effectiveness of EV ownership 
in both Italy and Germany.47

Figure 6 | Share of renewables in net electricity generation, 2024 (per cent)

Source: Eurostat, Electricity from Renewable Sources Reaches 47% in 2024, 19 March 2025, 
https://ec.europa.eu/eurostat/web/products-eurostat-news/w/ddn-20250319-1.

Another layer of complexity is represented by growing trade tensions. 
Geoeconomic competition and trade protectionism raise existential dilemmas 
for EU policymakers concerning the interplay of trade, climate and industrial 

47  Claudia Pizzoferrato et al., “Is the EU5 Electric Vehicle Market Stuck in Traffic?”, in JATO Reports, 2025, 
https://www.jato.com/resources/reports-and-whitepapers/eu5-electric-vehicle-market-stuck-in-traffic.

https://ec.europa.eu/eurostat/web/products-eurostat-news/w/ddn
https://www.jato.com/resources/reports-and-whitepapers/eu5-electric-vehicle-market-stuck-in-traffic
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policy. On the one hand, the EU will need to rely on EV imports – especially 
from China – to meet its decarbonisation targets on time. On the other, 
companies and governments are concerned about losing further market 
shares and industrial competitiveness. Indeed, companies now face the double 
challenge of decreasing sales in China and growing pressure from Chinese 
producers in global markets, starting with the European market itself. In 2025, 
BYD overpassed Tesla in terms of sales in Europe for the first time.48

Finally, a key challenge is the lack of a synchronised approach and push 
concerning the entire value chain – especially critical raw materials (CRMs) and 
batteries. Indeed, the push towards rapid EV penetration has not been followed 
by consistent and coherent policies to secure all the segments of the value 
chain, as outlined also in the Draghi report. China dominates the production, 
refining and processing of key CRMs relevant for EV batteries.49 It also accounts 
for more than 70 per cent of battery production and invests significantly in 
innovation – developing new technologies that require less CRMs.

4. Existing policies, measures and 
strategies to facilitate the shift to ZLEVs 

at the European and national levels
The European strategy to promote the transition to ZLEVs has been largely 
driven by climate policies. Limited industrial measures have prepared the 
automotive sector for the consequences that reaching decarbonisation targets 
would entail. Indeed, emissions reduction targets – rather than technological 
innovations or market conditions – have been the main propeller to the shift 
in the transport sector. The main targets have been introduced by the CO2 

emission performance standards for cars and vans contained in the Fit for 55 
package.50 The standards mandate zero CO2 emissions for all new light-duty 

48  Kana Inagaki and Gloria Li, “BYD Sells More Electric Vehicles in Europe than Tesla for First Time”, in 
Financial Times, 22 May 2025, https://www.ft.com/content/53ec9a08-1112-4969-8982-2d9f06ee8ea4.
49  IEA, Global Critical Minerals Outlook 2025, May 2025, https://www.iea.org/reports/global-critical-
minerals-outlook-2025.
50  European Parliament and Council of the EU, Regulation (EU) 2023/851 of 19 April 2023, cit.

https://www.ft.com/content/53ec9a08-1112-4969-8982-2d9f06ee8ea4
https://www.iea.org/reports/global-critical-minerals-outlook-2025
https://www.iea.org/reports/global-critical-minerals-outlook-2025


IAI - Istituto Affari Internazionali

18

vehicles (LDVs) by 2035, a de facto ban of ICE vehicles. For heavy-duty vehicles 
(HDVs), targets foresee a 65 per cent reduction by 2035 and 90 per cent by 2040, 
relative to 2019 levels. Fines for not reaching these targets amount to 95 euros 
per gram of CO2 per km above the set limits for each non-compliant vehicle 
sold in the EU. The regulation also includes emission pooling schemes, allowing 
carmakers to reach these targets as groups: companies with minor emissions 
get compensated by the others through private agreements. However, 
European producers have long criticised the system, as it often compels them 
to enter into schemes with direct subsidiaries of extra-European carmakers, 
such as Tesla Motors Netherlands B.V., indirectly strengthening them.51 The Fit 
for 55 package also introduced the Alternative Fuels Infrastructure Regulation 
to ensure that charging capacity across the EU keeps pace with EV adoption.52 
53ember states are required to install an additional 1.3 kW power capacity for 
each new registered BEV and 0.8 kW for each plug-in vehicle. The Connecting 
Europe Facility and the Alternative Fuels Infrastructure Facility allocate funding 
to reach these targets.54

The expansion of the Emissions Trading System (ETS) to road transport, known 
as ETS2 and expected by 2027, will also influence ZLEV adoption. Under ETS2 
fuel suppliers will have to buy allowances, each corresponding to the emission 
of 1 ton of CO2. As the number of allowances is capped – meaning there is a 
fixed amount – companies bid on them to secure those they need, with larger 
emitters needing to buy more. This carbon pricing mechanism may be shifted 
to consumers, making traditional fuels more expensive and eventually raising 
road transport costs by an estimated 22–27 per cent, potentially accelerating 
consumer demand for other forms of mobility.55 ETS2 allowance sales are 

51  CIRCABC website: Greenhouse Gas Emissions from Light-duty Vehicles and Pooling Systems, https://
circabc.europa.eu/ui/group/4cf23472-88e0-4a52-9dfb-544e8c4c7631.
52  Council of the EU website: Fit for 55: Towards More Sustainable Transport, last reviewed on 31 January 
2025, https://www.consilium.europa.eu/en/infographics/fit-for-55-afir-alternative-fuels-infrastructure-
regulation.
53  European Parliament and Council of the EU, Regulation (EU) 2023/1804 of 13 September 2023 on the 
Deployment of Alternative Fuels Infrastructure, and Repealing Directive 2014/94/EU, http://data.europa.eu/
eli/reg/2023/1804/oj.
54  BloombergNEF, Europe’s New Emissions Trading System Expected to Have World’s Highest Carbon Price 
in 2030 at €149, BloombergNEF Forecast Reveals, 6 March 2025, https://about.bnef.com/blog/europes-
new-emissions-trading-system-expected-to-have-worlds-highest-carbon-price-in-2030-at-e149-
bloombergnef-forecast-reveals.
55  European Commission DG Energy website: Social Climate Fund, https://climate.ec.europa.eu/
node/229_en.

https://circabc.europa.eu/ui/group/4cf23472-88e0-4a52-9dfb-544e8c4c7631
https://circabc.europa.eu/ui/group/4cf23472-88e0-4a52-9dfb-544e8c4c7631
https://www.consilium.europa.eu/en/infographics/fit-for-55-afir-alternative-fuels-infrastructure-regulation
https://www.consilium.europa.eu/en/infographics/fit-for-55-afir-alternative-fuels-infrastructure-regulation
http://data.europa.eu/eli/reg/2023/1804/oj
http://data.europa.eu/eli/reg/2023/1804/oj
https://about.bnef.com/blog/europes-new-emissions-trading-system-expected-to-have-worlds-highest-carbon-price-in-2030-at-e149-bloombergnef-forecast-reveals
https://about.bnef.com/blog/europes-new-emissions-trading-system-expected-to-have-worlds-highest-carbon-price-in-2030-at-e149-bloombergnef-forecast-reveals
https://about.bnef.com/blog/europes-new-emissions-trading-system-expected-to-have-worlds-highest-carbon-price-in-2030-at-e149-bloombergnef-forecast-reveals
https://climate.ec.europa.eu/node/229_en
https://climate.ec.europa.eu/node/229_en
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projected to generate up to 705 billion euros between 2027 and 2035. These 
revenues will form the Social Climate Fund, part of which will finance the 
transition to zero- and low-emission mobility.56

Up to the start of the second von der Leyen term, the Commission had adopted 
few industrial policy measures to accompany these ambitious climate policies. 
The Green Deal did already express a need to foster the European industrial 
sector, but it largely fell short of these ambitions due to fragmentation among 
member states, lack of financial resources and strict state aid rules. In 2023, 
the Commission hinted at increasing efforts towards industrial policy with 
the Green Deal Industrial Plan for the Net-Zero Age.57 The Plan focused on 
simplifying regulatory burden, identifying strategic projects that would be 
granted faster permitting. However, this failed to create those “European 
champions” envisaged in the first Green Deal Communication back in 2019 – 
companies given public support to foster their competitiveness in the domestic 
and international markets.58

Limited attempts focused on establishing a domestic battery manufacturing 
capability, which was considered preconditional for the shift towards ZLEVs. 
Initiatives taken in this direction are the 2017 European Battery Alliance 
(EBA) and the related 2018 Strategic Action Plan on Batteries.59 Both aimed 
at facilitating access to critical raw materials and at increasing manufacturing 
capacity. The Industrial Development Programme of the EBA is estimated to 
have led to 127 billion euros in private investment across the battery supply 
chain, but it largely fell short of its objective of reducing European carmakers’ 
dependency on external battery producers.60 Trade measures to shield 

56  European Commission, A Green Deal Industrial Plan for the Net-Zero Age (COM/2023/62), 1 February 
2023, https://eur-lex.europa.eu/legal-content/en/TXT/?uri=celex:52023DC0062.
57  Catarina Midões and Mathew Heim, “European Champion-Ships: Industrial Champions and 
Competition Policy”, in Bruegel Blog, 26 July 2019, https://www.bruegel.org/node/6218.
58  Annex II to European Commission, Europe on the Move. Sustainable Mobility for Europe: Safe, 
Connected and Clean (COM/2018/293), 17 May 2018, https://eur-lex.europa.eu/legal-content/en/
TXT/?uri=celex:52018DC0293.
59  IEA website: European Battery Alliance, last updated on 12 December 2023, https://www.iea.org/
policies/15093-european-battery-alliance.
60  Yelter Bollen, Ferdi De Ville and Jan Orbie, “EU Trade Policy: Persistent Liberalisation, 
Contentious Protectionism”, in Journal of European Integration, Vol. 38, No. 3 (2016), p. 279-294, DOI 
10.1080/07036337.2016.1140758; David Fickling, “China’s Green Subsidies Are a Mirage”, in Bloomberg 
Law News, 27 October 2023, https://news.bloomberglaw.com/international-trade/chinas-green-
subsidies-are-a-mirage-david-fickling.

https://eur-lex.europa.eu/legal-content/en/TXT/?uri=celex:52023DC0062
https://www.bruegel.org/node/6218
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=celex:52018DC0293
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=celex:52018DC0293
https://www.iea.org/policies/15093-european-battery-alliance
https://www.iea.org/policies/15093-european-battery-alliance
https://news.bloomberglaw.com/international-trade/chinas-green-subsidies-are-a-mirage-david-fickling
https://news.bloomberglaw.com/international-trade/chinas-green-subsidies-are-a-mirage-david-fickling
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European companies from external competition were similarly underutilised: 
the 2016 Anti-Subsidy Regulation saw limited application due to the fear that 
countervailing duties would lead to retaliation.61

With the start of the second von der Leyen term, carmakers have received 
dedicated attention with the Industrial Action Plan for the European 
Automotive Sector.62 The Plan highlights stimulating demand as an essential 
condition for creating a self-sustaining ZLEV market and it proposes the 
establishment of social leasing schemes for ZLEVs, co-financed through the 
revenues of ETS2 via the Social Climate Fund. These schemes will specifically be 
destined to lower-income households and will tap into a market traditionally 
left behind due to higher purchase costs.63 The Plan also emphasises the 
potential of decarbonising corporate fleets, another large pool of vehicles in 
Europe, making up almost 60 per cent of car registrations in the EU. To expand 
demand, the Plan proposed incentives aimed at small and medium-sized 
enterprises (SMEs). A Communication on corporate fleets published alongside 
the Plan encourages member states to implement national fiscal incentives 
to accelerate the adoption of ZLEV company cars.64 Regarding infrastructure, 
the Plan anticipates that the upcoming Sustainable Transport Investment Plan, 
expected by late 2025, will include targeted measures to address disparities in 
EV charging infrastructure across the EU. Additionally, 570 million euros will 
be allocated under the Alternative Fuels Infrastructure Facility, to be assigned 
considering non-price criteria such as distance between stations, to allow for a 
more even distributed roll-out.65

The Plan also includes a Battery Booster Package to strengthen Europe’s battery 
manufacturing capacity, by allocating 1.8 billion euros from the Innovation 
Fund and anticipating the introduction of “local content” requirements for 
batteries.66 However, despite this additional funding, European companies 

61  European Commission, Industrial Action Plan for the European Automotive Sector, cit.
62  Ibid.
63  European Commission, Decarbonise Corporate Fleets (COM/2025/96), 5 March 2025, https://eur-lex.
europa.eu/legal-content/en/TXT/?uri=celex:52025DC0096.
64  European Commission, Industrial Action Plan for the European Automotive Sector, cit.
65  Ibid.
66  European Commission, Commission Approves €902 Million German State Aid Measure to Support 
Northvolt in the Construction of an Electric Vehicle Battery Production Plant to Foster the Transition to a Net-
Zero Economy, 8 January 2024, https://ec.europa.eu/commission/presscorner/detail/en/ip_23_6823.

https://eur-lex.europa.eu/legal-content/en/TXT/?uri=celex:52025DC0096
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=celex:52025DC0096
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_6823
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may struggle to stay competitive in global markets. The bankruptcy of battery 
manufacturer Northvolt showed the dimension of European structural 
industrial problems. Northvolt, once considered a protentional European 
champion, received the status of Project of Common European Interest in 
2022 for its plans to build a gigafactory in Heide, Germany. It also benefited 
from a 902 million euros German state aid scheme in 2024.67 Northvolt’s failure 
hints that even with high levels of public and private support, companies are 
hindered in scaling up to energy prices, bureaucratic burden and the lack of 
demand currently embedded in the sector in Europe. The Northvolt failure also 
impacted the establishment of stable vertically integrated supply chains, as it 
led to the collapse of joint plans with Volkswagen to build a new battery plant 
in Germany to support its BEV production.68

Proposals to address current and future job losses in the sector are also 
underdeveloped. Reskilling and training for new workers rely on pre-existing 
instruments such as the Pact for Skills and the Automotive Skills Alliance, while 
compensatory funding mechanisms remain the European Social Fund Plus and 
the European Globalisation Adjustment Fund.69

As mentioned, the Commission also showed a new approach to trade and 
investment measures, specifically addressing subsidised competition and 
dumping practices with the establishment of countervailing duties on EV 
imports from China in addition to the standard 10 per cent car import duty. 
Currently, negotiations with the Chinese Ministry of Commerce to agree on 
a price undertaking are ongoing.70 Regarding investments, the Plan aims at 
attracting foreign funding to support its industrial transition, but at the same 
time at increasing screening by applying new criteria, such as protecting 
technology licensing, intellectual property sharing and building local supply 
chains.

67  Joanna Partridge, “EV Battery Startup Northvolt Files for Bankruptcy in Sweden”, in The Guardian, 12 
March 2025, https://www.theguardian.com/p/xxmnak.
68  European Social Fund Plus website: What Is the ESF+?, https://european-social-fund-plus.ec.europa.
eu/en/what-esf; European Commission DG for Employment website: European Globalisation Adjustment 
Fund for Displaced Workers (EGF), https://employment-social-affairs.ec.europa.eu/node/36_en.
69  European Commission DG Trade, Discussions on Undertakings for Electric Vehicles in Beijing, 8 
November 2024, https://policy.trade.ec.europa.eu/node/1693_en.
70  German Federal Government, Regierungsprogramm Elektromobilität, 1 May 2011,  https://www.
bmwk.de/Redaktion/DE/Downloads/P-R/regierungsprogramm-elektromobilitaet-mai-2011.pdf.

https://www.theguardian.com/p/xxmnak
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At their domestic level, member states have developed measures to incentivise 
ZLEV adoption. Both Germany and Italy, in particular, have implemented 
similar purchase subsidies and fiscal measures aimed at stimulating demand. 
In Germany, the main measure was the Umweltbonus, introduced in early 2016 
with the Government Programme for Electric Mobility.71 The subsidy amounted 
to between 4,500 and 6,000 euros per EV or hydrogen-powered vehicle 
and was initially funded jointly by the federal government and the national 
automotive industry, each paying half.72 However, since 2020 the government 
has increased its share while the private sector contribution remains the same, 
reaching 9,000 euros for the purchase of an EV and 6,750 euros for plug-ins.73

Total funding allocated for the programme reached an estimated 10 billion 
euros, for around 2.1 million ZLEVs.74 The programme was discontinued in 
2023 due to the constitutional budget crisis, which drastically reduced German 
climate spending.75 The announcement of the phase-out of the subsidies led 
to an initial short-term surge in purchases, which was then followed by a sharp 
decline, suggesting that ZLEV markets are still highly shaped by government 
incentives. Italy also launched purchase subsidies for ZLEV adoption. In 2022, 
the Ecobonus programme was introduced, offering incentives ranging from 
3,000 to 4,500 euros to purchase vehicles with emissions levels less than 135g/
km of CO2.76 Significantly, in June 2024, the last funds made available before 
the programme was discontinued – amounting to 240 million euros – were 
fully allocated within nine hours, which highlights the disproportional ratio 
of consumer demand and dedicated funding.77 A difference between the two 

71  German Federal Ministry for Economic Affairs and Energy website: Regulatory Environment and 
Incentives for Using Electric Vehicles and Developing a Charging Infrastructure, https://www.bmwk.de/
Redaktion/EN/Artikel/Industry/regulatory-environment-and-incentives-for-using-electric-vehicles.html.
72  VDA website: Incentives for Electromobility, https://www.vda.de/en/topics/electromobility/
staatliche-foerderprogramme.
73  European Alternative Fuels Observatory website: Germany - Incentives and Legislation, https://
alternative-fuels-observatory.ec.europa.eu/node/9/incentives-legislations; Sören Amelang, “Abrupt 
End to German Electric Car Subsidies Fuels Doubts about Green Mobility Target”, in Clean Energy Wire, 
18 December 2023, https://www.cleanenergywire.org/node/12872.
74  Shahin Vallée, “Germany Has Narrowly Swerved Budget Disaster – But Its Debt Taboo Still Threatens 
Europe”, in The Guardian, 13 December 2023, https://www.theguardian.com/p/pfzhb.
75  Italian Ministry of Enterprises and Made in Italy website: Ecobonus: Mobilità sostenibile, https://
www.mimit.gov.it/it/incentivi/ecobonus-automotive; Ecobonus website: Auto, https://ecobonus.mimit.
gov.it/auto.
76  IEA, Global EV Outlook 2025, cit.
77  Paul Fabianek and Reinhard Madlener, “Assessing Zero-Emission Vehicles from the Customer’s 
Perspective by Using a Multi-Criteria Framework”, in Sustainability, Vol. 16, No. 24 (December 2024), 
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countries’ purchase subsidies was whether they took into account consumers’ 
incomes. The Italian scheme considered income as a factor to determine how 
much support a consumer would qualify for, while the German one did not, 
assigning instead a fixed amount depending on vehicle characteristics. This 
seems to be consistent with different consumer bases. Price considerations are 
still relevant but less determinant in Germany, while in Italy, evidence suggests 
that ZLEVs are mainly appealing to upper and middle-class consumers.78

Germany also offers a ten-year exemption from vehicle ownership tax for ZLEVs 
registered before the end of 2025.79 Italy has included some tax incentives 
as well, with BEVs being fully exempt from the annual vehicle circulation tax 
for five years. After this period, payments amount to just 25 per cent of the 
standard rate. Tax incentives have also been the main tool in both countries to 
promote the decarbonisation of corporate fleets, an area where direct purchase 
subsidies have been less utilised. In Germany, these benefits include a ten-year 
exemption from vehicle ownership tax for BEVs registered by 31 December 
2025, valid until the end of 2030. Companies’ taxation rate for employee benefit 
vehicles is also reduced: ZLEVs are taxed at just 0.5 to 1 per cent of the gross list 
price per month.80 Italy has also introduced certain tax benefits: since 2025, the 
taxable value of an EV given to employees for private use amounts to only 10 
per cent of its standard value.81

Regarding charging infrastructure, Germany and Italy have pursued different 
approaches. Germany has adopted multiple specific frameworks. The main one 
is the Charging Infrastructure Masterplan, launched in 2019.82 The Masterplan 
includes legal obligations for grid operators to expand capacity, integrate 
power grids with charging stations more easily and allocate funding to support 

Article 11149, https://doi.org/10.3390/su162411149; Monica Bonacina et al., “The Slow Lane: A Study 
on the Diffusion of Full-Electric Cars in Italy”, in FEEM Working Papers, No. 19.2024 (July 2024), https://
www.feem.it/publications/the-slow-lane-a-study-on-the-diffusion-of-full-electric-cars-in-italy.
78  European Alternative Fuels Observatory website: Germany - Incentives and Legislation, https://
alternative-fuels-observatory.ec.europa.eu/node/9/incentives-legislations.
79  Ibid.
80  Dataforce, Transport & Environment. Company Car Report, 30 June 2020, https://www.
transportenvironment.org/uploads/files/2020_10_Dataforce_company_car_report.pdf.
81  German Federal Government, Charging Infrastructure Masterplan II, October 2022, p. 5, https://
www.bmv.de/SharedDocs/EN/publications/charging-infrastructure-masterplan-ii.pdf.
82  National Centre for Charging Infrastructure website: The Deutschlandnetz, https://nationale-
leitstelle.de/en/deutschlandnetz.
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deployment at the local level. A second strategy is the 2021 Deutschlandnetz 
initiative, which aims at ensuring that national coverage is evenly distributed, 
to avoid “blank uncovered areas” especially in non-urban areas.83 Additionally, 
Germany also mandates that fossil fuel station owners install chargers at a 
minimum of 75 per cent of their locations.84 Italy, by contrast, has not developed 
a dedicated national strategy for charging stations, instead relying on ad hoc 
measures, mainly adopted through ministerial decrees, often leading to a less 
holistic planification for the sector.85 Lack of national planning may deepen the 
geographical imbalance in infrastructure placement. Indeed, while currently 
the country meets the targets set by the Alternative Fuels Infrastructure 
Regulation, infrastructure expansion is increasingly concentrated in just five 
regions – Lombardy, Piedmont, Lazio, Veneto and Emilia-Romagna – which 
together comprise around 60 per cent of the national charging network.86

83  German Federal Ministry of Transport, The Deutschlandnetz: Basic Principles of the Call for Tenders 
for 1,000 Locations with High-Power Charging Points Based on the Fast Charging Act, 2 June 2021, https://
www.bmv.de/SharedDocs/DE/Anlage/G/deutschlandnetz-konzept-ausschreibung-englisch.pdf.
84  See Ministerial Decree No. 10 of 12 January 2023: Criteria and Procedures for Granting Benefits the 
Construction in Urban Centres of at Least 13,755 Super-Fast Charging Infrastructure for Electric Vehicles 
(in Italian), https://www.mase.gov.it/portale/documents/d/guest/m_amte-udcm-decreti-ministro-
r-0000010-12-01-2023-pdf; Ministerial Decree No. 11 of 12 January 2023: Criteria and Modalities for 
Granting Benefits the Construction on Highways of at Least 7,500 Super-Fast Charging Infrastructure for 
Electric Vehicles (in Italian), https://www.mase.gov.it/portale/documents/d/guest/m_amte-udcm-
decreti-ministro-r-0000011-12-01-2023-pdf; Ministerial Decree No. 109 of 18 March 2024: Criteria 
and Modalities for Granting Benefits the Construction on Suburban Highways of at Least 7,500 Super-Fast 
Charging Stations for Electric Vehicles (in Italian), https://www.mase.gov.it/portale/documents/d/guest/
dm-109-del-18-03-2024-idr-strade-extraurbane-pdf; Ministerial Decree No. 110 of 18 March 2024: 
Criteria and Procedures for Granting Benefits for the Construction in Urban Centres of at Least 13,755 Super-
Fast Charging Stations for Electric Vehicles (in Italian), https://www.mase.gov.it/portale/documents/d/
guest/dm-110-del-18-03-2024-idr-centri-urbani-pdf.
85  Lorenzo Marinone, “Colonnine per ricarica EV in Italia, servono interventi mirati e pianificazione 
strategica”, in Rinnovabili, 19 November 2024, https://www.rinnovabili.it/?p=319406; T&E Italia, Rete di 
ricarica per la mobilità elettrica, l’analisi di T&E: Italia in linea con obiettivi Ue ma il 60% dei punti concentrati 
in 5 regioni, 12 April 2024, https://www.transportenvironment.org/te-italia/articles/rete-di-ricarica-per-la-
mobilita-elettrica-lanalisi-di-te-italia-in-linea-con-obiettivi-ue-ma-il-60-dei-punti-concentrati-in-5-regioni.
86  Els van de Velde et al., Monitoring the Twin Transition of Industrial Ecosystems. Energy Intensive 
Industries Analytical Report, 2024 edition, Publications Office of the EU, 2025, https://data.europa.eu/
doi/10.2826/0575102.
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5. Policy recommendations for European, 
bilateral and national actions

Policies supporting the shift to ZLEVs should strike a balance between climate 
and industrial measures, between stimulating demand and supporting 
production and finally between responding to immediate challenges and to 
long-term objectives. To find an adequate equilibrium between these goals, 
action at the European level should focus on developing, operationalising and 
synchronising the two larger regulatory frameworks of climate and industrial 
policies, as well as mobilising the largest share of capital needed.

At the bilateral level, Germany and Italy should focus on fostering their shared 
supply chain and coordinating state-aid schemes in concert, rather than in 
competition. At the national levels, stronger fiscal incentives to stimulate 
ZLEV demand and sector-specific labour policies – especially related to skill 
development – will need to be adopted.

A swift implementation of the Automotive Action Plan in close synergy with the 
Clean Industrial Deal is required, as it will help address structural industry-wide 
challenges and create targeted tools to respond to sector-specific demands. 
The two strategies have already been developed in a concerted way, but to 
successfully operationalise proposed measures for the automotive sector, it is 
preconditional to take actions at the industry-wide level. For example, while 
not directly included in the list of energy intensive industries (EIIs), carmakers 
are highly dependent on several upstream sectors – such as basic metals, non-
metallic mineral products and rubber producers.87 Driving down energy and 
raw material prices in these areas would positively spill over downstream. In 
parallel, some of the benefits designed for EIIs should be expanded to the 
automotive sector, primarily the possibility afforded by the Energy Taxation 
Directive to decrease electricity taxation down to zero for EIIs. Generally, 
more should be done to address energy prices: the strengthening of long-
term power purchase agreements and contracts for difference may serve as a 

87  Northvolt, Northvolt Receives $14 Billion Battery Cell Order for Swedish Gigafactory from Volkswagen, 
15 March 2021, https://northvolt.com/articles/northvoltett-supply.
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starting point, but a rethinking of the EU’s electricity market design could be 
positive.

The role of the European Investment Bank (EIB) should be expanded to offer 
additional risk-bearing capacity for investing in charging station development. 
The EIB can greatly accelerate the rollout of infrastructure necessary for the 
shift to ZLEVs by attracting risk-averse private investors and offering a counter 
guarantee for companies interested in building private charging stations. 
However, it should also award these benefits following non-price criteria, 
specifically on location and distance between existing stations, ensuring 
a more even distribution of infrastructure between different regions and 
between urban and rural areas.

A realistic timeline should be given for the establishment of the Critical Raw 
Materials Centre (CRMC) – the joint purchase entity proposed by the Clean 
Industrial Deal. Regarding the automotive sector, the CRMC will be essential 
for battery manufacturers looking to secure supply of lithium, cobalt, nickel, 
manganese and graphite. While details are still lacking, it could be efficient to 
model the approach on the AggregateEU platform – the programme which 
allows companies to coordinate their gas demand and strengthen purchasing 
power. Specifically, the CRMC – like AggregateEU – could gather buyers and 
allow them to enter into purchasing contracts either individually or jointly. 
However, before a stronger battery manufacturing landscape capable of 
covering European demand is established, similar joint purchasing schemes 
should be developed for carmakers as well, specifically when acquiring EV 
components from non-European firms.

More battery gigafactory plans should receive benefits comparable to those 
awarded to Projects of Common Interest, if they have the potential to be 
integrated into supply chains spanning multiple member states. Specifically, 
support should focus on accelerating permitting for companies that will foster 
the creation of “battery valleys” around industrial clusters (either for vehicles 
or for vehicle components), such as in regions like Piedmont, Italy or Bavaria, 
Germany.

At the bilateral level further action by Germany and Italy is also required. The 
complementarity between the German and Italian industrial sectors should 
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be protected during the shift to ZLEVs. Deepening bilateral cooperation will 
be essential to reinforce their shared automotive ecosystem, protecting and 
enhancing the existing supply chains based on Italian components exported 
to German manufacturers. Coordination groups at the political, technical and 
private levels should be established and hold regular meetings to coordinate 
sector strategies. Italian-German supply chains should also be strengthened by 
encouraging joint schemes between battery and BEV producers – either based 
on cooperation agreements or on automotive companies directly owning 
stakes in battery manufacturing firms. For instance, the Northvolt Zwei – the 
joint venture launched by Volkswagen and Northvolt before the company’s 
bankruptcy – could be considered a model for vertical integration.88

Joint ventures, such as the battery manufacturer Automotive Cells Company 
(ACC), backed by Stellantis and Mercedes-Benz, which have pledged the 
construction of Gigafactories in Germany and Italy, should be scrutinised to 
receive increasing joint public support to avoid the slowdown or complete 
halt of plans.89 Specifically, the upcoming state aid framework may facilitate 
possibilities for two member states to coordinate and create joint state aid 
schemes for companies operating in different countries. Increased coordination 
would be essential to avoid a subsidy race between Germany and Italy 
interested in creating their own “national champion” and instead concentrate 
resources in companies integrated with both countries’ industrial ecosystems. 

National support should also focus on stimulating demand. If purchasing 
subsidies are too expensive, social leasing schemes should be developed 
to make ZLEV adoption more accessible to low- and middle-income buyers. 
National schemes should be designed to allow more consumers to lease 
vehicles through more manageable monthly payments, while ownership 
remains with the original manufacturer or distributor.90 Dynamic criteria 

88  Giulio Piovaccari, “Stellantis-Backed Battery Maker ACC Pauses Plans for German, Italian Plants”, 
in Reuters, 4 June 2024, https://www.reuters.com/business/autos-transportation/ev-battery-maker-acc-
halts-german-factory-delays-italy-plant-2024-06-04.
89  Andreas Eisl, “A European State Aid Framework for the Clean Industrial Deal”, in Jacques Delors 
Institute Policy Papers, No. 310 (February 2025), https://institutdelors.eu/en/publications/a-european-
state-aid-framework-for-the-clean-industrial-deal.
90  T&E, “Social Leasing: A Key Measure for National Social Climate Plans”, in T&E Briefings, October 
2024, https://www.transportenvironment.org/articles/social-leasing-a-key-measure-for-national-
social-climate-plans.
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should be designed: low-income consumers should be offered decreased or 
more flexible monthly payments. Additionally, monthly payment should also 
be inversely proportional to the total level of emissions of the adopted vehicles.

It could also be beneficial to increase private-public partnerships in R&D, 
by complementing the scope of programmes like Horizon Europe and 
developing national research objectives tailored to the Italian and German 
supply chain. Public support should allow SMEs and start-ups to develop 
innovations, specifically focusing on batteries, alternative fuel technologies, 
recycling techniques, range and charging velocity capacity. Increasing 
funding for research programmes will also be essential as the sector pushes 
into digitalisation, software and autonomous driving. Difficulties of new 
technologies’ scalability and commercialisation should be addressed. R&D 
programmes should facilitate larger companies’ adoption of pilot projects 
developed by dedicated research centres.

This R&D push should be coupled with measures tailored for the sector’s 
workforce, supporting engineering education and skills development suitable 
to the shift to ZLEVs and automotive software. Workforce retraining and 
reskilling – while facilitated by European programmes and financed by tools like 
the Social Climate Fund – should primarily be addressed at the national level. 
Training centres should be established in collaboration with local authorities 
and should offer opportunities for both workers entering the job market and 
those already employed. However, compensation tools should be introduced 
for older segments of the workforce where retraining is either not possible or 
not economically feasible. Compensation – especially when allocated under 
some form of unemployment benefit – should still be designed to push 
workers to prefer work over unemployment benefits or inactivity. Similarly, 
measures should be devised to facilitate the withdrawal of older workers 
before their retirement age. Admittedly, budgetary constraints and current job 
market conditions make these proposals difficult to apply, but they should be 
weighted in comparison to current labour shedding of the automotive sector, 
which could only worsen if labour reforms are not devised.
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List of acronyms
ACC Automotive Cells Company

BEV Battery electric vehicle

CDU Christlich Demokratische Union Deutschlands (Christian Democratic 
Union of Germany)

CRM Critical raw material

CRMC Critical Raw Materials Centre

EBA European Battery Alliance

EEA European Environmental Agency

EIB European Investment Bank

EII Energy intensive industry

ETS Emissions Trading System

EU European Union

EV Electric vehicle

GDP Gross domestic product

HDV Heavy-duty vehicle

ICE Internal combustion engine

IEA International Energy Agency

kW Kilowatt

LDV Light-duty vehicle

LPG Liquefied petroleum gas

NECP National Energy and Climate Plan

OICA Organization of Motor Vehicle Manufacturers

PHEV Plug in hybrid electric vehicle

R&D Research and development

SME Small and medium-sized enterprise

SPD Sozialdemokratische Partei Deutschlands (Social Democratic Party of 
Germany)

TEN-T Trans-European Transport Network

UK United Kingdom

US United States

VDA Verband der Automobilindustrie (German Association of the 
Automotive Industry)

ZLEV Zero- and low-emissions vehicle
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international economics and global governance, energy, climate and Italian 
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The automotive industry in the European Union is at a crossroads. The industry 
faces the burden of decarbonisation targets, rising global competition 
and declining industrial competitiveness. Italy and Germany are strategic 
and potentially complementary players in the sector. Increasing bilateral 
cooperation and their shared efforts for the sector transformation would 
generate positive benefits for their industries and Europe’s competitiveness. 
This study assesses the evolution of the sector in the two countries, outlining 
both their peculiarities and their shared priorities and challenges. It outlines the 
broader European framework for the sector and the national policies designed 
to foster the transition of the automotive sector towards zero- and low-emission 
vehicles.
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