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Trade Reform Looms Across Nations

lithography, a critical compo-
nent for advanced Al chips.
This could limit the EU’s most
important leverage in trade
with China.

Beijing also secured a techni-
cal dialogue on the EU Foreign
Subsidies Regulation (Regulation
(Eu) 2022/2560), which can be
deployed to block or penalise
foreign companies that receive
trade-distorting state subsidies.
This is one of the key tools the
EU has to protect the single mar-
ket from Chinese subsidies. Fi-
nally, China has also managed to
reopen the EU’s block on the use
of solar inverters in EU-funded
projects, put in place due to cy-
bersecurity risks from certain
‘high-risk’ suppliers (mainly Chinese
companies).

In sum, it is difficult to say
whether the EU received more
than it gave. It got trade relief in
one sector and goodwill on rare
earth exports. But China still has
the opportunity to up the pres-
sure on technology controls,
subsidy screening and cyberse-
curity measures. Regardless of
any ‘final score, Europe’s gains
are too small to address the stat-
ed aim of rebalancing the trade
relationship.

Beyond the tactical wins, what
really matters to Beijing is that
it may have managed to influ-
ence the October 15-16 Euro-
pean Council meeting. China’s
main interest is preventing the
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From the European Union’s
point of view, a ‘common under-
standing’ reached with China on
October 9 on the EU-China trade
and investment relationship, is
primarily about the car industry.
In particular, although details
are still to be made public, there
seems to be agreement that Chi-
nese exports to the EU of hybrid
electric cars will be halved for
four years.

The agreement will likely be im-
plemented via an EU safeguard
investigation, on the basis of
which China will be allocated a
quota in line with the common
understanding. Trade in electric
vehicles will continue to be reg-
ulated through the application
of either countervailing duties
or price undertakings. This ap-
proach is consistent with World
Trade Organization (wto) rules
and makes sense as part of a
coherent trade and industrial
policy for the EU car sector. Also
relevant for the car sector are
trade-facilitating steps on ex-
port controls and a dialogue on
investment.

More broadly, the European
Commission, which is respon-
sible for the trade talks, has
stated that the discussion on
hybrids was introduced as a
“proof of concept”. Similar ap-
proaches are likely to be fol-
lowed in other sectors affected
by surging Chinese imports. In
such cases, safeguards can jus-
tify the introduction of quotas
allocated on the basis of import

European Council from imple-
menting its trade tools, and the
agreement in Beijing, made just
before the summit, is designed
to do exactly that. If European
leaders consider this deal to be
a good start and thus postpone
additional measures, this will be

EU

China’s most important gain.

Yet a joint letter sent on October
5 by German Chancellor Fried-
rich Merz and French President
Emmanuel Macron to European
Commission President Ursula
von der Leyen states that the
existing trade-defence toolbox is

European Commissioner for Trade and Economic Security Maros Sefcovi¢ (r) and Chinese Minister of Commerce Wang Wentao shake
hands before a bilateral meeting at the Forbidden City in Beijing, China, on October 8, 2026.

no longer fit for purpose. They
propose an instrument akin to
Section 301 in the United States,
capable of restricting or cutting
off access to the European sin-
gle market if a partner causes
severe and systematic trade
distortions. They also want a

shares over a recent represen-
tative period. Even if measures
are applied to all imports, the
impact on the trade of estab-
lished suppliers is thus normal-
ly limited.

Seeking early agreement with
China on quota allocation can
help diffuse tensions. Any
safeguard measure should be
temporary and progressively
relaxed as a way to maintain
incentives for EU industry to
adjust to the new competitive
environment. If the agreement
on hybrids is indeed replicated
in other sectors, it would rep-
resent a major breakthrough in
managing import competition
from China while avoiding es-
calation and respecting inter-
national commitments. From
China’s point of view, it would
also introduce an element of

stability and predictability in
relations with the EU.

EU leaders will discuss the
agreement with China at an
October 15-16 summit. The re-
liance on WTO-consistent tools
embodied in the agreement
is in line with Franco-German
recommendations circulated in
a so-called ‘non-paper’ on Oc-
tober 5. This calls for the EU to
“fully leverage the existing trade
defence toolbox by deploying
trade defence instruments (TDI)
more swiftly and more efficient-
ly” — in other words, to use
WTO-consistent instruments as
the first line of action.

In case a third country seeks
to counter application of the
trade-defence toolbox through
political or economic means,
causing “severe and systematic
distortions,” France and Ger-
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many suggest a new EU trade
instrument that could result in
rapid closure to that country of
parts of the single market. This
proposal intends to cover a par-
ticularly pernicious form of co-
ercion in which measures such
as export restrictions on critical
supplies are threatened, poten-
tially with a particularly nega-
tive impact on the EU economy.

Guarding against this could be
more effectively achieved by re-
forming decision-making under
the EU Anti-Coercion Instru-
ment (Regulation (EU) 2023/2675),
which sets out a process for the
EU to follow in case of trade or
investment threats. The instru-
ment should be amended so its
application is triggered unless
there is a qualified majority of
EU countries against. This could
be combined with the introduc-

diversification tool to reduce
dependence on single suppli-
ers of critical inputs, and trade
investigations by sector rather
than by product.

This is a U-turn for Germany,
which opposed duties on Chi-
nese electric vehicles in the Eu-
ropean Council in October 2024,
thus avoiding retaliation against
its carmakers. But German in-
dustry is now on the receiving
end of the same overcapacity it
once thought it could manage
through exports to China.
Beijing did not wait for Macron
and Merz’s letter to be officially
sent. One week before the letter
was published, China’s Ministry
of Commerce called the pro-
posed instrument ‘protection-
ist and unilateral’ and warned
it would respond firmly to any
discriminatory restrictions.

The reality is that Europe does
not need another dialogue that
produces shared understand-
ings and a negligible change in
the trade trajectory. It needs
instruments that give it real
leverage. The outcome from
Seféovi®’s trip to Beijing is sim-
ply not enough — especially on
balance with what China gained
— to justify the European Coun-
cil not taking stronger measures
to mitigate the EU’s trade imbal-
ance with China.

The article was first published by
Bruegel.

tion of a fast-track procedure in
case of coercive threats with a
major impact on the EU econo-
my.

Another important part of the
October 9 common understand-
ing relates to export controls,
in particular the commitment
by China to facilitate export
licences for the supply to the
EU of rare earths and perma-
nent magnets. While both sides
make commitments on export
controls, the EU’s do not go be-
yond transparency or readiness
to enter into dialogues. The
good-faith implementation of
the commitment on export con-
trols will have to be monitored
closely. It should in no way de-
tract from the urgent need to
reduce the EU’s dependencies,
in cooperation with trusted
partners.

It is worth noting that the EU
and China have emphasised
that their differences should be
managed within the framework
of WTO rules. The common un-
derstanding provides for en-
hanced bilateral cooperation
on WTO reform. This should
prioritise the level playing field.
It is critical to test the extent to
which China is ready to engage
in good-faith negotiations on
issues such as industrial sub-
sidies or the role of state-con-
trolled enterprises. These lay at
the root of the competitive dis-
tortions in sectors in which EU
imports from China have surged.
While safeguards can facilitate
EU adjustment in the next three
to four years, a more structural
solution will require both mac-
roeconomic adjustments and
improved disciplines on indus-
trial subsidies.

The article was first published by
Bruegel.

Beijing'sown
readout ofthe
meeting spellsout
the lackof Chinese
concessionsmore
clearlythanthe
jointstatement
published bythe
EU.Inparticular, the
Chinese readout
makes it clearthat
the softening of
export controls must
bereciprocal. Even
the EU-issued joint
statement mentions
potentially
softening European
exportcontrolson
dual-usesectors.
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