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Is EU-US Cooperation on Overcapacity Possible?

• Both the EU and US see the need to respond to Chinese “non-market 
overcapacity” but differences in approach are causing negative bilateral spillovers.

• These differences in approach to the problem are crippling cooperation.

• There are significant gains to coordinated defenses and significant risks to 
unilateral action.  Can pathways for cooperation be preserved?

• In the current environment, the EU can do more than hedge.  It can build a 
foundation for wider cooperation that does not lock out the US in the future.
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New urgency: surging Chinese surpluses

• China's trade surplus soared to a record-breaking $992 billion in 2024, 
representing a 21 percent increase from the previous year.    

• Through November, the United States purchased $3 worth of goods from China for 
every $1 of goods sold to China.  

• The European Union purchased $2 worth of goods and services from China for 
each $1 of goods sold. 

• China’s monthly export price index has remained below 100 since June 2023, 
reflecting average export prices that are lower each month than in the year before.

• These trends create intense competitive pressures on producers in other countries.

• Demands on US and EU policymakers to counteract them rise in tandem.
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EV export surge: solar all over again?
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Is the problem “non-market overcapacity”?

• In the aggregate, China’s export to GDP ratio has risen since 2017.  Production 
growth is outpacing consumption growth, in a reversal of long-term trend.
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Figure 1. China's manufacturing exports as a share of domestic production, 2007 - 2022

Source: Asian Development Bank, China's National Input-Output Table 



Is the problem “non-market overcapacity”?

• In the aggregate, China’s export to GDP ratio has risen since 2017.  Production 
growth is outpacing consumption growth, in a reversal of long-term trend.

• Division over meaning of overcapacity: Export growth (even faster than domestic 
consumption growth) is not necessarily evidence of overcapacity.  China argues 
that dynamic comparative advantage, foreign demand surge can be explanation.
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Differences in how to combat overcapacity

• Broad agreement that WTO rules are not fit for purpose.

• Narrow definition of public intervention in subsidy rules

• Complex and slow investigation needed to show subsidy and margins.

• EU and US see need to adhere to rules differently – and quite so.
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Locus of conflict: trade policy

• Under Trump administration, US unleashed a stream of new tariffs on China but 
also on allies and partners.  Major source of friction.

• China tariffs maintained under the Biden administration and tariffs on the EU were 
only given a temporary fix.  New trade barriers on Chinese EV exports.

• New demands on Europe to assist with costly export controls.

• Europe intent on upholding rules-based trading system, unhappy with US block of 
appellate judges at WTO.

• EU undertakes WTO-consistent subsidy investigation of Chinese EV subsidies, 
levies new tariffs.

• Some EU states welcome Chinese EV investments.
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Locus of conflict: industrial policy

• Chips Act: pull investment to US for development of chip ecosystem and 
fabrication in America.

• IRA: new energy subsidies to spur investment; domestic content rules that 
discriminate against European EV exports

• European loosening of state aid rules but fear that large states will dominate any 
subsidy race.

• Rising anxiety within the EU about fragmentation of single market
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Cost of Uncoordinated Action

• US-EU security linkages are essential, but will different degrees of integration with 
China stress those links?

• Three-pronged trade war among rival blocs? Can EU unity on external tariffs and 
industrial policy be sustained when pulled in two directions?

• Failure to harness transatlantic economies of scale to challenge Chinese 
dominance in emerging sectors.
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Which way forward?

• Revamping transatlantic coordination on China

• EU hedging through a build up of internal capabilities and working with other “like-
minded” partners
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