China-Britain
ﬁ. Business Council
) XbPHEBS

China, the EU, and the UK: Implications of the Emerging China-EU Trade
Dispute for UK Business

Executive Summary

In recent months, the EU has substantially increased the volume and speed of action intended to
protect its economy from Chinese exports. This trend has made the bloc a new frontline of global
economic competition with China, with considerable impact on how British businesses interact with
both markets.

China’s trade surplus with the EU has doubled since 2020 and is increasingly leaning on the
high-end industry key to European economies.

The EU is therefore pursuing a range of radical new industrial policies and trade actions to
mitigate the impact of Chinese exports. These range from the Industrial Accelerator Act, which
mandates local content rules and other measures, to a vast expansion of trade investigations
and protective actions.

But member state divergence and internal bureaucratic lag threaten to undermine the EU’s
ability to introduce a coherent and impactful response. Continued delays could further
reinforce political trends that make a unified response increasingly difficult.

The EU’s actions will have a substantive impact on Britain’s trading relationship with the bloc
and China.

Assuming the UK is granted equivalency status in important pieces of legislation such as the
IAA, then some aspects of this will be positive for the UK’s reindustrialisation agenda. The UK
could become a more attractive investment destination for non-EU partners, bringing industrial
know-how and training to local economies.

However, the UK will have to balance attracting this investment with improved relations with the
EU. A wave of export-targeting investment in sectors key to European economies could lead
Brussels to look unfavourably upon greater openness to UK exports.

As aresult, the UK may lose autonomy in its trade policy as itis forced to mirror the EU’s policies
to avoid having access to its biggest export market restricted.

Individual firms reliant on Chinese supply chains for products sold into the EU market may also
be forced to reorient their supply chains and face increased compliance costs, depending on
how strict the final version of the IAA or similar pieces of legislation become.
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Background

The EUis preparingitself for a “paradigm shift” in its industrial and trade policy. In December 2025,
the European Commission issued a Joint Communication which stated: the EU will move “from a
reactive posture towards a more proactive and systematic deployment of tools... the EU’s measures
will remain targeted, proportionate and focused on addressing high-risk situations. At the same time,
the EU, its member states and businesses will increasingly need to accept the economic costs that
come with increased security and resilience.” It further stated policies will focus on six areas: reducing
strategic dependence, attracting safe investment, supporting a vibrant European defence industry,
securing leadership in critical technologies, protecting sensitive information and data, and shielding
critical infrastructure.’

While increased anxiety regarding the reliability of the US is a factor underpinning this shift, the
primary motivator is increasingly troubling economic relations with China. These tensions have
long roots: The EU and China have engaged in occasional disputes over trade since the mid-2010s,
when Chinese solar panel exports began to overwhelm European industry. These issues intensified in
recent years amidst growing concern that Beijing’s supply chain dominance could be weaponised
against its trading partners, as well as objection to China’s reluctance to condemn Russia’s invasion
of Ukraine, leading to President of the European Commission Ursula von der Leyen’s call for the EU to
de-risk its trade relations with China in March 2023.

Yet despite the long roots of these issues, the EU has so far failed to take significant action, and has
instead become more dependent on China: China’s trade surplus with the EU has doubled since 2020.
While anincrease inimports accounts for the majority of this trend, EU exports to China have also been
trending downwards since 2023.

EU-China Balance of Trade, 2017-2025
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The reason for this transition is twofold.

T European Commission, Joint Communication to the European Parliament and the Council, 3 December 2025
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e First, China’s increasing prowess in advanced manufacturing and industry means it now
produces high-end goods of equivalent quality to those of Europe’s industrial giants.

e Second, its lack of domestic inflation and cutthroat industrial competition means that the price
of these goods is substantially lower than those produced elsewhere.

The People’s Bank of China has further supported exports through consistent intervention to prevent
the RMB from appreciating.?

The term ‘China Shock 2.0’ has emerged to describe the threat that Chinese exports now present
to Europe’s high-end manufacturing industries. Its impact has been particularly acute in Germany:
In a May 2026 report for the Centre for European Reform, Brad Setser and Sander Tordoir argued
German exports to China as a share of GDP have decreased by more than 40% since 2021, with an
implied loss of 400,000 jobs.® While Germany’s reliance on automobile manufacturing makes it more
vulnerable than others, the French Prime Minister’s Planning Office has also sounded the alarm that
Chinese competition could threaten around 55% of Europe-wide manufacturing.*

As a result, the EU and its member states have grown increasingly vocal about the need to
respond to Chinese exports. After a late June meeting with Chinese Minister of Commerce Wang
Wentao, European Commissioner for Trade and Economic Security Maro§ Seféovi¢ stated “China’s
exports to the EU keep rising, while our market share in China keeps shrinking. This trend is not
sustainable, and the status quois not an option.”® Other leaders of individual member states, including
French President Emmanuel Macron and German Chancellor Friedrich Merz, have also directly
criticised China’s trade imbalance.® Even Spain’s Pedro Sanchez, whose administration has been
broadly receptive to increased trade relations with China, stated China’s trade surplus with the EU is
“unsustainable for our societies in the medium and long term.”’” While dialogue with China will
undoubtedly continue at both the multilateral and bilateral level, division over trade is dominating an
increasing amount of the conversation.

Member states have also begun collaborating on calls for collective action. In May, Italy, France,
the Netherlands and Lithuania co-signed a ‘non-paper’, which facilitates debate within the union on
specific issues, stating that “the multilateral trading system based on a set of common rules... is today
undermined by various actors and the rise of unfair trade practices.” It stated that an “appropriate
response” must be introduced to “restore a level playing field so that trade can flourish and
competition can play its full role within a more secure legal framework.”®

2 Brad Setser, The World Should Not Ignore China’s Undervalued Currency, Council on Foreign Relations, 2 August 2026

3 Brad Setser & Sander Tordoir, China Shock 2.0: the Cost of Germany’s Complacency, Centre of European Reform, 20 May
2026

4Thomas Frjebine et al, The Chinese Streamroller: Quantifying the Systemic Threat to Europe’s Industrial Base, HCSP,
February 2026

5 European Commission, Press remarks by Commissioner Seféovié on the EU-China Trade and Investment Consultations,
June 29 2026

8 Germany, France to Draw Up Roadmap on China Trade Imbalances, Bloomberg, 17 July 2026

7 Spain's Sanchez calls China trade imbalance with EU 'unsustainable’, France24, 13 April 2026

8 Propositions for the Trade Defence of the European Union, EU Non-Paper, May 2026
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The EU’s Policy Response

Against this backdrop, the EU has accelerated the introduction of policies intended to establish a
stronger foundation for European industry to compete in the long-term. Existing policies can be
grouped into two buckets: Economic Security & Market Access Legislation, intended to provide a
stronger legal and economic framework for European industry to compete, and Trade & Industrial
Defence Measures, deployed to provide immediate protection for the common market from products
seen as harming fair competition.

While the following is focused on EU-wide measures, individual member states are also pursuing
similar initiatives. German officials are reportedly working to identify Chinese economic
vulnerabilities that can be leveraged in case of a trade war, with semiconductor firms and other key
technologies among the initial findings. In case of escalation, Berlin will halt exports as well as
preventing maintenance and servicing of equipment already operating within China. ° Individual
member policies may come to form the core of the EU’s overall response to China should continued
disunity see the bloc fail to agree a unified path forward, or if bureaucratic delay means that policies
are not introduced fast enough to have the intended effect.

Economic Security & Market Access Legislation
The Industrial Accelerator Act

The IAA is a proposed framework intended to support Europe’s industrial base and accelerate
decarbonisation.™ It was announced on 4 March 2026 and consolidated previous proposals for
improving Europe’s supply chain resilience and manufacturing capabilities in green technology. In its
current form, the act has four key provisions.

1. “Made in EU” procurement requirements. Member states would be mandated to prioritise EU-
origin or low-carbon products in public procurement.

e This would be enforced by excluding tenders from countries either not party to agreements
with the EU on procurement or that are not viewed as ‘trusted partners’, including China.
Products from ‘trusted partners’ would be granted Made in Europe equivalency status.

e Made in EU requirements will vary by sector, with different requirements, thresholds and
timelines. As an example, EVs would have the strictest requirements for EU assembly,
content thresholds, and battery sourcing. The traction battery must contain five main
components from the EU. At the vehicle level, at least 70% of the value of components
excluding the battery must be from the EU. These rules would take effect from mid-2027,
before full implementation in 2030.

2. Stricter FDIregulations in strategic sectors. Acquisitions of EU assets and greenfield investments
in strategic sectors would require approval if the investment value exceeds EUR 100 million and the
investor is from a 3™ country that holds 40% of global capacity in that sector.

e Strategic sectors include batteries and their value chains, EVs, solar technology, and critical
raw materials.

® Germany Maps China’s Weaknesses in Preparation for a Trade War, Bloomberg, 28 July 2026
1% European Commission, Industrial Accelerator Act, 4 March 2026
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e Approval would require the investor to meet four of six conditions. These are: employees at
least 50% of EU origin, a foreign ownership cap of 49%, a joint venture with EU partners, IP
or know-how licensing, minimum R&D expenditure commitments, and commitments to
improve EU value chains, including sourcing 30% of inputs from EU suppliers. The employee
requirement is mandatory, while companies can choose which of the other three conditions
to apply.

e This provision appears to be explicitly targeted at China, as no other country reaches the
threshold of 40% of global capacity.

3. Streamlined permitting. Member states should establish a single permit-granting procedure
covering all the permits required for industrial projects.

4. GDP Target. Industrial manufacturing as a share of EU GDP should increase to 20% by 2035, from
14.3% in 2024.

The IAA will undergo a difficult legislative process before coming into effect and could change
substantially before its final introduction. Individual member states still differ on how strict Made in
Europe requirements should be, due to the different economic incentives for trade with China thateach
EU country possesses. The requirement for an extra bureaucratic screening process on top of the EU’s
existing FDI framework has also caused consternation. Such issues will need to be resolved prior to the
IAA’s finalisation. As a result, its final implementation could be delayed into mid-2027.

The IAA also risks contravening WTO rules on non-discrimination, with the European Commission itself
having acknowledged that its implementation may produce “political costs” from trade disputes.' This
means that its final form may be subject to continued litigation and revision well past it coming into
effect.

Other Measures

While the IAA is the most significant, the EU has also proposed or introduced smaller pieces of
legislation intending to target specific areas of vulnerability.

e EU Outbound Investment Screening Recommendation: Published in January 2025, the
Recommendation calls on member states to review outbound investments in semiconductors,
artificial intelligence, and quantum technologies to non-EU countries. While it does not name
China specifically, it states that “risks caused by technology leakage are likely to be particularly
acute for a narrow set of technological advances that can enhance military and intelligence
capabilities of actors that may use them to undermine international peace and security.”'

e Cybersecurity Act 2: Proposed in January 2026, the updated Cybersecurity Act (CSA2)
proposes a series of changes intended to mitigate digital risk from China. It would allow the EU
to block suppliers of digital infrastructure equipment for ‘non-technical’ reasons, including if a
supplieris from a jurisdiction that engages in “economic espionage... malicious cyber activities
or campaigns against the Union or its Member States.” The revisions would also oblige

" European Commission, Impact Assessment Report, 4 March 2026
2 European Commission, Commission Recommendation on Reviewing Outbound Investments in Technology Areas
Critical for the Economic Security of the Union, Official Journal of the European Union, 15 January 2025
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companies in 18 sectors to mitigate cybersecurity risk, including the removal of banned
equipment, with a potential fine of 7% of worldwide annual turnover for non-compliance.
Finally, it would strengthen the European Union Agency for Cybersecurity and introduce EU-
wide cybersecurity certifications, reducing Chinese suppliers’ ability to exploit fragmented
regulations among different member states.™

e RESourceEU: The RESourceEU Action Plan builds on the EU’s Raw Material Strategy and
intends to reduce foreign dependency for the “battery, rare earths and defence raw materials
value chain” by 50% by 2029. The project will specifically restrict participation of Chinese
entities in related programmes while deepening cooperation with “like-minded countries” with
significant resources.™

e Solidarity Instrument: In July, Bloomberg reported that the EU is also considering a ‘solidarity
instrument’, which will provide compensation to companies punished for diversifying critical
supply chains away from China. Details including how and to what amount it would be funded
are not publicly available.

The EU has also introduced a series of wide-ranging industrial policy initiatives targeting capabilities in
specific industries, including the Cloud and Al Development Act, Chips 2.0 Act and the Start-up and
Scale-up Strategy, among others. While less explicitly targeted at China, most can be considered a
response to the heightened need for policies to support economic security which recent tensions with
China have introduced.

Trade & Industrial Defence Measures

The EU’s use of trade and industrial defence measures has expanded substantially in recent years,
including the introduction of new regulations alongside the expanded use of long-standing instruments
for the investigation of subsidies and dumped products. Altogether, the EU now possesses a
sophisticated toolbox for action against trading practices seen as negative, with Chinese products now
the most frequent targets.

e Foreign Subsidies Regulation: Introduced in July 2023, the Foreign Subsidies Regulation (FSR)
enables the EU to take action against companies with distortionary operations in the common
market that are supported by ‘financial contributions’ from non-EU countries. Said companies
are required to notify the EU when undertaking mergers or acquisitions or large public
procurement bids, with the Commission able to investigate other transactions or operations
where needed. Where subsidies are found to be distortionary, the EU can force divestment or
block deals, levy fines up to 10% of worldwide turnover, among other punishments.’® The FSR
has been employed against a series of Chinese companies — examples include the blocking of
Chinese train manufacturer CRRC from a Lisbon metro and Bulgarian rolling-stock tender, and

3 European Commission, The Cybersecurity Act 2, 20 January 2026

14 European Commission, RESourceEU Action Plan, December 2025

S EU Warns Push to Diversify Away from China Will Need Funding, Bloomberg, 11 July 2026
8 European Union, Foreign Subsidies Regulation, 21 March 2023
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recent probes against airport security scanner producer Nuctech and JD.com’s purchase of
Mediamarkt owner Ceconomy.'’'8%®

e Anti-Dumping Regulation: The anti-dumping regulation enables the EU to impose duties on
goods sold at below home-market price or production cost. Here, action against China has
accelerated dramatically: In 2025 alone, the EU imposed duties on 17 goods from mainland
China - this compared to just seven new duties across all trading partners in 2024. Provisional
duties were imposed on a further 18 categories of Chinese products. Investigations now extend
across an increasingly diverse array of products, including chemicals, industrial inputs, and
foods, such as MSG and Peking Duck.?°

e EU Steel Regulation: On 8 June, the EU adopted new rules to replace its previous Steel
Safeguard Measure. The most important addition was a revised tariff-rate quota system, which
reduced the threshold for the imposition of tariffs as well as increased duties, while also limiting
carry-over of unused quotas. Steel imports above 18.3 million tonnes annually will now be
subject to a 50% tariff. By 2028, the EU must also decide whether the country where steel was
melted and poured should count as the ultimate country of origin when applying quotas, thus
preventing exporters from rerouting via third countries.?’

¢ Anti-Subsidy Regulation: Anti-subsidy regulations enable the introduction of a border tariff for
five years on imported goods produced with support from non-EU governments, and have been
used more sparingly than the above measures. The highest profile use of this regulation was
against NEVs, with the introduction of tariffs up to 45% in October 2024. But the EU currently
also has an additional 11 such tariffs in place against Chinese products, primarily of industrial
products such as solar glass, glass fibre, and telecoms equipment.?

e Removal of De Minimis Exemption: From 1 July 2026, consignments up to a value of €150 will
no longer be exempt from customs duty and will instead be subject to a €3 fee. The revision is
widely considered to target exports sold on Chinese e-commerce platforms, including Temu
and Shein, whose low prices are undercutting EU manufacturing.®

Obstacles to an Effective Response

While the direction of travel is clear, the EU still faces serious obstacles to a comprehensive response.
This is especially true for the implementation of more wide-ranging Economic Security & Market Access
Legislation. Three obstacles are most significant: individual member state divergence, bureaucratic
lag, and questions of funding.

7 European Commission, Statement on Withdrawal by CRRC Qingdao Sifang Locomotive from Public Procurement, 26
March 2024

8 European Commission, Commission Clears Lisbon Railway Line Bid Under FSR Subject to Conditions, 21 April 2026
% European Commission, Commission Opens In-Depth Foreign Subsidies Investigation into Nuctech’s Activities in the
Threat Detection Systems Sector, 11 December 2025

20 European Commission, Trade Defence Investigations — Ongoing Investigations

21 European Union, Regulation... Addressing the Negative Trade-Related Effects of Global capacity on the Union Steel
Market and Amending Regulation, 27 May 2026

22 European Commission, Trade Defence Investigations

2 European Commission, Guidance and Legal Text on Temporary Flat Fee on Low-Value Imports Which Will Apply Until 1
July 2028, 8 June 2026
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Reasons for individual state divergence are numerous. These include, but are not limited to, overall
vulnerability to Chinese exports, different economic incentives governing the trading relationship with
China, divergent levels of supply chain reliance on China, internalindustry divisions on how to respond,
as well as broader political differences on how to view China and its governing system.

France has emerged as the most prominent advocate for a hardline response, with French
officials leading the development of the IAA. Stephane Séjourné, the former French Minister for
Europe and Foreign Affairs, now leads the European Commission’s Prosperity and Industrial Strategy
unit, which is responsible for the Act, and two of three ‘parliamentary rapporteurs’ for the IAA are also
French.? French officials are also theorising more extreme responses. The above-mentioned report
from the Office of the French Prime Minister proposed a general 30% tariff on Chinese goods may be
necessary, with a Plaza Accord-style 30% depreciation of the Euro against the Yuan also worth
considering.®

In contrast, Germany has taken a more cautious approach. Economy Minister Katherina Reiche has
cautioned that EU trade measures should not harm the bloc’s exports to China, as “many thousands
of companies in Germany depend on being able to export to the large Chinese market.”? The country’s
industrial giants have also lobbied for a softer response to Chinese exports: In March 2026, the
German Association of the Automotive Industry released a statement arguing that “the IAA will not be
able to significantly strengthen the competitiveness of industry in Germany and Europe... Instead of
focusing on international trade, open markets, less regulation, and improved business conditions, the
Commission’s proposal focuses on further requirements and regulations.”?” Germany has therefore
advocated more relaxed standards, such as a ‘Made with Europe’ standard for the IAA, which would
involve less stringent requirements for access to EU public procurement, while also applying to a
narrower range of products. It also declined to sign the five-country overcapacity non-paper, with
Reiche in Beijing at the time holding talks around trade deals.?®

Other countries remain even more open to Chinese investment. Spain has emerged as the most
accommodating EU member state to China, having adopted a strategy of using Chinese investment to
accelerate the development of its own high-tech industry, particularly in clean energy and EVs. In 2025,
Chinese investment in Spain’s EV industry grew 147% YoY, boosted by projects including a CATL
battery gigafactory set to open at the end of 2026.%°

While the EU has introduced a much more expansive policy framework, these divisions continue
to delay action: InJune, EU leaders failed to introduce expected immediate action to address Chinese
exports following a European Commission meeting. Spain reportedly opposed new measures, with PM
Pedro Sanchez telling reporters that China remains a “potential ally.”*° At the same time, others are

24 Elena Schneider & Ciaran Humphreys, The Industrial Accelerator Act: a Stepping Stone or Paradigm Shift?, Heinrich-
Boll-Stitfung Logo, 27 May 2026

2 Thomas Frjebine et al, The Chinese Streamroller: Quantifying the Systemic Threat to Europe’s Industrial Base, HCSP,
February 2026

26 Battle Lines Are Drawn on China Amid EU Divisions, Bloomberg, 27 May 2026

27 Industrial Accelerator Act Fails to Meet Challenges, VDA, 3 March 2026

28 Battle Lines Are Drawn on China Amid EU Divisions, Bloomberg, 27 May 2026

2 Spain’s China Gambit: Industrial Revival or Strategic Dependency Risk, Impact Policies, 31 July 2026

30 EU Delays Trade Confrontation with China, Financial Times, 19 June 2026
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growing impatient: the Italian Minister for Industry Adolfo Urso recently stated that waiting until 2029
forthe IAA’s Made in Europe requirements to comeinisinfeasible, as “inthree years Europe will already
be an industrial wasteland.”® Differences over preferences for how strict the IAA is look set to
continue, with the risk that it delays implementation past the already distant expected date of early
2027.

But delay also risks further disunity due to individual member state elections. As Grzegorz Stec of
Merics has noted, France faces a presidential election next year where a possible outcome is the
victory of a Eurosceptic party unlikely to push for greater unity on industrial policy.*?* The EU could
therefore find itself in a paradoxical situation where Chinese exports continue to undermine its
industrial base, thus producing political trends which further undermine its ability to respond.

At the same time, funding remains a key issue. Many of the EU’s proposed actions will require vast
additional spending at a time when economic difficulties are already constraining European budgets.
The IAA would impose serious additional costs on businesses no longer able to procure from cheaper
foreign suppliers, while a proposed compensation mechanism would impose increased burdens on
national governments that are disproportionately affected. Working out these issues will continue to
weigh on the EU’s efforts to form a coherent response, and may ultimately lead to the most significant
pieces of legislation being watered down.

China’s Response

China has repeatedly warned the EU of the consequences of potential legislation, introduced
retaliatory actions to tariffs and EU investigations, while also actively defending itself against
accusations of perpetuating global imbalances or unfair subsidies.

For the most potentially significant pieces of EU legislation, Beijing’s response has been strident,
if mostly rhetorical. In response to the IAA, China’s Ministry of Commerce submitted comments to
the European Commission. The comments argued that the IAA includes “serious investment barriers
and institutional discrimination”, could “violate fundamental WTO principles”, and “will subject
Chinese investors to discrimination.”3® It warned China “would have to take countermeasures to
resolutely safeguard” its interests in case the |IAA is implemented. The China Chamber of Commerce
to the EU also submitted formal feedback in June, urging greater dialogue with regulatory stakeholders.
Concrete responses will likely be held off until the acts are finalised orimplemented and vary in severity
according to their actual content.®

In contrast, China has been very active in responding to EU trade investigations or other punitive
measures. Actions here give some hint of how China may respond if the EU’s broader legislation is
introduced. Examples are representative rather than comprehensive, seeking to cover different
potential responses.

31 Urso: “Europe Must Change Now or It Will Become an Industrial Wasteland”, Agenzia Nova, 28 May 2026

32 Grzegorz Stec, The EU Must Confront China’s Trade Challenge, MERICS, 1 July 2026

33 MOFCOM Spokesperson’s Remarks on the EU’s Proposed Industrial Accelerator Act, Ministry of Commerce of the
People’s Republic of China, 30 April 2026

34 CCCEU Submits Feedback to European Commission on Proposed Industrial Accelerator Act, CCEU, 19 June 2026
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¢ Inresponse tothe EU’s EV tariffs of December 2025, China imposed anti-dumping tariffs on EU
exports of pork. Spain, maintaining relatively friendly relations with China, received lower tariffs
than other countries, hinting at the potential for differentiated responses for individual
countries.®®

e On 15 May 2026, China initiated its first-ever use of the Counter-Extraterritorial Jurisdiction
Regulation in response to the EU’s FSR investigation into Nuctech, banning organisations and
individuals from cooperating with the investigation.®¢

e 0On24July 2026, Chinaadded 14 EU firms in the defence, automotive, and technology industries
to its export control list, preventing their purchase of dual-use technologies. Although the
measure was in response to the EU’s imposition of Russia-related sanctions on 14 Chinese
firms, the response nevertheless demonstrates China’s will to restrict access to key exports as
retaliation to actions it dislikes.*”

Based on these actions, China appears likely to employ a combination of retaliatory tariffs, enforced
penalties on companies cooperating with European companies to diversify their supply chains, and
blacklisting of companies in key sectors. China’s increased use of restricted exports of key materials,
such as rare earths, in other trade disputes, such as with the US or Japan, also appears likely.

While China’s headline rhetoric has been aggressive, there is evidence of a more nuanced
understanding of European anxieties within the foreign policy community. President of Peking
University’s National School of Development Huang Yiping has written that the China Shock 2.0
threatens to undermine Europe’s “high-income, high-welfare systems”, as “most European
economies have industrial structures tightly bound to traditional high-end manufacturing.” ® The
presence of these voices may influence a more conciliatory approach towards some states, especially
as China needs to maintain the EU as a market for its own goods.

But China lacks the political will and incentives to substantially change its overall trade pattern,
at leastin the medium-term. China’s own domestic economic imbalances mean that companies with
exportable products have an overwhelming incentive to export their products to remain competitive
and financially viable. While Beijing has recently increased its focus on addressing domestic demand,
its policies remain focused on small, long-term structural adjustment. As long as domestic
consumption lags, Chinese exporters will continue to look overseas to compensate for a lack of local
demand.

35 China Imposes 20% Tariffs on European Pork but Spain Benefits, Sur, 17 December 2025

3 MOFCOM Spokesperson’s Remarks on the Determination That the EU’s Relevant Practices in Foreign Subsidy
Investigations Constitute Improper Extraterritorial Jurisdiction, Ministry of Commerce of the People’s Republic of China, 18
May 2026

87 China adds 14 EU entities to export control list over Russia-related sanctions, Reuters, 24 July 2026

%8 Huang Yiping, Co-operation is the Only Way Forward for China-EU Relations [Chinese], Aisixiang, 13 June 2026
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Impact on the UK

While the UK’s overall goods deficit with China has increased, the rate of expansion of this deficitas a
percentage of GDP has been slower than other European countries.

Balance of Trade with China as % of GDP, 2017-2025
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Source: ONS, Eurostat, CBBC.

Since 2017, Germany has seen a slide of 0.92 percentage points, transitioning its trade balance from
an overall surplus to a deficit. The EU has recorded a similar decline of 0.93 percentage points. In
contrast, the UK’s deficit has increased by 0.51 percentage points.

This is likely due to Britain’s overall economic reliance on services meaning that the potential impact
of the ‘China Shock 2.0’ is smaller than its European peers.

Industry as % of GDP, 2016-2025
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Services as % of GDP, 2016-2025
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Source: ONS, Eurostat, CBBC. Services here include, with NACE Rev.2 categories, Information &
Communication [J], Financial and insurance activities (banking, insurance, fund management) [K]
Professional, scientific & technical activities (M) + Administrative and support services (N) e.g. legal,
accounting, consulting, R&D, plus admin/cleaning/security/employment agencies [M-N].

However, the intensification of EU-China trade tensions, and the EU’s introduction of a range of
measures meant to protect its economy from Chinese competition, will still have profound impacts
on Britain’s ability to navigate changes in the global economy.

Government Level

The government will also face a difficult balancing act in advancing trade relations with both the
EU and China. PM Andy Burnham, in a Times editorial published before taking office, stated he would
seek to “consolidate the progress made on the existing UK-EU negotiations.”*® An EU increasing trade
action against China, including regulations against Chinese content, is unlikely to be receptive to a UK
that is opening investment to Chinese companies. Actions seen as welcoming Chinese investment in
areas that threaten the competitiveness of EU companies will become politically contentious.

The UK’s lack of a clear strategic approach to China increases its vulnerability. While the EU has
increasingly introduced a framework for de-risking its economy from China, the UK has so far failed to
advance equivalent measures. A continued lax approach risks Brussels tightening regulation of British
exports or rescinding the UK’s trusted partner status within acts like the 1AA.

As the EU remains the UK’s largest trading partner, this leaves the UK at risk of being forced to
align with EU actions and losing overall trade autonomy. The UK’s mirroring of the EU Steel
Regulation is an example of this already happening, with the decision to match EU levies likely forced
by the risk of Chinese steel that is no longer able to access the EU market being rerouted into Britain.*°

3% Andy Burnham, We Must Rebuild Britain’s Hard Power to Face a Darker World, The Times, 8 July 2026
40 HMG, UK’s Steel Trade Measures From 1 July 2026, Gov.UK, 1 July 2026
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Unless great action is taken, the UK risks being forced into further policy matching - with the IAA, CSA2
- that may not be aligned with its own economic interests.

These actions will affect the UK’s trading relationship with China. Trade measures introduced to
mirror the EU may prompt a Chinese response, including actions taken to protect its own companies
or discourage investment, which could undermine present cooperation and trade initiatives. However,
much of this will depend on the sector in which new measures are introduced: as an example, the UK
aligning with the EU in defence is unlikely to be contentious, as Chinese firms are not likely to invest in
the sector. A UK policy that takes a balanced and targeted approach might be the best path forward -
maintaining restrictions where there are clear national security or strategic concerns, while remaining
open to trade and investment in sectors where China has a competitive advantage and where access
can contribute to the UK’s long-term economic growth and competitiveness.

Firm Level

Atthe firm level, the mostimportant factoris the potentialimplementation of the Industrial Accelerator
Act. While Britain is likely to be included in the final act as a partner country, the IAA could have two
serious implications.

First, the need to adhere to Made in EU and minimum content rules could require companies
bidding for public procurement to review their supply chains for non-EU content or risk lost
access to the EU. As an example, the UK’s most significant goods export to the EU is machinery and
transport equipment, with road vehicles its most substantial component. The I1AA’s focus on EVs will
have a substantial effect on both current exports and UK automobile manufacturers’ plans for
operational transition towards non-ICE cars, with 60% of component value - including the battery -
required to be EU-origin under the current proposal.

UK Exports to Europe by Category, 2025
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UK Exports to EU, Machinery and Transport Equipment Breakdown by
Category, 2025
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The commercial risks are such that UK-based companies have spoken out against the IAA. Nissan had
reportedly warned the UK government it would be forced to shut down its Sunderland plant, while JLR
stated that the proposals could “significantly affect the competitiveness of UK automotive
manufacturers in the EU.”*' Nor would it just be automotives: Chemicals, the UK’s second highest
value export category to the EU, is also included as a strategic sector within the IAA. Even if the UK is
granted trusted partner status, which would grant its products Made in Europe equivalency, the
potentialimpact is significant.

Beyond the need to reconfigure supply chains, the IAA could also substantially increase compliance
costs, as companies selling into the EU for procurement are required to audit their supply chains and
provide additional proof that their products are compliant with IAA requirements.

However, the IAA could also benefit the UK’s reindustrialisation agenda. If granted equivalency
status, the UK’s comparatively open FDI requirements would make it a logical alternative to the EU for
investors looking for alocalised production base, especially when selling on to the private market. Such
investment could also benefit the EU, as investment in local industrial skills and know-how provides
alternative supply chains from a trusted partner in the long-term.

But for Chinese companies, this will add an additional layer of complexity when considering
investing in the UK. While the UK may remain an attractive investment destination for companies
seeking to sellinto Europe, they are likely to face higher compliance requirements to ensure continued
access to the common market. The EU may also revise existing legislation to reduce the ability of
Chinese goods to access its market from the UK. As an example, the EU Steel Regulation may be
revised in 2028 to tariff steel based on the location of where it was melted and poured. Other
restrictions or access policies for other products could also be revised in a similar direction. As a result,
the extent to which the IAA will make the UK more attractive remains ambiguous.

4" Toyota and JLR Warn ‘Made in Europe’ Plan Threatens Investment and Jobs, Financial Times, 11 June 2026
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Conclusion

The ultimate form that the EU’s new trade and industrial policy regime will take is undecided. Yet in the
medium-term, a change to the current situation appears unlikely. The EU will continue to suffer from
bureaucratic lag, with internal member state elections risking increased division that further delays
action. And as outlined above, China is unlikely to reduce exports in the short-term as it seeks to
sustain social stability and employment while longer-term reforms to increase domestic demand come
to fruition. As a result, EU-China tensions are likely to get worse before any improvement appears.

Regardless of how the above develops, the EU-China-UK nexus will become an increasingly important
consideration for British companies reliant on both markets for their operations, as well as Chinese
companies looking at potential investments in the UK. Companies are therefore advised to pay close
attention to EU regulations as they evolve to ensure that their final form does not negatively impact their
operational stability.
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