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Key findings
and recommendations

#1 China’s overcapacity intensifies global trade imbalances
China’s industrial policies, government stimulus and weak domestic demand have contributed to a
persistent overcapacity problem, leading to a large manufacturing trade surplus. China has significant
surpluses in green technology, machinery and basic manufacturing, which has reshaped global trade by
lowering prices and intensfiying competition. While Beijing will have to come to terms with overcapacity
as a structural challenge, its focus on self-reliance and geopolitical considerations limits the likelihood of
significant policy shifts in the near future.

#2 China’s growing trade surplus hampers development efforts in the Global South
The effects of China’s overcapacity are particularly pronounced in developing economies, where
Chinese exports dominate key industries such as consumer goods, machinery and manufacturing
inputs. While cheaper Chinese goods lower costs, they can also stifle local industries by outcompeting
domestic manufacturers. Many Global South countries rely on the export of primary commodities to
China, which hinders their long-term industrialisation and ability to move up the value chain.

#3 Developing countries are implementing protective and defensive trade measures against China
To counter Chinese trade dominance, many Global South countries have implemented defensive trade
measures, such as import tariffs, anti-dumping regulations and local content requirements. Middle-
income nations, particularly India, Brazil and Argentina, have been proactive in adopting such trade
policies, while lower-income countries often lack the capacity to enforce such measures. Effectiveness
varies by sector, with machinery, electronics, and transport equipment facing the toughest competition.

#4 The EU should support partners in the Global South to strengthen their trade
resilience and industrial growth
The EU can play a crucial role in supporting developing economies through strategic trade partnerships
and policy interventions. By advocating for fair trade practices, promoting diversified trade networks
and strengthening industrial capabilities, the EU can help Global South nations reduce their reliance on
Chinese imports and diversify their exports. Initiatives such as capacity-building programs, investments
in local supply chains and setting up an industrial cooperation fund can enhance economic resilience.
Additionally, coordinated trade policies between the EU and developing economies could mitigate the
risks of China’s overcapacity, ensuring more balanced and sustainable global trade relationships.
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China’s self-identification as a leading member of the
Global South informs its efforts to cultivate stronger
economic ties with developing nations. Recent
initiatives, such as the announcement of zero tariffs
for the least developed countries', convey the image
of China as a benevolent trade partner committed
to fostering equitable growth. Yet, this narrative is
complicated by China’s growing share of imports

in Global South countries, such as Niger, Nigeria,
Tanzania, the Democratic Republic of the Congo and
several nations in South America (see Fig 1). China’s
growing manufacturing trade surplus with its Global
South? trade partners in particular raises critical
questions about the sustainability and balance of
these economic relationships.

China’s trade imbalance with the Global South stems
from its industrial policies, weak domestic demand,
government stimulus and expanding production
capacities—factors that have driven its manufacturing
trade surplus. This surplus also reflects a broader issue
of overcapacity - put simply, this is a situation where
production capacity exceeds market demand. This

issue has become a growing source of contention in
China’s trade relations. As the world's second-largest
economy and a key driver of global trade, China’s
surplus production and market dominance raise
concerns about economic resilience, competitiveness
and dependency in emerging economies.

While European observers have paid much attention
to the impact of Chinese overcapacity on European
markets, its effects on emerging economies warrants
deeper exploration. Developing nations often bear
the brunt of Chinese overproduction, which has led to
intensified competition, disrupted local industries and
growing trade imbalances. At the same time, China’s
dominance in strategic industries, such as green
technologies, reinforces and elevates its global value
chain position, presenting significant hurdles for the
industrialisation efforts of other nations.

These economic dynamics are not only reshaping
global trade patterns but also challenging the EU’s
ability to diversify its supply chains, secure critical raw
materials and strengthen trade partnerships with the
Global South. As the EU seeks to support development

1 State Council (2024): China announces zero-tariff treatment for least developed countries. Xinhua, 12.09.2024,
https://englishwww.gov.cn/news/202409/12/content WS66e2db52c6d0868f4e8eae7b.html (accessed 31.01.2025).

2 Inthis paper, the terms ‘Global South’ and ‘developing countries’ are used interchangeably for better readability, encompassing low-,

lower-middle-, and upper-middle-income countries.


https://english.www.gov.cn/news/202409/12/content_WS66e2db52c6d0868f4e8eae7b.html
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efforts through trade and promote sustainable
industrialisation, it must navigate the complexities of
China’'s economic influence while fostering resilient
and equitable economic relationships with emerging
economies.

This paper draws on data from the United Nations
Commodity Trade Statistics Database (UN Comtrade),
United Nations Conference on Trade and Development
(UNCTAD) and the Global Trade Alert (GTA),
complementing quantitative insights with qualitative
analysis to provide an overview of these economic
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shifts. Section 1 examines the factors behind China’s
industrial overproduction, laying the groundwork to
understand its broader impact, explored in section 2.
Section 3 looks at the effects of China’s manufacturing
trade surplus on developing nations along with the
economic imbalances it creates. Section 4 shows how
many Global South countries are adopting strategies
to mitigate the challenges posed by Chinese imports.
To conclude, the final section considers the role the EU
can play in adapting its trade diversification policies to
better support these economies.

Figure 1: The rise of Chinese imports: A global comparison (2018 vs. 2022)
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SUPPLY IN SEARCH OF DEMAND:
DRIVERS OF CHINA’S INDUSTRIAL
OVERCAPACITY AND GLOBAL MARKET
RESPONSES

China’s rapid industrial expansion is a defining feature
of its economic rise and it solidified its position as a
global manufacturing powerhouse. However, China's
growth strategy—centred around ambitious supply-
side expansion, government stimulus and strategic
industrial policies—has led to a persistent overcapacity
problem. By prioritising production without adequately
stimulating domestic demand, China has created
structural imbalances both internationally as well as
within its own domestic economy that now threaten
Chinese firms’ industrial efficiency, their profitability
and China's domestic economic stability.

This section examines the drivers of China’s
overcapacity crisis: state-led investments, weak
domestic consumption and the government’s push for
self-reliance amid geopolitical tensions. It also explores
its economic consequences, from compressed profit
margins and inventory accumulation to increasing
global trade friction. Finally, it analyses China’s policy
dilemma, highlighting the difficult choices Beijing
faces in balancing industrial dominance, economic
sustainability and international trade pressures in an
increasingly fragmented global economy.

Stimulus-driven growth: Building beyond demand

China’s overcapacity issue stems above all from its
continued reliance on government stimulus and
industrial policies to fuel economic growth and
strengthen strategic sectors® These policies have
prioritised industries such as advanced manufacturing,

clean technology and machinery, and they have indeed
gone some way in increasing China's self-reliance.
However, the emphasis on expanding production
capacity has led to significant overcapacity in multiple
industries. By driving output without adequately
aligning it with consumer demand, the government has
created a structural imbalance that now threatens the
efficiency and profitability of these sectors.*

The issue of weak domestic consumption worsened
during and in the aftermath of the COVID-19 pandemic.
Structural weaknesses in key sectors like real estate
and construction have further compounded the
problem. As domestic consumption continues to lag
behind surging production levels, this dynamic will
further undermine industrial growth and compress
profit margins.

Overcapacity in key sectors and beyond

Strategic sectors are particularly affected by
overcapacity, with high-tech industries such as wind
energy, electric vehicles and lithium-ion batteries
expanding rapidly due to substantial government
support.® In addition, strategic sectors like electronics
and precision machinery are witnessing a build-up of
inventory as China accumulates stockpiles to maintain
long-term supply surpluses® This growth is affecting
competitors in high-income countries in particular,
creating global inefficiencies in these critical sectors.
Meanwhile, China’s continued dominance in low-
tech and legacy industries, such as metal and mineral
processing’ and basic manufacturing® have kept global
prices low but created challenges for local production in
developing countries. As China climbs the value-chain,
it plans to maintain its market segments in low-end
manufacturing®. Therefore, developing countries trying

3 Wubbeke, Jost; Meissner, Mirjam; Ives, Jaqueline & Conrad, Bjérn (2016): Made in China 2025. The making of a high-tech superpower and consequences
for industrial countries. MERICS, 12.08.2016: https:/merics.org/en/report/made-china-2025 (accessed 31.01.2025).

4 Loo, Louise (2024): The overcapacity ‘problem’ in five charts. Research Briefing, China, Oxford Economics, 17.05.2024,
https://www.oxfordeconomics.com/resource/chinas-overcapacity-problem-in-five-charts/ (accessed 31.01.2025).

5 |IEA (2022): Special Report on Solar PV Global Supply Chains. IEA, 07.2022: https://www.iea.org/reports/solar-pv-global-supply-chains/executive-summar

(accessed 31.01.2025). Graham, Niels (2023): China’s manufacturing overcapacity threatens global green goods trade. Atlantic Council, 1112.2023,
https://www.atlanticcouncil.org/blogs/econographics/sinographs/chinas-manufacturing-overcapacity-threatens-global-green-goods-trade/ (accessed 31.01.2025).

6 Yang, Heekyong; Potkin, Fanny & Freifeld, Karen (2024): Chinese firms stockpile high-end Samsung chips as they await new US curbs, say sources. Reuters,
06.08.2024: https://www.reuters.com/technology/chinese-firms-stockpile-high-end-samsung-chips-they-await-new-us-curbs-say-2024-08-06/ (accessed

31.01.2025). Schumacher, Andreas (2024): China’s Mature Semiconductor Overcapacity: Does it Exist and Does it Matter?. CSIS, 19.11.2024,
https://www.csis.org/analysis/chinas-mature-semiconductor-overcapacity-does-it-exist-and-does-it-matter (accessed 31.01.2025).

7 Hook, Leslie; Dempsey, Harry; Leahy, Joe & Leng, Cheng (2024): Chinese steel exports to reach 8-year high. FT, 01.09.2024,
https://www.ft.com/content/fa422840-ab55-48d4-9a5b-a8727b59ef77 (accessed 31.01.2025).

8 Mak, Robyn (2024): China’s overcapacities are here to stay. Reuters, 09.04.2024,

https://www.reuters.com/breakingviews/chinas-overcapacity-is-here-stay-2024-04-09/ (accessed 31.01.2025).

9 See National People’s Congress (2021): China's 14th five year plan. Xinhua, 12.03.2021

https://perma.cc/73AK-BUW2 / or translated version here https://cset.georgetown.edu/publication/china-14th-five-year-plan
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to grow their low value-added production continue to
face China as a tough competitor for markets.

Supply-side ambitions and the
overcapacity burden

China’s supply-side policies have historically
emphasised production efficiency and capacity
expansion and have created a reliance on foreign
markets to absorb surplus goods. While this approach
has enhanced China’s global competitiveness, it has
also led to suppressed global prices, the inefficient
use of production resources, high inventory costs
and shrinking profit margins for Chinese firms.
Overcapacity has become a domestic systemic
inefficiency, as weakening demand in external markets,
driven by potential recessions, exacerbates the issue.
The imbalance between production and consumption
in China is starkly reflected in inventory accumulation.
Between late 2019 and 2024, industrial inventories rose
by 39%, compared to a 24% increase in production.®
This mismatch has left manufacturers grappling with
underutilised equipment, higher fixed costs and shrinking
profit margins. These trends are placing additional strain
on an economy already under stress and they highlight
the urgency of addressing overcapacity.

Domestic alarm and global repercussions
of overcapacity

Top policymakers in China have recognised the gravity
of the issue and identified overcapacity as a major
obstacle to sustainable growth. At the annual Central
Economic Work Conference in December 2023", a top-
level meeting that sets the national economic agenda

for the following year, overcapacity was emphasised as
a key challenge alongside insufficient domestic demand.
Similarly, the 2024 Government Work Report™ to the
National People’s Congress highlighted overcapacity,
stagnant household incomes and employment
pressures as critical concerns. The government has
also highlighted that it seeks to avoid repeating the
overcapacity problem seen in traditional sectors,
signalling its commitment to addressing the problem.
As Chinese manufacturers have increasingly turned
to global markets to absorb their surplus goods, this
has sparked concerns about unfair competition among
trade partners. Since May 2024, countries such as the
US, the EU representing its member states and several
Global South economies—including Brazil®®, Chile™,
India®, Indonesia and Thailand™®—have raised concerns
about the global repercussions of China’s surplus
production. Critics argue that an influx of Chinese
goods disrupts international markets, undermining
local industries and economies. Following international
criticism, Chinese leaders, including President Xi
Jinping, and Chinese state media have started to deny
the existence of a domestic overcapacity problem
and the issue was dropped from the agenda of the
Central Economic Work Conference in December
2024. Economic censorship has been on the rise in
China since its recent slowdown, which suggests that
Chinese leaders are increasingly treating the economy
as a sensitive and securitised issue".

Summary and outlook: China’s policy self-reliance
and future implications

While government policies have successfully driven
Chinese industrial growth towards greater self-reliance,

10 Loo, Louise (2024): Research Briefing, China, The overcapacity ‘problem’in five charts. Oxford Economics, 17.05.2024,
https://www.oxfordeconomics.com/resource/chinas-overcapacity-problem-in-five-charts/ (accessed 31.01.2025)

1 Central Economic Work Conference (2023): The Central Economic Work Conference was held in Beijing, Xinhua, 12.12.2023,
https://www.gov.cn/yaowen/liebiao/202312/content_6919834.htm (accessed 31.01.2025).
12 Li, Qiang (2024): Government Work Report. Xinhua, 12.03.2024, https://www.gov.cn/yaowen/liebiao/202403/content 6939153.htm (accessed 31.01.2025).

13 Harris, Bryan; Leahy, Joe & Lakshmi, A. Anantha (2024): Brazil launches China anti-dumping probes after imports soar. FT, 17.03.2024,
https://www.ft.com/content/8703874e-44cb-4197-8dca-c7b555da8aef (accessed 31.01.2025).
14 HKTDC (2024): Chilean Lawmakers Seek 50 Percent Duty on Mainland Chinese Steel. HKTDC, 02.05.2024,

https:/research.hktdc.com/en/article/MT Y4MzQxNjEzMw (accessed 31.01.2025).

15 Suneja, Kirtika (2024): At WTO India breathes fire over Dragons trade policies. Economic Times, 19.10.2024,
https://economictimes.indiatimes.com/news/economy/foreign-trade/at-wto-india-breathes-fire-over-dragons-trade-policies/articleshow/114359621.cms?from=mdr

(accessed 31.01.2025).

16 Yuniar, Resty Woro (2024): Indonesia plans tariffs of up to 200% on China-made products to protect domestic industries. SCMP, 03.07.2024:
https://www.scmp.com/week-asia/economics/article/3268919/indonesia-plans-tariffs-200-china-made-products-protect-domestic-industries

(accessed 31.01.2025).

17 The Economist (2024): The Chinese authorities are concealing the state of the economy. The Economist, 05.09.2024,
https://www.economist.com/briefing/2024/09/05/the-chinese-authorities-are-concealing-the-state-of-the-economy (accessed 31.01.2025).

Stella Yifan Xie (2024): China says, economists who spread inappropriate views should be fired. Asia Nikkei, 23.12.2024:
https:/asia.nikkei.com/Economy/China-says-economists-who-spread-inappropriate-views-should-be-fired (accessed 31.01.2025).
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they have also created inefficiencies that now hinder
the creation of a sustainable economic model in China.
On the part of the Chinese government, addressing
the issue would require a careful balancing act,
shifting from an aggressive supply-side approach
to policies that stimulate sustainable domestic
demand and encourage market-driven production
adjustments. Measures such as reducing excess
capacity, consolidating industries and improving
resource allocation are essential for the goal of aligning
production with market realities.

However, given continued geopolitical tensions, a
second Trump presidency and China’s prioritisation
of national security over economic efficiency, a policy
shift addressing overcapacity appears unlikely in the
near term. Investments towards self-reliance will likely
continue to take precedence over market corrections,
making overcapacity a persistent structural challenge.
As a result, China’s surplus production could lead
to an export surge and continue to promote trade
imbalances and intense economic competition in the
years ahead.

CHINA'S GROWING MANUFACTURING
TRADE SURPLUS WITH DEVELOPING
ECONOMIES

China’s overcapacities in key industrial sectors, such as
steel and solar panels, have driven down global prices
while increasing the country’s dependence on exports
to sustain growth. This overproduction has significantly
contributed to China’s sizable trade surpluses with
numerous trading partners, reshaping global trade
dynamics and creating geopolitical tensions.

This section examines China’s manufacturing trade
surplus and its composition, with a particular focus
on its implications for Global South countries. China’s
trade patterns reveal significant impacts in the Global
South across countries’ income levels and stages of
development. Global South economies are classified
into three groups based on their gross national income
(GND per capita: low-income countries (GNI: $1,145 or

less) such as Afghanistan, Chad and Malawi; lower-
middle-income countries (GNI: $1146-5$4,515) like India,
Nigeria and the Philippines; and upper-middle-income
countries (GNI: $4,516-514,005) including Brazil and
South Africa’™®

Trade surpluses and patterns

China’s trade surplus in manufactured goods has
expanded across countries at different income levels
and stages of development. While its surplus with high-
income nations remains the largest, a notable shift
since 2020 is its growing surplus with developing and
emerging economies. One exception are low-income
nations, where trade remains minimal and stagnant.
China has deepened its export ties with middle-income
countries, particularly in the machinery and equipment
sectors.

Machinery & equipment: The engine of China’s
export boom

China’s machinery and equipment exports have
surged, particularly to middle-income countries.
Among upper-middle-income nations, China’s trade
surplus has risen sharply, turning a previous trade
deficit into a surplus between 2021 and 2022. This
shift suggests that China has outcompeted local
manufacturers, posing challenges to these countries’
efforts to sustain competitiveness in their own
manufacturing sectors.

For lower-middle-income nations, China's trade
surplus is even more pronounced, with Chinese
imports of machinery and consumer goods
consistently outpacing exports (see Fig. 2). These
countries are heavily reliant on Chinese goods
for industrial and consumer demands, yet this
dependence constrains their ability to move up
the value chain and develop competitive domestic
industries. While these nations benefit from access to
affordable machinery and equipment, their growing
reliance on Chinese imports raises concerns about
long-term industrialisation goals.

18 The World Bank Atlas method classifies economies based on gross national income (GNI) per capita. In 2023, low-income economies were those with a GNI per
capita of $1,145 or less. Lower-middle-income economies fall between $1,146 and $4,515, while upper-middle-income economies range from $4,516 to $14,005.
High-income economies are those with a GNI per capita exceeding $14,005. See here for more detailed explanation: World Bank (2025): World Bank Country and
Lending Groups. WB, 01.01.2025: https://datahelpdesk.worldbank.org/knowledgebase/articles/906519-world-bank-country-and-lending-groups#:~text=For%20

the%20current%202025%20fiscal.those%20with%20a%20GNI%20per (accessed 31.01.2025).
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Figure 2: China’s rising manufacturing surplus with the Global South
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Manufacturing inputs: Fuelling growth
or holding it back?

China’s dominance as a global supplier of
manufacturing inputs, including metals, textiles and
other intermediate goods, has surged over the last
decade as well. This trend is especially pronounced
in lower-middle-income countries (see Fig. 2), where
Chinese inputs are essential for domestic production
and large-scale infrastructure projects.

The reliance on China-centric supply chains and
inputs limits opportunities for local industries to
establish independent value-added processes, develop
domestic suppliers and compete as emerging market
players. Moreover, relying on imported components
instead of fostering domestic production capabilities
can slow technological and industrial development.
Without the ability to manufacture key inputs locally,
these economies may struggle to move up the value
chain, innovate and develop competitive industries,
ultimately hindering long-term economic resilience and
self-sufficiency.

Consumer goods and the price of affordability
China’s exports have also had a profound impact on

the consumer goods sectors (see Fig. 2), creating
significant challenges for local industries in middle-

Upper middle income

B Machinery & equipment
W Inputs

I Consumer goods

China’s manu-
facturing trade
balance by
income level
country groups
(2018 vs. 2023)
2018 2023

Source: Created by author, based on UN Comtrade data (2024)

income countries. In lower-middle-income nations,
the influx of low-cost Chinese consumer goods could
pose a risk to local production and employment. The
affordability and scale of Chinese exports often make
it difficult for local manufacturers to compete, leading
to stagnation in domestic production and limiting
opportunities for economic diversification.

For upper-middle-income countries, the challenges
are different but equally pressing. These nations must
adapt by pivoting toward higher-value industries
to counteract the erosion of their traditional
manufacturing bases. As Chinese exports continue to
dominate lower-value sectors, upper-middle-income
countries face the challenge of reinventing their
economies to focus on innovation and advanced
industries that can sustain competitiveness in the
global market.

China’s trade mix: Exporting everything,
importing essentials

An examination of China’s trade composition across
three partner categories—developed countries, low-
income developing countries and middle-income
developing countries—highlights distinct imbalances
and strategic development incompatibilities. The
expectation that developing countries would gradually
replace China as it moves up the value chain does
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Figure 3: China’s trade composition: Varied exports and
commodity focused imports
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not appear to hold true, as China continues to
maintain strong competitiveness in both low-
and mid-tech segments.

In terms of exports (see Fig. 3), mid- and
high-tech goods take up the largest share
of China’s trade with developed countries,
reflecting the advances it has made in
technology and manufacturing. Exports to
low-income developing countries include a
significant share of low-tech goods—an area
where these countries are expected to develop
their own manufacturing capacity. Similarly,
exports to middle-income developing regions
continue to consist of a sizable share of low-
and mid-tech products, alongside high-tech
goods, highlighting China’s ability to remain
competitive in lower-value segments where
middle-income countries also have production
capacities. Thus, low-tech goods continue to
form a significant part of China’s export profile,
with their relative share varying based on the
income levels of its trade partners.

On the import side (see Fig. 3), primary
commodities dominate China’s imports from
low- and middle-income developing countries,
underscoring the country’s dependence on
these regions for essential raw materials. While
developed countries continue to play a crucial
role in supplying commodities as well as mid-
tech and high-tech to China, the share of
advanced technology goods has been declining.
This highlights China’s growing capability to
produce advanced technological components
domestically or source them from alternative
markets, reducing its reliance on high-income
nations for cutting-edge technology.

China’s trade profile highlights its dual role
in the global economy. On the one hand, it is a
powerhouse exporter of manufactured goods
across the entire technological spectrum.

On the other, China heavily relies on natural
resources from developing nations and, albeit
decreasingly, technological components from
advanced economies. As China has advanced
to higher-value industries, it continues to
hold on to lower-value segments, leaving little
room for developing countries to climb the
value chain.



EXCURSION: The EU vs. China

The EU is a stronger partner for the Global South but struggles to compete with China.
When looking at the EU's manufacturing trade dynamics with developing countries (excluding
China), there are indications of declining competitiveness. These nations rely heavily on the EU for
high-value machinery and equipment. However, the EU’s trade surplus in these sectors appears

to be shrinking as China’s dominance continues to grow (compare Fig . 3 on China’s trade balance
above with Fig. 4 below).

Like China, the EU'’s trade with low-income countries remains minimal. However, notable
differences exist between the EU‘s and China’s trade relationships with developing countries. Lower-
and upper-middle-income countries rely less on EU inputs than Chinese inputs. Unlike China, the
EU has a trade deficit in consumer goods with lower-middle-income countries (see Fig. 4). European
imports are also more balanced, as the EU sources a slightly higher share of mid-tech goods from
low- and middle-income countries. As an important customer for these products, the EU represents
a key source of growth potential and a significant economic partner for these nations.

For developing countries, these dynamics offer both opportunities and constraints. While the
EU’s demand for goods provides an avenue for industrial upgrading and integration into global
value chains, the EU’s declining trade surplus signals increased competition, particularly from China.
Developing countries with stronger mid-tech capabilities may find a niche in exporting to the EU,
but low-income countries risk being left behind without proactive measures to deepen trade ties.
Despite these challenges, the EU’s trade patterns suggest it remains a relatively balanced partner,
offering opportunities for sustainable growth and deeper economic integration in developing
regions. Diversifying trade partnerships beyond China could further enhance local manufacturing
and economic resilience.

Figure 4: The EU’s trade relationship by country income level groups
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Summary: Global trade and the widening gap - of middle-income countries, with significant implications
Uneven dynamics in a polarised economy for local industries. Low- to medium-tech product
sectors, including consumer electronics, face stiff
China’s trade and investment strategies, such as the competition from China, which could pose challenges
Belt and Road Initiative, have reshaped global economic to domestic manufacturing bases and potentially lead
dynamics particularly in regard to developing and to deindustrialisation. Trade imbalances also highlight
emerging economies. Increasing its exports across how China’s export dominance and developing
the board to countries of different income groups countries’ high dependence on intermediary products
has helped China maintain its production capacities could constrain local development, leaving emerging
supported by its extensive subsidies. economies at risk of stagnation.

However, the composition of China’s trade indicates
that China outcompetes the manufacturing industries

1



Number of Interventions

TRADE DEFENCE STRATEGIES: A
TALE OF DIVERGENT PRIORITIES AND
CAPACITIES ACROSS INCOME GROUPS

As China’s export dominance continues to grow, many
nations, including those in the Global South, have
implemented protective trade measures aimed at
imports from China. These measures—such as anti-
dumping duties, import tariffs and other safeguards—
are designed to protect domestic industries from
perceived vulnerabilities and market disruptions.

This section examines the patterns and implications
of these trade defence measures, analysing Global
Trade Alert data on actions directed at China between
January 2016 and June 2024. It explores their
distribution by country, the sectors most affected and
the types of measures employed, offering insights into
global trade dynamics and the defensive strategies
adopted by various economies.

Defending trade: How income shapes sectoral
priorities and policies

Developing countries have implemented significantly
more protective trade measures against China than
high-income economies, demonstrating their active
involvement in addressing trade issues. Over the
past eight years, as China’s trade surplus has grown,
developing countries—primarily upper-middle-

income and lower-middle-income nations—have
implemented a fluctuating yet steadily rising number
of interventions, creating a significant gap compared to
high-income countries since 2020 (see Fig. 5).

Upper-middle-income and high-income countries
have implemented the most trade measures across
most sectors, which shows their vulnerability to
Chinese competition but also their greater legal
capacity and focus on trade defence strategies.
Sectors like “chemical and petroleum products”,
“machinery and equipment” and “metal and mineral
products” consistently see a high number of protective
measures across all income groups (see Fig. 6).

Upper-middle-income countries show a notable
concentration of trade measures in sectors like
“consumer electronics and communication devices,”
“machinery and equipment” and “motor vehicles and
transport equipment,” indicating intense competition
with China in these industries. This could be seen
as a response to China’s trade surplus with upper-
middle-income countries in machinery, equipment and
consumer goods, which significantly increased between
2018 and 2023, as discussed in the previous section.

In contrast, low-income countries show almost no
recorded trade defence measures, reflecting limited
resources or less engagement in trade policies overall.
This variation shows the differing levels of sectoral
competition intensity and trade vulnerability vis-a-vis
China across countries of all income groups.

Figure 5: Developing countries enact more protective trade measures than high-income countries
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Figure 6: Sectoral diversity and trade defence: Upper-middle-income economies
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CASE STUDY: Brazil ‘s trade with China & the challenge of re-industrialisation

In 2023, Brazil had a $633 billion trade surplus with China, driven by raw material exports like agricultural
goods, ores and minerals.”® However, in the manufacturing sector, China maintained a significant trade
surplus with Brazil, including in electronics and IT equipment. This growing trade imbalance could reinforce
Brazil's dependence on commodity exports and weaken its local manufacturing sector, posing a significant
challenge to its re-industrialisation efforts.

Figure 7: One-way street: Brazil’s lopsided consumer & electronics trade with China
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19 Zhou, Qian & Huld, Arendse (2024): China-Brazil Economic Ties: Trade, Investment and Opportunities. China Briefing, 04.10.2024:
https://www.china-briefing.com/news/china-brazil-economic-ties-trade-investment-and-opportunities/ (accessed 31.01.2025).
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The decline of Brazil's manufacturing sector: Brazil has experienced de-industrialisation over the past
two decades, as industry's share of GDP fell from 25.6% in 2000 to 20.8% in 20222° A former S8 billion
surplus in manufactured goods turned into a $90 billion deficit by 2019, largely due to China’s dominance
in global manufacturing.?’ The flood of low-cost Chinese imports has stifled domestic production, limiting
innovation and investment. High production costs and supply chain inefficiencies have further weakened
local manufacturing, increasing reliance on imports.

China’s growing influence in consumer electronics & IT equipment: China accounts for 53% of Brazil’s
consumer electronics® imports and 31% of its total consumer goods? imports. While these imports offer
affordable prices for consumers, they have also widened Brazil’s trade deficit and undermined local
manufacturing, making it increasingly difficult for domestic industries to remain competitive.

Brazil’s policy response & challenges: To counter these trends, Brazil has adjusted its import tariffs

and introduced anti-dumping measures on select Chinese goods. Its policies include higher duties on
electronics and IT equipment, local content requirements for solar panel production and anti-dumping rules
on consumer products like padlocks, pencils and gloves. However, as long as China continues to primarily
purchase Brazilian raw materials, trade imbalances will persist. To achieve re-industrialisation®, Brazil must
strengthen its industrial policies, invest in local supply chains and reduce its reliance on Chinese imports to
build a more competitive manufacturing sector.

Figure 8: Diverse defences: Trade measures across the
income spectrum
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Hammad, Salim (2023): Brazil: Current Trade Patterns with China Threaten the Promise of Re-Industrialization. BNP Paribas, 04.05.2023: https://economic-research.
bnpparibas.com/html/en-US/Brazil-current-trade-patterns-China-threaten-promise-industrialization-4/5/2023,48437 (accessed 31.01.2025).

Hammad, Salim (2023): Brazil: Current Trade Patterns with China Threaten the Promise of Re-Industrialization. BNP Paribas, 04.05.2023: https://economic-research.
bnpparibas.com/html/en-US/Brazil-current-trade-patterns-China-threaten-promise-industrialization-4/5/2023.48437 (accessed 31.01.2025). Garcia-Herrero, Alicia
(2023): China’s growing presence in Latin America is a problem for the West. Bruegel. 2811.2023,
https://www.bruegel.org/newsletter/chinas-growing-presence-latin-america-problem-west (accessed 31.01.2025).

HS 8471, 8517, 8518, 8525, 8528 computers, mobile devices, networking equipment, audio devices, cameras and display technology

BEC 61, 62 and 63: durable goods like electronics and appliances, semi-durable goods like clothing and footwear and non-durable goods such as toiletries and
cleaning products

Brazilian Government (2024): Brazil launches new industrial policy with development goals and measures up to 2033. Brazilian Government Website, 26.01.2024:
https://www.gov.br/planalto/en/latest-news/2024/01/brazil-launches-new-industrial-policy-with-development-goals-and-measures-up-to-2033

(accessed 31.01.2025).
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Looking at the types of defensive trade measures
employed, clear patterns emerge across income

groups. Import tariffs are the most prevalent measure,

especially in lower-middle-income (50.3%) and low-
income (72.2%) countries, reflecting their reliance
on straightforward protective policies. Anti-dumping
measures, anti-subsidy and local content and value-
added requirements are more frequently utilised by
high-income and middle-income countries. These
measures necessitate a more rigorous collection of
evidence to identify market distortionary practices
and require greater legal sophistication to file. High
income and upper-middle-income countries are
likely to possess more legal capacity to implement
advanced trade defence measures, reflecting a more
nuanced, strategic and multifaceted approach to
trade defence.

#09_2025

India, Brazil and Argentina: Leading the Global
South’s trade defence movement

The sheer number of protective measures taken
globally highlights China’s pricing practices in
international markets, particularly in sectors vulnerable
to dumping. A closer look reveals that a handful of
countries and jurisdictions account for the majority
of these measures. Global South countries, including
India (424), Brazil (336), Turkiye (176), Argentina
(151, Pakistan (92) and Indonesia (77), lead in
imposing trade defence measures against China

in the investigated timeframe (see Fig. 9). These
efforts reflect their determination to shield domestic
industries from perceived unfair trade practices and
to mitigate economic vulnerabilities linked to China’s
trade dominance.

Figure 9: Concentration of trade defence measures in select Global South countries
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In the specific realm of anti-dumping, India (136),
Argentina (47), Brazil (19), Vietnam (14), Indonesia (13)
and Pakistan (13) emerge as prominent implementers
(see Fig. 9). Conversely, African countries have a
much more restrained record of using trade defence
measures against China and of anti-dumping
measures in particular. The gap may reflect a
disparity in expertise in filing anti-dumping cases
and it underscores the need for capacity building
in developing countries that seek to protect their
industries against cheap Chinese imports.

Global South countries have increasingly criticised
China for its trade practices and for flooding markets
with cheap goods that undermine local industries
and stifle growth.2® Through international forums
and bilateral engagements, leaders are calling out

CASE STUDY: Geoeconomics of green
tech: How emerging markets navigate
China's dominance

China’s exports of green technologies—
such as solar panels, wind turbines, electric
vehicles and lithium batteries—have grown
exponentially. High-income countries

are most affected by competition from
Chinese products. While lower- and upper-
middle-income nations have also seen

a surge in green tech adoption, they are
simultaneously impacted by the growing
demand for raw materials—such as lithium
and rare earth elements—many of which by
are found within their own deposits and are d
essential for green technology production.
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these structural trade imbalances and asking for
partnerships that emphasise sustainability and mutual
benefit rather than dependency. At the Forum on
China-Africa-Cooperation (FOCAC) Summit in 2024,
African leaders advocated for the need to integrate
Africa into global value chains while advancing high-
quality technology transfer, green energy initiatives
and sustainable partnerships.? Leveraging their
abundant arable land and mineral resources, some
countries are encouraging Chinese companies to
conduct value-added processing and refining locally.
For example, Zimbabwe and Indonesia are advocating
for lithium refining within their borders.?” Similarly,
countries like Benin are banning the export of raw
cashew nuts to promote domestic processing and
boost value addition.?®

Chinese wind turbine exports by income group
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25 Patey, Luke (2021): How China Looses: The Pushback against Chinese Global Ambitions. New York: Oxford University Press; Douglas, Jason (2024): Chinas flood of
cheap goods is angering its allies too. WSJ. 03.12. 2024: https://www.wsj.com/world/china/chinas-flood-of-cheap-goods-is-angering-its-allies-too-51284954 (ac-

cessed 31.01.2025); Taplin, Nathaniel (2024): China’s Overcapacity Is Already Backfiring. WSJ. 16.04.2024,
https://www.wsj.com/world/china/chinas-overcapacity-is-already-backfiring-86f29e4a?st=cr9lllomnjbO0hi (accessed 31.01.2025).

26 Mboya, Cliff (2024): What happened in Beijing in September? An Analysis of FOCAC and the Geopolitics of Africa’s Partnerships. APRI, 04.11.2025,
https:/afripoli.org/what-happened-in-beijing-in-september-an-analysis-of-focac-and-the-geopolitics-of-africas-partnerships (accessed 31.01.2025).

27 Mambondiyani, Andrew (2024): Lithium boom: Zimbabwe looks to China to secure a place in the EV battery supply chain. Climate Home News, 26.01.2024:
https://www.climatechangenews.com/2024/01/26/zimbabwe-lithium-mining-china-ev-battery-supply-chain/ (accessed 31.01.2025). Medina, Ayman Falak (2024):
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28 Sander, Thomas (2024): Benin's decision to ban raw cashew exports starting April 2024. Medium, 09.01.2024,
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Impact on local producers: Emerging Chinese solar panel exports by income group

economies like Brazil and India, which have
their own green industrial policy goals, may
struggle to compete with large Chinese-

backed ventures that outscale smaller 15
domestic manufacturers. In Southeast Asia,
solar panel production has remained heavily o

dependent on Chinese intermediary goods,
generating little demand for local suppliers.?®
Meanwhile, countries rich in lithium and other
critical minerals primarily serve as raw material
exporters, while high-value processing and il
manufacturing continue to be concentrated in Ve
China.

Chinese lithium batteries exports by income group
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added production through local content ) J/

requirements.

2014 2016 018 2020 2022

Opportunities & challenges: Chinese
green tech investments create jobs, drive
technological advancement and support raraE

—a— High

decarbonisation efforts. However, recipient 2 s
nations must implement policies that foster o wmtiin
local innovation, technology transfer and joint
ventures to ensure local suppliers benefit from
Chinese assembly operations. The growing
geoeconomic rivalry between the US and o

China enhances the bargaining power of

emerging economies, enabling them to impose 5

local content requirements and secure greater ’%

value-added production within their borders. o s o o0 o T o

Chinese EV exports by income group

Source: Created by author, based on UN Comtrade data
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intermediary products’ in Adachi, Aya (2022): Japan's Chinese lesson —diversifying only production is not enough. MERICS, 07.09.2022:
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Unlike the responses triggered when high-income
countries take trade actions against China, Beijing
generally avoids retaliating against developing nations
that adopt trade defence measures. Countries such
as India and Brazil have successfully used these
mechanisms to shield their domestic industries from
a surge of low-priced imports, all without provoking
significant opposition from China. This strategy offers
a promising blueprint for other developing nations
seeking to promote industrial growth and generate
employment. However, the effective implementation
of such measures depends heavily on the presence
of robust trade monitoring systems and adequate
resources—both of which are often in short supply in
many developing economies.

Trade defence measures are commonly used to
counter China’s growing trade dominance. High- and
upper-middle-income countries lead in deploying
diverse strategies, while lower-income nations rely
on simpler tools like tariffs. India, Brazil and Argentina
are key players in protecting domestic industries
across the spectrum. These measures reflect varied
capacities and priorities, but also demonstrate
that China’s exports create economic pressures on
countries across different income groups unable
to compete with China’s scale. China’s production
overcapacity has the potential to create alignment and
common ground for Global South and EU policymakers
in jointly raising concerns about the need for more
equitable frameworks that distribute globalisation’s
benefits fairly.

ENHANCING THE EU'S ECONOMIC
RELATIONSHIP WITH THE GLOBAL
SOUTH: TRADE, DIVERSIFICATION AND
STRATEGIC COLLABORATION

The previous sections of this paper have highlighted
the far-reaching impacts of China’s trade and industrial
policies on the global economy, particularly in relation
to the Global South. China’s overcapacity has not only
shaped its domestic economic trajectory but has also
intensified global trade imbalances, placing increasing
pressure on developing economies. While China’s
export dominance has created opportunities for

affordable goods and infrastructure investments, it has
also raised concerns about deindustrialisation, market
distortions and the sustainability of trade relationships.

This paper has shown that in response, countries
across different income levels have begun exploring
policy tools to mitigate these risks, from trade defence
measures to localisation strategies that encourage
domestic manufacturing. However, developing nations
often face structural constraints—such as limited
regulatory capacity and a lack of resources—that
hinder their ability to counterbalance China’s influence
effectively. This creates a pressing need for stronger
partnerships that can help these economies build
resilience, diversify their trade networks and foster
sustainable industrial growth.

At this juncture, the EU has an opportunity to step
up as a strategic partner. By aligning its trade and
investment policies with the needs of developing
countries, the EU can support a fairer and more
balanced global trade environment (see Excursion
box in section 3). Through capacity-building
initiatives, trade agreements and sustainable industrial
cooperation, the EU can help mitigate the economic
pressures stemming from China’s trade dominance
while fostering mutually beneficial economic
relationships.

The following considerations explore how the EU
can work with developing nations in navigating these
challenges, strengthening global trade governance and
promoting long-term economic sustainability.

By recognising the shared international concerns
over China’s economic model, the EU can position
itself as a supporter of global solidarity. By advocating
for collective trade reform, the EU can strengthen
the legitimacy of the protective trade measures
taken by both developed and developing nations.

This alignment offers opportunities for the EU to
partner with emerging economies in addressing
shared challenges while fostering mutual growth and
resilience.

To address these challenges, the EU can assist
developing countries in building robust trade
monitoring systems and legal frameworks to effectively
tackle unfair trade practices. Concluding plurilaterals
with an inclusive and development-focused framework
would serve to strengthen capacity-building



programs.®' That way the EU can empower its partners
to protect their domestic industries from trade
challenges and predatory pricing practices, creating
stronger and fairer trade ecosystems.

Coordinated trade measures are another avenue
for fostering mutual benefits. The EU, in partnership
with developing nations, could design sector-specific
strategies that address shared vulnerabilities.®2 For
instance, joint actions could protect textile industries
in developing countries while ensuring fair competition
in European markets. Similarly, collaboration could
facilitate the transfer of green technologies to
developing nations without undermining EU industries,
striking a balance between fostering economic
opportunities and safeguarding domestic sectors.

To reduce overdependence on Chinese imports,
the EU could support trade diversification efforts by
encouraging partnerships and trade agreements with
alternative markets and promoting local manufacturing
in developing countries. By strengthening these supply
chains, emerging economies can build more resilient
and self-sufficient trade networks while reducing
vulnerabilities to external shocks.

Another key area of collaboration is sustainable
industrial development. By investing in green
industrial initiatives and local manufacturing
capacities, the EU can help developing nations
achieve long-term economic growth while aligning
with global environmental goals. Supporting the
transition to sustainable industries would ensure that
these economies remain competitive and resilient in
an evolving global market.

The EU is well-positioned to lead efforts to
harmonise trade policies with developing nations.
Through inclusive forums and trade summits, the EU
can foster dialogue and collaboration that ensures
equitable access to markets for all parties. For
example, agreements on EV tariffs could ensure fair

competition for EU automakers while supporting
emerging economies in accessing critical technologies.
Similarly, agricultural trade agreements could provide
new market opportunities for developing nations while
protecting EU producers.

Finally, the EU and its partners could use the
revenues collected through tariffs and trade
remedies to support development and diversification
efforts. These funds could be channelled into
programmes that enhance local manufacturing,
improve infrastructure and enable access to green
technologies * By reinvesting tariff revenues
strategically, the EU and its partners can transform
trade challenges into opportunities for mutual growth
and deeper economic ties.

31 Berger, Axel et al (2023): Reforming the WTO through inclusive and development-friendly plurilaterals. In: Journal of World Trade 57(6), 875-888.
32 Gunter, Jacob & Soong, Claus (2024): It's not us, it's you: China’s surging overcapcities and distortive exports are pressuring many developing countries too.

In: MERICS China Global Competition Tracker, 27.11.2024:

https://merics.org/de/tracker/its-not-us-its-you-chinas-surging-overcapacities-and-distortive-exports-are-pressuring-many (accessed 31.01.2025).

33 Rudloff, Bettina, (2024): Die EU zwischen unilateralen Nachhaltigkeitsansatzen und Handelsabkommen. SWP, 17.01.2025:
https://www.swp-berlin.org/publikation/die-eu-zwischen-unilateralen-nachhaltigkeitsansaetzen-und-handelsabkommen (accessed 31.01.2025).
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