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investments in China (which it continues to court), the Chinese consumer is unlikely to

respond well to America’s extreme measure on EVs when he or she chooses the next

car to buy.

Perhaps more worrying is the further escalation of tensions with China that the tariffs

represent – a dangerous trend with many repercussions. It may undermine any Chinese

willingness to play a moderating influence on the war in Ukraine. The tariffs also quash

any notion that the US intends to abide by World Trade Organisation rules. These two

considerations, by themselves, increase policy uncertainty globally and are bound to

have a dampening effect on international trade and investment (Al-Thaqeb and

Algharabali, 2019).

The US approach diverges from that of the EU, which is building a case for

countervailing duties under WTO rules. Although the outcome may also be new tariffs,

in the EU there will have been due process based on evidence. But politically,

prohibitive US tariffs place enormous pressure on the EU to apply its own. Even though

there is no immediate threat of trade diversion, EU firms such as Stellantis, and unions

that lobby for tariffs, will argue that Chinese EV exporters, cut off from the US market,

will focus on the huge EU market instead. Though EU firms are still the largest

exporters of EVs from China to the EU by a wide margin, the share of Chinese

indigenous manufacturers is rising rapidly. 

The adverse effect on trade relations of the new tariffs will extend beyond trade under

the WTO to encompass trade under regional agreements. This is because US

politicians are determined to avoid China-sourced products coming in through the

back door – strict rules of origin are already there to prevent that – and to prevent the

products of Chinese-invested companies from entering. In their view, even if batteries,

EVs and semiconductors are manufactured by a Chinese-invested company in a US

trading partner, and are entitled to tariff-free treatment under a regional agreement,

they should be discouraged. This also applies to Chinese companies producing in the
US . Mexico and Morocco are two examples of US regional trade agreement (RTA)

partners that host Chinese manufacturers of batteries and soon of EVs, where frictions

are bound to rise.

Even though the EU remains more open to Chinese producers on its territory than the

US (eg BYD in Hungary, CATL in Germany and Hungary), it will face a similar challenge

with its RTA partners if, as expected, it applies its own tariffs on Chinese EVs. These
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up a China-EU working party with a mission to identify and monitor EV subsidies,

and to reduce them with a view to eliminating the duty margin over a defined period. 

To ensure the long-term vibrancy and competitiveness of its car industry, to

safeguard the interests of its consumers, to sustain the green transition, and to

maintain good relations with China, the EU should adopt an open-door policy on

Chinese inward investment in its EV and battery sectors , while insisting on
continued fair treatment of its firms that have already established footholds in the

Chinese market. The EU may need to prepare, ultimately, to confront US restrictions

on China-invested cars produced in Europe, such as Geely-owned Volvos. 
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It is possible that, once embarked on this course, the EU may nevertheless face an

excessively rapid penetration of imported Chinese EVs sometime in the future.

Should that happen, the EU may resort to a WTO-compatible safeguard measure.

The advantage of the safeguard course is that the increase in tariffs would be time

bound (three years). Safeguard tariffs must, however, apply to all imports, not only

those from China.
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