
24-2 Trade policy, industrial policy, 
and the economic security of 
the European Union
Chad P. Bowon



2�

“This is why—after de-risking through diplomacy—the second strand of our 
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associated with the economic distortions it causes. 5 Domestic policymakers 
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Such trade dependency approaches have their limitations, however, because 
of deficiencies in the data available to policymakers. For example, information 
on the foreign source of imports may be available at a detailed (product) level, 
but the same level of aggregation is not typically available for foreign production 
or for input–output relationships involving foreign supply chains. (The graphite 
example presented below is one illustration of this potential limitation.) The 
European Union can be exposed indirectly: A disruption in country B can hurt 
EU imports from country A because A is dependent on imported inputs from 
B. Policymakers may not be able to observe this dependency, because it arises 
through input choices made by firms in country A in order to sell a good or 
service to the European Union. 10

Policymakers also need more information about the responsiveness time 
horizon. Beyond whether and how costly it is for EU consumers to find an 
alternative production source, policymakers want to know how quickly such a 
switch can materialize. This issue has taken on increased salience since product 
shortages developed during the pandemic and Russia’s war on Ukraine. 11 A final 
open question involves whether dependencies have the potential to shift more 
quickly and with less warning (to outsiders) when a major trading partner is a 
state-centric nonmarket economy. Is trade dependency on China, for example, 
riskier than dependency on some other country because China is more likely to 
use industrial policy and to do so through opaque means that make such shifts 
difficult for outsiders to observe and respond to?

2.2 How did we get here?

Three main factors explain why economic security suddenly became such a 
concern for policymakers: the success of the in
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7�



8�

Early evidence about firms’ response to incentives about resilience is mixed. 
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Figure 1 
Chinese exports of electric vehicles to the European Union have skyrocketed, 
leading to an EU anti-subsidy investigation

ROW = rest of world; EV = electric vehicle

Source:
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is merely a statistical artifact of the 6-digit Harmonized System code capturing 
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Figure 7
China is buying more EU exports and less US exports of manufactured goods 
since the trade war

ROW = rest of world; US = United States; EU = European Union
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China cut automobile sector imports from the United States during the trade 
war. In contrast, its imports from the European Union remained high, though 
they have slowed recently (panel b of figure 7). These factors highlight some of 
the  German policymaker concerns over German automakers being excessively 
dependent on the Chinese market. 46  

Overall, these data raise important questions about any EU de-risking 
strategy. Economic forces external to the EU–China relationship are pushing the 
European Union to trade relatively more with China, not less. If the European 
Union seeks to de-risk and European firms do not face all of the societal 
incentives to do so, the European Union may need to undertake explicit policy 
actions to adjust their incentives.

4. POLICIES TO REDUCE ECONOMIC INSECURITY

The European Union and other governments can deploy multiple policy 
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the economic shocks of shortages and inflation induced by the 1973 OPEC–led oil 
embargo. In 2022, following Russia’s invasion of Ukraine, the United States sold 
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economic externalities of the subsidy and whether it erodes the partner’s 
expected access to the EU or third-country markets. Such harmful effects—which 
are likely to emerge for large producing economies like the European Union—
make these subsidies “actionable” and subject to a policy response by the 
adversely affected trading partner. The cost–benefit calculation influencing the 
European Union’s decision on whether to impose a subsidy may thus also need to 
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manner across WTO members requires resort to specific TDIs. For example, if 
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Netherlands to manufacture advanced-node semiconductors, a dual-use good. 
When that negative externality arises because of the export of the good, a first-
best policy can be an export ban.

Export controls are mostly undisciplined under WTO rules. Article XI of the 
GATT provides the basic guidelines for export restrictions. Export quotas are 
forbidden, but the potentially economically equivalent policy instrument of 
an export tax is not. Even the ban on export quotas is subject to exceptions, 
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beneficial for advanced weapons systems—from getting to China. However, 




