ZEITGEIST SERIES
BRIEFING #14

;(Z’r A GLOBAL | st.Gallen _l
‘v{‘ Y TRADE Endowment
.\\_,_i__ // A LE IQT for Prosperity through Trade

Are Chinese corporate subsidies the only policy to influence
incentives to export EVs to the European Union?

Simon J. Evenett and Fernando Martin, 27 September 2023

In recent years EV producers in China, both Chinese and foreign, faced different policy-induced
incentives to export to the EU. Singling out Chinese subsidies to EV producers is sophistic.

On 13 September 2023 European Commission
President von der Leyen announced an anti-
subsidy investigation into EVs imported from
China. She asserted that the price of Chinese EVs
“is kept artificially low by huge state subsidies”
(emphasis in the original).

Under WTO rules for anti-subsidy investigations
asserting subsidies exist is not enough. Those
subsidies must alter market outcomes in the EU in
ways that harm local rivals. In turn, this begs the
question as to which public policies have
influenced Chinese incentives to export EVs to the
EU in recent years? An investigation reveals that
multiple policy initiatives bear down on Chinese
exporters, complicating the task of isolating the
effects of Chinese producer subsidies. Three
pieces of evidence are germane.

First, for sure Beijing has announced plans—even
“strategic plans"—for the EV sector. But plans don’t
always translate into tangible state action—so
showing a plan exists doesn't prove subsidies
harmed EU industry. Likewise, repeating opaque
consultancy “findings” of the total amount of
subsidies ($57bn in one case) for Chinese EVs
isn't good enough. Those subsidies could be
purchaser incentives, not grants to expand
capacity or to lower production costs. Different
subsidies do different amounts of harm to foreign
rivals and some may not harm foreign rivals at all.

What is undeniable is that publicly-listed Chinese
EV producers have reported in their financial
reports receiving state-provided financial grants.
Until recent years around twenty such reports
were filed every year, see Figure 1. In addition, in
its 2022 10-K filing Tesla reported receiving land
use rights from Shanghai’s local government and
§76 million in state grants during 2022. EC officials
wishing to impose import duties will, at a
minimum, have to show how the form of these
subsidies affected incentives to export to the EU.

Second, a major complicating factor is that, since
at least 2015, China has been reducing purchaser
incentives for EVs. By reducing the incremental
profits earned from selling EVs in the Chinese
market, the incentive to export has increased,
relatively speaking. Apparently, this logic has not
escaped European firms operating in China, the
gist of which was captured in a recent report in the
Financial Times: “China should do more to
stimulate domestic consumption, European
businesses have declared.” This reinforces the
point that the form of subsidy matters and implies
that foreign rivals aren't adverse to higher Chinese
subsidies when it suits their purposes.

Third, policy developments outside of China likely
influenced the incentive to export EVs to Europe.
Specifically, the first tranche of 25% import tariffs
imposed by the Trump Administration on imports
from China included electric and hybrid vehicles.
Those duties came into effect in mid-2018 and, as
Figure 2 shows, Chinese EV exports to the USA
promptly fell. What that figure also shows is that
since 2019 almost all Chinese EV exports to the EU
and USA ended up in the former. This is classic
trade deflection. Part of the surge in Chinese EV
exports to EU documented in Zeitgeist #13 was
driven by US trade policy, not Chinese subsidies.
Properly accounting for this is just one of the
challenges facing EC investigating officials.

Figure 2 contains another pertinent finding. Even
afterimposing a 25% import duty, Chinese exports
to the USA rose more than 40-fold from 2019 to
2023. This should challenge any assumption that
imposing sizeable EU import tariffs will choke off
Chinese EV shipments. Any reprieve for US EV
producers was, at best, temporary.

Inconvenient as it may be for some, simplistic
narratives about ever more generous Chinese
subsidies boosting EV exports should be
disregarded. Plus, the tariff weapon may have
much less punch than its advocates realise.
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https://ec.europa.eu/commission/presscorner/detail/ov/speech_23_4426
https://www.ajot.com/news/from-cheap-money-to-tax-breaks-evs-in-china-get-a-lot-of-love
https://www.sec.gov/Archives/edgar/data/1318605/000095017023001409/tsla-20221231.htm
https://www.gov.cn/xinwen/2015-04/29/content_2855040.htm
https://www.ft.com/content/4e1b2cdb-3a67-4567-be9b-062e6af69ee9
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Figure 1: Owning up to receiving subsidies from the Chinese state.
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Source: Global Trade Alert (GTA)

Figure 2: A 25% import tariff imposed by Washington DC deflected Chinese EV exports to the EU.
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Source: Trade Data Monitor LLC.
* 2023 data annualized.
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