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The use of economic pressure to force other countries to change their policies is a popular tool of today’s
international power politics. In the current transitional phase, the EU has become particularly vulnerable to
foreign attempts at economic coercion, especially from China. This not only poses a threat to European supply
chains but challenges the political sovereignty of the EU and its Member States. With its Economic Security
Strategy and the Anti-Coercion Instrument, the EU has taken initial steps to mitigate coercion risks. However,
there is still a lack of clear guidelines on the application of countermeasures and prevention strategies. By
combining insights from the academic literature with a trade analysis of coercion scenarios between the EU
and China, this ceplnput develops recommendations for a future EU Anti-coercion governance.

B Preventive measures should involve identifying and mitigating vulnerabilities not only in the EU’s current sup-
ply chains, but also in emerging trade relationships in the field of new technologies. To reconcile the need for
diversification with competitiveness, the EU must join forces with its trading partners. Cooperation within the
framework of trade agreements and strategic partnerships should focus on strengthening weak spots in joint
supply chains, drawing on technological cooperation and instruments to promote joint investment.

B The EU’s response to foreign coercion attempts must be designed to maximize its deterrent effect. This re-
quires the use of tailored countermeasures that target the opponent’s specific vulnerabilities. Coordinating
these countermeasures with the EU’s allies can significantly enhance their effectiveness and, consequently,
their deterrent effect. At the same time, countermeasures must remain proportionate in order to signal a
willingness to negotiate and to reduce the risk of escalation.

B To strengthen the EU-internal political consensus on coercion response, the EU should consider devising finan-
cial mechanisms that compensate stakeholders disproportionately affected by foreign coercive measures.

= Transparent communication is essential for an effective anti-coercion strategy. The European Commission
should provide open and precise information on its playbook of applying countermeasures and the limits of
the EU’s capacity to withstand external economic pressure. This minimizes the risk of coordination failures and
strengthens the credibility of future policy signals.
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1 Background

In an era shaped by geoeconomics as the foundation of political power, the weaponization of interna-
tional trade relations has become a regular phenomenon. Trade policy is no longer merely a tool for
influencing market outcomes and ensuring economic growth; it can also serve to advance political
interests far beyond the economic sphere. Such cases are referred to as economic coercion. At the
intergovernmental level, economic coercion can be defined as the exercise of economic pressure by
one state to compel another state to make or reverse a specific political decision.!

These concerns are not limited to developing and emerging economies. EU Member States as well as
the EU as a whole have recently been targets of coercion attempts. One case that served as a wake-up
call was China’s action against Lithuania. Following a change in Lithuania's foreign policy stance to-
wards Taiwan, the People’s Republic of China launched a targeted campaign against the EU Member
State. In addition to diplomatic pressure, the campaign included temporary restrictions on Lithuanian
products on the Chinese market and warnings to companies trading with China to buy Lithuanian in-
puts.? This is thus a prime example of a case in which an economic power abuses its strategic control
over international supply chains to impose political changes that have nothing to do with trade rules.
At the same time, it can no longer be assumed that coercive measures occur only between traditional
geopolitical blocs, as demonstrated by the U.S. attempt to blackmail the EU over the Greenland issue.

Looking ahead, this requires potential target states to address their economic vulnerabilities and de-
velop plans for effective countermeasures as a means of deterrence. However, the intertwining of
economic and political interests, which is characteristic of coercive scenarios, makes effective deter-
rence difficult. A coercive actor may be willing to accept an outcome in which the economic situation
of all parties involved deteriorates. Under these circumstances, there is a risk that strategies based
solely on economic interests will fail. At the multilateral level, uncertainty about future coercive
measures also complicates political coordination. The creation of a stable global trade order that bal-
ances economic interests can be undermined by arbitrary attempts to break rules in favor of political
priorities. The only solution to this is to create an environment in which economic coercion is no longer
viewed as a successful strategy. This requires both preventive measures and smart response strategies.
With the development of its Economic Security Strategy and the associated regulatory changes, the
EU is currently taking important steps in this direction.® However, there remains controversy over how
the EU’s expanded toolkit can be used most effectively.

This ceplnput contributes to the debate by analyzing the effects of coercive and anti-coercive strate-
gies against the backdrop of current international trade relations. First, it highlights key findings from
the game theory literature on the motivations for coercion and on coercive power. Second, using the
example of a coercion scenario between China and the EU, the consequences of various instruments
for countering coercion by China are empirically analyzed in a general equilibrium model of global
trade relations. The paper concludes with some basic guidelines for creating an EU governance frame-
work aimed at reducing the risks of coercion.

1 Model Diplomat (2026). Economic Coercion.

2 Andrijauskas, K. (2022). An analysis of China’s economic coercion against Lithuania. Council on Foreign Relations, 7.

3 European Commission / High Representative of the Union for Foreign Affairs and Security Policy (2023). Joint Communica-
tion to the European Parliament, the European Council and the Council on “European Economic Security Strategy”.
JOIN(2023) 20 final.
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2 Economic Coercion in International Trade

2.1 Coercion Instruments

Economic coercion can take many forms in today’s tightly interwoven global supply chains. Unlike the
anonymous economic pressure that stems from competition and markets, economic coercion is tar-
geted and driven by interests that go beyond the economic dimension. The goal of actors exercising
economic coercion is to induce a change in behavior among certain other actors by threatening them
with economic harm. Economic coercion is thus an expression of a perceived power imbalance in eco-
nomic relations. Two factors are essential to this power imbalance: the coercer’s economic leverage
over its victims and its willingness and ability to bear economic damage itself, if necessary, in the course
of the measures taken. Both factors are generally only observable to a limited extent, which gives
economic coercion the character of a signaling game.*

Economic coercive measures at the state level fall under the umbrella of sanctions policy.® In this case,
the goal of the measures is to enforce a specific policy change on the side of a foreign country. Such
measures may target specific individuals, businesses, or governmental activities in the country. They
may also target entire sectors or the economy of the country as a whole. This article focuses on this
macroeconomic form of economic coercion. Potential coercive measures can initially be classified at
the highest level into supply-side and demand-side measures. Supply-side measures restrict the target
country’s access to final goods and resources. This can include raw materials, energy sources, capital
goods, consumer goods, as well as intangible goods such as services and technological knowledge. The
greater the target country’s trade dependence, the more macroeconomically important the good in
question, and the lower the spatial (alternative trade partners) and technological substitutability, the
stronger the impact of a measure tends to be. Measures affecting physical goods can range from low-
threshold interventions, such as export licensing requirements and other administrative barriers, to
complete export bans. The outflow of technological knowledge can be prevented by prohibiting do-
mestic companies from engaging in cooperation and by implementing restrictive policies toward out-
ward FDI. However, unlike coercive measures in trade in goods, the effects of these policies generally
do not materialize until the medium term, which limits their effectiveness as an instrument of coercion.
Financial sanctions restrict target countries’ access to financial services. These can range from tight-
ened capital controls and the freezing of assets belonging to actors from the target country to exclusion
from the international payment system (SWIFT).®

Demand-side measures restrict the procurement of final goods and resources from the target country.
This encompasses the entire range of import restrictions, including tariffs, non-tariff measures such as
import quotas and technical barriers to market access, and even complete import bans. In addition to
such regulatory interventions, declines in imports can also be brought about by informal actions such
as calls for boycotts. A prerequisite for this is sufficient political influence over public opinion. China
has recently served as a good example of how authoritarian states aim to use information control to

4 Whang, T., McLean, E. V., & Kuberski, D. W. (2013). Coercion, information, and the success of sanction threats. American
journal of political science, 57(1), 65-81.
McLean, E. V. (2021). Economic coercion. The Oxford handbook of international political economy.

6 Cipriani, M., Goldberg, L. S., & La Spada, G. (2023). Financial sanctions, SWIFT, and the architecture of the international
payment system. Journal of Economic Perspectives, 37(1), 31-52.
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mobilize consumer patriotism.” A key economic lever of import restrictions is the size of the domestic
market. The larger the coercer’s market share, the fewer alternative sales opportunities the target
country has, and the more critical the export is to the target country’s macroeconomic performance,
the greater the impact of the measures. In the area of capital flows, restrictions can be imposed on
market access for capital from the affected country, for example in the form of strict licensing require-
ments or general bans on inward FDI. This impedes not only access to export markets but also to do-
mestic physical resources and knowledge.

2.2 Global Incidence

In practice, it is difficult to identify the relevance of economic coercive measures as an instrument of
international politics. This is partly because coercion can operate at various levels. Even beyond spe-
cific measures or explicit threats, the economic power of a country like China alone can prompt its
trading partners to align their policies with China’s preferences. Furthermore, when it comes to mo-
tives, it is not always possible to draw a clear line between political and economic interests. For exam-
ple, the imposition of economic sanctions may be motivated not only by the desire to bring about
political change in the target country, but also by the aim of improving the international competitive
position of one’s own companies.

Such difficulties are evident, for example, in the recent trade disputes between the US and China, as
well as between the US and the EU. On the one hand, the official motivation for US protectionist
measures is to force adjustments to the trade and industrial policies of these trading partners, which
the Trump administration views as unfair. On the other hand, there is the expectation that these
measures will directly create and secure jobs in the US. In general, in the case of large countries, refer-
ring to political motivations may simply mask a desire to leverage their market size to improve the
terms of trade through import restrictions. Finally, the growing diversity of coercion instruments also
blurs the evidence. This is particularly true for China, which has expanded its arsenal in recent years to
include numerous tools such as new export control mechanisms and blacklists.?

To identify recent trends, Clayton et al. (2025) choose a broad approach based on the concept of geo-
economic pressure.’ They apply text analysis to a large set of firm-level earnings calls and analyst re-
search reports across the globe. Their measurement of geoeconomic pressure relies on the frequency
with which firms and analysts discuss certain (actual or potential) policy actions, without distinguishing
the motives behind an action. As policy actions, they consider tariffs, financial sanctions and export
controls. At the global level, their analysis for recent years shows a substantial increase in frequency
and variety of policy actions. Moreover, the evolution of the shares of firms affected by such measures
shows spikes that are clearly in line with the timing of policy shifts. For instance, the share of firms
discussing tariffs skyrocketed during the first Trump administration and turned back to high levels soon
after Trump’s reelection. However, the inability to distinguish policy motives limits the analysis’ use
for identifying coercion incidence and risks.

7 Wong, A, Easley, L. E., & Tang, H. W. (2023). Mobilizing patriotic consumers: China’s new strategy of economic coercion.
Journal of Strategic Studies, 46(6-7), 1287-1324.

8 Gehrke, T. (2026). Beijing hold’em: European cards against Chinese coercion. Council on Foreign Relations. Policy Brief.

9 Clayton, C., Coppola, A., Maggiori, M., & Schreger, J. (2025). Chokepoints: Identifying economic pressure (No. zsc4x_v1).
Center for Open Science.
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Other measurement approaches are based on legal texts. The Global Sanctions Database lists cases of
interstate economic sanctions differentiated by official motives for the past 70 years until 2023.%° It
documents an increasing variety of motives and countries involved as sanctioning parties. However,
its limitation to actually implemented sanctions does not make it suitable for an analysis of the occur-
rence of coercion threats.

Gathering evidence of coercive threats is further complicated by the fact that threats and actual ac-
tions may be intertwined as part of a multi-stage strategy of gradual escalation. In their analysis of
China’s coercive tactics, Adachi et al. (2022), for example, note that China tends to limit coercive
measures at the outset of a conflict to carefully selected sectors and foreign companies. This is in-
tended to signal China’s resolve, while keeping the initial damage to the target countries limited and
leaving the door open for negotiations.!* The imposition of moderate sanctions can thus also serve as
a threat to move toward more far-reaching measures. Furthermore, Adachi et al. (2022) note a broad-
ening of China’s motives for implementing coercive measures. This further reduces the predictability
of future threats of coercion. It is therefore crucial to gain deeper insights into the causes and conse-
quences of coercive measures.

2.3 EU Vulnerabilities

When identifying the EU’s vulnerabilities as a target of economic coercive measures, the focus is in-
creasingly shifting to the value chains of a limited number of future technologies. The significance of
these technologies lies in their role as catalysts for the EU’s environmental and digital transformation.
Access to these technologies is crucial for achieving the EU’s long-term policy goals. At the same time,
current global production and (in some cases) research capacities for these technologies are heavily
concentrated in few regions, with China largely playing a dominant role, particularly in the upstream
stages.'? This enables China to utilize critical technologies as a means of economic leverage for broader
purposes. This is already evident in the recent export restrictions on rare earths for permanent mag-
nets®® and metals used in semiconductor production*. Although China portrays these measures as a
proportionate response to trade restrictions imposed by the United States and European countries,
they could serve as a blueprint for future initiatives aimed at blackmailing Europe on more fundamen-
tal political issues.

From the EU’s perspective, this focus on micro-level coercive measures significantly complicates the
development of a response strategy. This applies to both short-term countermeasures and strategies
for reducing vulnerability in the long term. Vulnerabilities must be assessed based on regular analyses
of individual technological value chains. The high level of granularity and the significant geographic
fragmentation of global value chains for technologies such as semiconductors require extensive data
collection and advanced analytical methods. Existing import dependencies alone are insufficient as a
benchmark. They must be combined with indicators of substitution potential, both from a technologi-

10 Syropoulos, C., Felbermayr, G., Kirilakha, A., Yalcin, E., & Yotov, Y. V. (2024). The global sanctions data base—Release 3:
COVID-19, Russia, and multilateral sanctions. Review of International Economics, 32(1), 12-48.

11 Adachi, A., Brown, A., & Zenglein, M. J. (2022). Fasten your seatbelts. How to manage China’s economic coercion. MERICS
China Monitor.

12 European Commission (2023). Investment needs assessment and funding availabilities to strengthen EU's Net-Zero tech-
nology manufacturing capacity. Commission Staff Working Document. SWD(2023) 68.

13 European Parliament (2025). China's rare-earth export restrictions.

14 Nassar, N. T., Shojaeddini, E., Alonso, E., Jaskula, B., & Tolcin, A. (2024). Quantifying potential effects of China’s gallium
and germanium export restrictions on the US economy (No. 2024-1057). US Geological Survey.
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cal standpoint (potential for a technology shift) and from a geographic perspective (alternative trading
partners). > Furthermore, reducing vulnerability by building domestic capacity is particularly costly un-
der these conditions. It requires very selective targeting of policy support toward a few technologies
with uncertain development potential, thereby replacing external policy risks with technological risks.

Furthermore, the imbalance between the currently limited macroeconomic relevance of these new
technologies and their significance for future growth potential requires a nuanced approach to design-
ing appropriate countermeasures. First of all, this jeopardizes the very possibility of reaching a political
consensus on the implementation of countermeasures. This is particularly true for the EU, where cur-
rent jobs in high-tech manufacturing are concentrated in just a few Member States'®, while other econ-
omies are not significantly affected by Chinese supply bottlenecks in the short term. Furthermore, this
complicates the scaling of countermeasures, as the severity of the damage inflicted on the Chinese
economy should be proportionate not only in the short term but also from an intertemporal perspec-
tive. In addition, the increased importance of intra-industry trade with China in recent years means
that the EU must carefully monitor the collateral damage that countermeasures could cause to the
European economy and the economic interests of its allies.

Under these conditions, EU anti-coercion strategies require a sustainable governance framework. With
the Anti-Coercion Regulation (see next Section), the EU has taken an important step in this direction.
However, assigning responsibilities and defining clear procedures are only part of the solution. To fully
leverage the potential of these institutions, policymakers must gain a deeper understanding of the
implicit rules of coercion games and the options for shifting the balance of power in favor of the EU.

3 The EU Anti-Coercion Instrument

On December 27, 2023, an EU regulation implementing an anti-coercion instrument entered into
force.l” Based on experience from previous cases of attempted economic extortion, the regulation
aims to establish an EU-wide system to deter and respond to coercive measures by third countries.
The basis for this is the official determination of an incident of economic coercion through a Commis-
sion implementing act. This condition is deemed to be met when a third country imposes—or threat-
ens to impose—a measure that affects trade or investment with the aim of coercing the EU or its
member states into making specific political decisions. The Commission examines potential cases both
on its own initiative and in response to a duly substantiated request from Union companies and other
private actors. If economic coercion is determined to have occurred, the regulation provides for a se-
ries of specific countermeasures. These begin with the possibility of joint consultations with the ac-
cused third country, during which options such as direct negotiations or the initiation of international
arbitration to resolve the matter are explored. Should this prove insufficient to end the coercion, the
Union will take its own unilateral countermeasures from a list of measures set out in the annex. These
encompass a broad spectrum of measures, ranging from traditional counter tariffs to exclusion from
public procurement and restrictions on the protection of intellectual property rights—even if this re-
sults in noncompliance with existing international obligations (see Figure 1). Furthermore, this instru-

15 Woods, D. (2026). The Price is Not Right: Economic Power as Control Over Feasibility in International Political Economy.
Chinese Political Science Review, 1-26.

16 Wolf, A. (2026). The Economics of “Buy-European”. cepStudy No.3/2026.

17" European Union (2023). Regulation (EU) 2023/2675 of the European Parliament and of the Council of 22 November 2023
on the protection of the Union and its Member States from economic coercion by third countries
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ment differs from existing defense instruments in that it can be applied even in phases where hostile
measures have not yet been implemented but are merely being brandished as a threat.

Figure 1: List of potential EU coercion response measures
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Source: European Union (2023), own illustration.
4 Analysis of Coercion as a Strategic Game

4.1 General Rationale of Economic Coercion

From the objective perspective of game theory, attempts at economic coercion in the realm of inter-
national politics are not simply hostile acts, but rather cooperative games between states. The overall
outcome of such a game depends on the actions of both parties: the state attempting to coerce (the
“sending state”) and the target state. Therefore, both parties must think strategically, that is, take into
account the incentives and expected reactions of the other side as part of their decision-making pro-
cess. In recent years, economic theory, particularly the literature on the effectiveness of economic
sanctions, has examined the behavioral implications of various coercive scenarios.

Economic theory, especially the literature on the effectiveness of economic sanctions, has examined
the behavioral implications of a variety of coercion scenarios in recent years.'® An important insight
from this literature is that, from an economic perspective, coercion is not necessarily a zero-sum game
when relevant information is incomplete. It can become a constructive tool for countries to balance
their geopolitical power preferences with their sensitivity to economic costs. In a negative scenario,
however, it can also lead to mutual economic losses that are disproportionately high compared to the
significance of the political issue that triggered the coercion.

To understand this line of reasoning, it is essential to distinguish between actual coercive or counter-
coercive measures and political threats. Actual economic sanctions, such as export bans or market
access restrictions, typically lead to welfare losses due to market distortions. These result in damage
to the economic welfare of both countries, provided that there is no extreme disparity in their eco-

18 peksen, D. (2019). When do imposed economic sanctions work? A critical review of the sanctions effectiveness literature.
Defence and Peace Economics, 30(6), 635-647.
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nomic power (see next section). Therefore, in a scenario with complete information, actual coercion is
not to be expected. Both countries are aware of the effectiveness of economic policy tools as well as
the political preferences of the opposing country. They can thus assess from the outset whether it
makes sense for the target country to yield to the political demands of the imposing country or not.
This leads to a negotiated solution in which the enforcement of economic sanctions becomes unnec-
essary and damage to economic welfare can be avoided.®

If, on the other hand, the information is incomplete, coordination becomes more difficult. This applies
above all to the political preferences of both countries involved. The target country may not be aware
of the actual significance of the underlying political issue for the sending country or how determined
that country is to enforce its political will. The sending country may not be able to assess the im-
portance of political sovereignty for the target country and thus its willingness to bear economic costs
to preserve its sovereignty. Under these circumstances, the threat of a specific coercive measure can
serve as a mutual signal regarding political preferences. Through the severity of the announced meas-
ure, the sending country signals its determination. Through its reaction, the target country signals its
political resistance.?®

In this way, hard-to-quantify political preferences are indirectly revealed and quantified through ex-
pected economic sanction costs. As a consequence, a one-time coercion threat can illustrate the geo-
political power distribution and thus contribute to avoid misunderstandings and clashes between the
countries in the future. Such a signaling game should function best if it rests on policy measures whose
implementation would be similarly harmful to both countries, thus ensuring a balance in the strength
of signals.

However, as several studies show, complex decision-making scenarios in practice can significantly un-
dermine the effectiveness of such preference signals. Above all, countries derive information about
the preferences of other countries not only from recent interactions but also from the history of bilat-
eral and multilateral relations. For example, if a previous instance of coercion ultimately led to the
coercing country backing down from its demand, this may give the impression that the coercing coun-
try is prone to making empty threats.? In other words: The target country assumes that the coercive
signal is distorted, i.e., the sending country is intentionally exaggerating its willingness or ability to bear
economic costs. Consequently, future threats of coercive measures of similar severity from the same
sending country are no longer viewed as credible and are ignored, which prevents a resolution of the
political issue. This, in turn, may prompt the sending country to escalate the situation by issuing more
drastic threats and/or actually enforcing the sanctions policy in order to regain its credibility, even if
this results in disproportionately high economic costs.??

Another reason why signals conveyed through the threat of coercive measures may fail is a lack of
understanding of the economic costs of such measures. This risk applies to both domestic and external
costs. Underestimating the actual domestic economic costs of a particular sanctions policy can lead
both the sanctioning country and the target country to pursue an excessively risky strategy. A misjudg-

19 lacy, D., & Niou, E. M. (2004). A theory of economic sanctions and issue linkage: The roles of preferences, information,
and threats. The journal of politics, 66(1), 25-42.

20 Drezner, D. W. (2003). The hidden hand of economic coercion. International organization, 57(3), 643-659.

21 peterson, T. M. (2013). Sending a message: The reputation effect of US sanction threat behavior. International Studies
Quarterly, 57(4), 672-682.

22 Whang, T., & Kim, H. J. (2015). International signaling and economic sanctions. International Interactions, 41(3), 427-452.
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ment of the external costs of a sanctions policy leads to misinterpretations regarding the extent of the
opposing country’s political resolve. This can lead to poor decisions on both sides. For example, an
overestimation of external costs could cause a target country to yield too easily if the costs are viewed
as a credible signal of resolve. However, an overestimation of foreign costs could also lead to the mis-
interpretation that the threat was empty and that concessions are therefore unnecessary. This would
increase the risk that the sanctioning country would feel compelled to actually enforce the sanctions
policy. These risks arising from flawed decision-making are particularly high when one country has an
information advantage over the other, leading to differing conclusions regarding behavioral responses.

Thus, credibility issues and cost uncertainty together contribute to blurring coercive signals and reduc-
ing the predictability of responses. This leads to a higher risk that sanctions will actually be imposed,
despite their negative welfare effects for both parties involved (“coercion trap”). Against this backdrop,
the literature has examined the economic and institutional conditions that influence the risk of such
enforcement traps.

One aspect concerns the role of the political system. In democracies, governments must signal their
resolve not only to other countries but also to their own citizens. For democratically accountable gov-
ernments, the reputation of making empty threats carries particularly high political costs. This not only
undermines the signals sent abroad but also leads to dissatisfaction among domestic voters due to
broken promises. Therefore, all else being equal, threats of coercive measures by democratically gov-
erned sending states should carry greater credibility than those from dictatorships. This, in turn, in-
creases the chances that coercive measures will be successful even in the threat phase, thereby reduc-
ing the risk of ending up in a coercive trap.% The political system of the target country also plays a role.
All other things being equal, democracies are less resilient to coercive measures.?® The expected eco-
nomic damage caused by coercive measures leads to domestic political resistance against a hard line,
especially when the measures target voter groups that are of great importance to the ruling parties.
Put simply, coercive measures are therefore least risky when they occur between democratic countries
and most risky between dictatorships.

The existence of international institutions can also influence the outcomes of coercive measures. In
particular, a functioning multinational dispute resolution mechanism can serve as a coordination tool
that reduces uncertainty regarding the preferences of opposing countries and offers neutral conflict
resolutions. Anesk and Faccini (2019) argue that without such mechanisms, the sending countries are
more likely to make excessive demands on the target countries in order to demonstrate their resolve.
Since this reduces the target countries’ willingness to comply, the risk that coercive measures will be
implemented is higher.?®

Another relevant factor is the degree of economic integration between the country of origin and the
destination country. Bapat and Known (2015) note that the risk of enforcement measures being im-
posed is low when economic interdependence is high.?® This is because a heavy reliance on the host
country as a supplier or market tends to mean that coercive measures and potential countermeasures

23 \Walentek, D., Broere, J., Cinelli, M., Dekker, M. M., & Haslbeck, J. M. (2021). Success of economic sanctions threats: coer-
cion, information and commitment. International interactions, 47(3), 417-448.

24 Allen, S. H. (2008). The domestic political costs of economic sanctions. Journal of Conflict Resolution, 52(6), 916-944.

25 Anesi, V., & Facchini, G. (2019). Coercive trade policy. American Economic Journal: Microeconomics, 11(3), 225-256.

26 Bapat, N. A., & Kwon, B. R. (2015). When are sanctions effective? A bargaining and enforcement framework. International
Organization, 69(1), 131-162.
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exacerbate the damage to the sending country’s own companies. Kim (2013) emphasizes that the form
of economic integration can also play a role. If the sending country’s foreign direct investment in the
host country consists predominantly of wholly owned subsidiaries, there is greater reluctance to im-
pose coercive measures than if the direct investment is concentrated in joint ventures with companies
in the host country.?’

Overall, the literature suggests that the more asymmetrical the expected costs are, the less likely con-
flicting geopolitical interests are to lead to harmful economic coercive measures. When a potential
aggressor state anticipates particularly high costs, it is unlikely that coercive measures will be taken at
all. If the target country anticipates particularly high costs, the attempt at coercion is likely to end at
the threat stage. The target country will tend to yield to the pressure.

In this light, the risk of an escalating cycle of economic sanctions between the EU and the People’s
Republic of China appears to have increased in recent years. China’s rapid industrial growth and mod-
ernization strategy have significantly increased its economic leverage on the EU (see Section 2.3). At
the same time, the EU continues to play a significant role in China’s long-term growth strategy, both
as a source of high-end technology and as a market for industrial overcapacity. This balance increases
the risk that misjudgments regarding political resolve or economic stakes in specific cases will result in
a mutually harmful coercion trap. Uncertainty on the macroeconomic relevance of chokepoint tech-
nologies and the decline of multinational institutions for conflict resolution further exacerbate these
risks. It is therefore crucial for the EU to be able to accurately assess its negotiating position in future
conflict situations and to improve it in a targeted manner. Recent literature also provides important
insights in this regard.

4.2 Determinants of Coercion Power

Trade patterns are a key factor in explaining the distribution of coercive power. Studies show that this
influence extends beyond bilateral trade dependencies. Peterson (2020) identifies a country’s overall
position in global trade networks as a crucial determinant. He finds that a target country is most likely
to yield when the sending country is well-connected to the global trade network and bilateral trade is
of low value to the sending country. Sending countries that are centrally positioned in global trade
networks are more likely to issue threats.?® These effects of network centrality can be explained by at
least two mechanisms. Countries in central positions can draw on more alternative trade channels in
the event of coercive trade measures.? Central countries also find it easier to secure political allies in
situations involving coercive conflicts, thereby increasing their leverage against the opposing country
through coordinated sanctions.

Therefore, decoupling alone appears to be an insufficient strategy for reducing vulnerabilities to eco-
nomic blackmail. In some cases, it might even prove harmful if decoupling from the supply chains of a
central country in trade networks increases the economic distance from potential allies. Rather, po-

27 Kim, D. H. (2013). Coercive assets? Foreign direct investment and the use of economic sanctions. International Interac-
tions, 39(1), 99-117.

28 Ppeterson, T. M. (2020). Reconsidering economic leverage and vulnerability: Trade ties, sanction threats, and the success
of economic coercion. Conflict Management and Peace Science, 37(4), 409-429.

29 Mclean, E. V., & Whang, T. (2010). Friends or foes? Major trading partners and the success of economic sanctions. Inter-
national Studies Quarterly, 54(2), 427-447.
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tential targets of economic coercion should focus on improving their own network centrality by forging
and strengthening trade partnerships with a variety of partners.

Besides the partner portfolio, opportunities for trade substitution also depend on the level of adapta-
tion costs.?® In high-tech industries characterized by restricted knowledge flows and a high degree of
product differentiation, replacing trading partners for critical resources can result in significant transi-
tion costs related to product quality, logistics requirements, and knowledge collaboration. The
stronger the existing product development symbiosis with a country, the more costly it will be to es-
tablish alternative supply channels. Mitigating these cost risks from the outset requires that potential
targets of coercion also diversify their international development and innovation partnerships.

The structure of bilateral trade between the sending and target countries is also important. This is not
adequately captured by macro-level trade dependencies. For instance, Chavez (2026) finds no evi-
dence that a target country is more willing to acquiesce when a dominant share of its exports goes to
the sending country. However, what is shown to matter is the sectoral structure of bilateral trade. A
higher share of intra-industry trade with the sending country reduces the willingness to acquiesce, due
to greater opportunities to replace imports with domestic production.?! The product diversity of the
target country’s overall export mix also enhances its resilience to attempts at coercion. Significant bi-
lateral trade at the inter-industry level can increase the target country’s vulnerability, but only if im-
ports are concentrated in goods where the exporting country holds a comparative advantage.3? Con-
sequently, existing policy-induced trade distortions (e.g., subsidies, product-specific tariffs) can reduce
the risk of coercion for potential target countries if they divert trade patterns away from comparative
advantages.

The political system is another area of investigation. Autocratically governed states can more easily
suppress public discontent regarding the damaging effects of sanctions. All else being equal, this puts
them in a stronger negotiating position, making them more determined senders and more resilient
recipient countries. At the same time, the literature points to the need for a more nuanced view of the
role of political institutions. Peksen (2019) finds that dictatorships in the form of single-party and mil-
itary regimes are indeed less likely to acquiesce than democracies, but personalist regimes are not.
This is explained by the smaller institutional capacity of personalist regimes, making them less likely to
withstand public pressure.3® The complexity of political decision-making processes is also a relevant
factor. Target countries with complex formal or informal institutions and many potential veto players
are at a disadvantage. They are shown to be more likely to yield to coercion threats.>*

From the EU’s perspective, these results underscore the need to develop a value chain-oriented trade
diversification strategy. Improving Europe’s negotiating position with China requires a holistic ap-
proach that focuses not merely on trade flows in goods where dependencies are currently high, but
on eliminating potential bottlenecks across all stages of value chains, including technology develop-

30 Crescenzi, M. J. (2003). Economic exit, interdependence, and conflict. The journal of Politics, 65(3), 809-832.

31 Akoto, W., Peterson, T. M., & Thies, C. G. (2020). Trade composition and acquiescence to sanction threats. Political Re-
search Quarterly, 73(3), 526-539.

32 Kavakli, K. C., Chatagnier, J. T., & Hatipoglu, E. (2020). The power to hurt and the effectiveness of international sanctions.
The Journal of Politics, 82(3), 879-894.

33 peksen, D. (2019). Autocracies and economic sanctions: The divergent impact of authoritarian regime type on sanctions
success. Defence and Peace Economics, 30(3), 253-268.

34 Jeong, J. M., & Peksen, D. (2019). Domestic institutional constraints, veto players, and sanction effectiveness. Journal of
Conflict Resolution, 63(1), 194-217.
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ment and infrastructure. Gradual decoupling from China in areas with significant trade asymmetries is
an integral part of such a diversification strategy, but it does not guarantee a reduction in the risk of
coercion.

On the contrary, overly ambitious attempts at rapid decoupling in areas with high adaptation costs
could be counterproductive. By requiring a significant shift of domestic capital to unexplored, risky
markets with unfavorable competitive conditions, they increase Europe’s vulnerability to external eco-
nomic pressure during the transition phase. Examples of this are discussed in the next section. One
promising way to reduce these transition risks is to share them with economic partner countries
through joint capacity-building and trade policy coordination. From a long-term perspective, this also
avoids the welfare losses from de-specialization associated with autarky strategies. Furthermore, it
increases Europe’s scope for effective counterstrategies, which acts as a deterrent against future at-
tempts at coercion.

4.3 Economic Coercion in the Context of the Green Transformation

Europe’s ambitious path toward climate neutrality has mixed effects on its susceptibility to economic
coercion. In the long term, a successful green transformation can significantly reduce coercion risks by
establishing a decentralized energy supply architecture that eliminates external dependencies on fossil
fuels. However, the shift in production technologies associated with this architecture creates new vul-
nerabilities during the transition phase. First, this begins with changes in resource requirements. Cli-
mate-neutral technologies in manufacturing, housing, and transportation require a range of minerals
that are currently rare and difficult to substitute. The mining and processing of these minerals are
currently heavily concentrated in a few third countries, primarily in China.?® Increased adoption of
these technologies can thus be expected to result in a new surge in inter-industry trade with these
countries, creating new chokepoints that will become increasingly important over time.

Second, the significant economies of scale associated with many climate-friendly technologies provide
policymakers with considerable leverage to shape future comparative advantages. In this context, po-
litically driven capacity-building through subsidies or other support mechanisms not only improves
competitive conditions but can also create a real comparative advantage through accelerated learning
and resulting productivity gains. This gives first-mover countries a cost advantage. The resulting market
dominance creates path dependencies that make it particularly difficult for other countries to catch
up.®® In the past, China has used this strategy very successfully in areas such as PV and battery tech-
nologies.?” Such a strategy enhances the country’s economic coercive power, especially when it is fo-
cused on essential cross-sector upstream technologies such as energy generation. Europe’s hesitation
to promote domestic green manufacturing capacities has thus clearly increased its vulnerability to co-
ercion by China.

Third, the green transition also creates distributional dynamics within the EU that can reduce Europe’s
overall resilience to external pressure. Most notably, people in European regions previously dominated
by fossil-fuel-based industries are facing significant adaptation costs and economic uncertainty. The
transition also affects the relative value of skills and, consequently, the distribution of income across

35 Wolf, A. (2022). Europe's position on raw materials of the future. ceplnput No.11/2022.

36 Kusters, A., Wolf, A. (2026). Europe’s twin dependencies: Building energy and digital autonomy in a fragmented world. 1Al
Brief No.26/26.

37 Wolf, A. (2024). Net-zero industry valleys in Europe. cepStudy No.5/2024.
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skill groups. In such a climate, threats of external coercion targeting key European value chains can
amplify economic uncertainty and further heighten the concerns of vulnerable groups. Taking a firm
stance against such threats can therefore be politically very difficult.

Finally, the regulatory complexity of the green transition also indirectly impairs the EU’s institutional
agility in responding to coercive threats. It ties up significant political and administrative resources of
the EU and its member states in negotiating and enforcing climate-related laws. This reduces capacity
for geoeconomic monitoring and strategy development. Moreover, any potential countermeasure
(e.g., import tariffs on climate technologies) must be assessed based on its consistency with the EU’s
transformation goals and its interaction with existing EU regulations, thereby limiting the scope for
rapid responses.

5 Empirical Analysis of EU-China Coercion Scenarios

5.1 Method

To illustrate the macroeconomic relevance of coercion risks in the EU-China relationship, a model-
based scenario analysis is performed. It links an economy-wide trade model with basic game theory,
simulating decisions of policy-makers in China and the EU based on expected macroeconomic damage.
The trade part is represented by a global Computable General Equilibrium (CGE) model. It models in-
put-output relations both across sectors and economies, which allows to assess the role of interna-
tional supply chains in coercion scenarios. Moreover, in contrast to basic Input-Output modelling, it
also explicitly parametrizes trade costs and degrees of technological substitutability, two crucial factors
for coercion risk (see Section 4).

As highlighted in Section 2.3, China currently controls various segments of industrial value chains es-
sential for Europe. In the following, we focus on high-tech industrial equipment as a potential object
of Chinese coercion attempts. This choice is made for two reasons. Firstly, in parts of the high-tech
segment essential for future technologies, producers from China have developed dominant market
positions over time. Foremost, this includes permanent magnets, solar modules and lithium-ion bat-
teries, essential components for a variety of modern industrial applications in the automotive, machin-
ery and energy sectors. Overcoming these dependencies in the short-term is difficult, both due to
China’s technological superiority and its hold on the supply of critical minerals like rare earth metals
and lithium needed for production. Secondly, China has already demonstrated in the recent past its
willingness to use its control on supply chains of future technologies as a strategic asset in trade con-
flicts. For instance, the export licensing policy introduced in 2025 for rare earth technology equipment
provoked heavy political reactions among trade partners like the US and subsequent negotiations,
stressing the relevance of these technologies.®

The basic structure of the CGE model is that of an international multi-sector model featuring product
differentiation and input-output relations between sectors. Competition in industrial sectors takes the
form of Dixit-Stiglitz monopolistic competition. Producers compete in different product varieties and
set price mark-ups to compensate fixed costs. Market entry and exit is endogenous and determined
by a zero-profit condition. Production technologies are characterized by a nested CES production func-
tions with four levels. At the first level, production is based on a value added composite (capital and

38 Reuters (2025). US gets rare earth reprieve from China, but not rollback.
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labor) and a bundle of intermediate products as production factors. The value added composite is
assumed to be perfectly mobile across domestic sectors and immobile across countries. For data rea-
sons, it is not further differentiated.>® The intermediate bundle is composed of products from (poten-
tially) all sectors and countries/regions. At the second level, it is split into cross-country sectoral aggre-
gates, with input productivities and elasticities of substitution specific to the respective downstream
sector. At the third level, the cross-country sectoral aggregates are further split into sectoral aggre-
gates from single countries/regions. Products from the same sector but different countries/regions are
assumed to be only imperfectly substitutable, reflecting within-sector specialization of countries/re-
gions (Armington approach). At this level, input productivities and elasticities of substitution are like-
wise specific to the downstream sector. Finally, at the fourth level, country-specific sectoral aggregates
are split into single product varieties representing the activity of single firms. Non-industrial sectors
are modelled as perfectly competitive and governed by homogeneous products and constant returns
to scale. Otherwise, they share the same basic structure of production functions. A graphical represen-
tation of the production structure (“technology tree”) is shown in Figure 2. For the mathematical rep-
resentation, see Balistreri and Rutherford (2013).%°

Figure 2: Nesting structure of production in the multi-country CGE model
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Final consumption is modelled as one representative household per country/region, whose prefer-
ences feature shrinking marginal utility and a love of variety. The governmental sector only decides
about imposing restrictions on the exports of high-tech equipment. Export restrictions are modelled
as percentage cost mark-ups on each unit of a good exported. These additional costs can be under-
stood as the costs of exporters for obtaining export permits, e.g. the price of export licenses. The costs
are allocated to the budget of the representative household in the exporting country, assuming that
license revenues are transferred to households.

39 The OECD Inter-Country Input-Output Tables do not offer a split of value added by factor of production (i.e. capital and
labor).

40 Balistreri, E. J., & Rutherford, T. F. (2013). Computing general equilibrium theories of monopolistic competition and het-
erogeneous firms. In Handbook of computable general equilibrium modeling (Vol. 1, pp. 1513-1570). Elsevier.
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The game theoretical part of the analysis is kept very simplistic. China and the EU are assumed to
engage in a sequential non-cooperative game. China is the first-mover and decides on whether to apply
guantitative restrictions on exports of high-tech equipment to the EU or not. The goal is to enforce a
certain (not further specified) policy change by the EU outside the economic sphere. If it chooses to
implement the restriction, the EU can choose between complying with the Chinese policy demand nor
applying a countermeasure in the form of own quantitative restrictions on exports of high-technology
products to China. In making these choices, China and the EU weigh their political preferences against
the macroeconomic damages they are facing by the expected outcomes. The macroeconomic damage
is expressed as the percentage change in real income caused by actions, calculated based on the results
of the described CGE model. Political preferences are not modelled explicitly, but expressed as maxi-
mum thresholds of macroeconomic damage China and the EU are willing to bear. Policy-makers in both
China and the EU are assumed to be perfectly informed about potential outcomes and act with fore-
sight. The sequence and rationale of the game is summarized in the decision-tree in Figure 3.

Figure 3: Decision tree of China-EU coercion game
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5.2 Data and Calibration

As a primary database, the OECD Inter-Country Input-Output Table for the most recent available year
(2022) is used. It produces a fine-grained picture of the world economy, with input-output relations
differentiated into 81 economies (80 countries + rest of the world) and 50 sectors. To ensure a focus
on EU-China coercion risks and keep the CGE model computationally tractable, both sectors and econ-
omies were aggregated. The sectoral aggregation led to eight sectors: agriculture & forestry, mining,
energy, construction, services, low-tech industry, high-tech equipment and vehicles. The spatial aggre-
gation led to six economies: the EU, EU partners, China, the USA, Russia and the rest of the world. EU
partners were identified as countries with which the EU has implemented trade agreements with
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close-to-zero mutual tariffs.*! The assighment of countries and sectors is shown in Table Al in the
Appendix. Values of shift-share parameters in production and consumption were calibrated based on
the Input-Output-Table, ensuring that the model in its initial equilibrium state reproduces the figures
in the table. Values of elasticity parameters were taken from estimates by Atalay (2017).* Tariff reve-
nues were calculated based on the scenario-specific tariff rates. The savings quotas of households were
computed based on the consumption data in the Input-Output-Table and the estimated tariff reve-
nues. The model was solved by means of a non-linear equation solver in the statistical software R.

5.3 Results

5.3.1 Macroeconomic Effects of Coercive Measures

Before analyzing the Nash equilibria of EU-China coercion games, the expected pay-offs of different
potential game outcomes need to be determined. As measures in the considered scenario framework
consist of raising trade costs, the immediate effect is a decline in bilateral trade. Figure 4 shows the
trade effects of China’s coercion policy, imposing regulatory costs on exports of high-tech equipment
to the EU, in the absence of EU countermeasures. Unsurprisingly, the policy causes a reduction of ex-
port volumes rising with the level of the regulatory cost mark-up. However, even at fairly extreme cost
levels, EU imports of Chinese high-tech equipment are not expected to completely break down. More-
over, even though to a milder degree, China’s export restrictions also impair the reverse flow of EU
high-tech equipment to China. The first result is strongly tied to the very limited degree of technical
substitution assumed for high-tech equipment from different economies. The second result is an ex-
pression of intra-industry trade between China and the EU, implying that reduced sales potential of
Chinese producers also depresses their demand for European high-tech inputs.

Figure 4: Effect of Chinese coercion policy on trade volumes (no EU response)

oolI_I-I.--lllllllllllllll
5%

-10% I||

-15%

-20%

25%

x

-30%

% Change high-tech exports

-35%

-40%
10% 20% 30% 40% 50% 60% 70% 80% 90% 100% 110% 120% 130% 140% 150% 160% 170% 180% 190% 200% 210%

% Export cost mark-up
m % Change high-tech exports CHN to EU B % Change high-tech exports EU to CHN

Source: own calculations

In the Krugman modelling framework of trade, the wedge driven by policy-induced trade costs be-
tween producer prices and import prices causes a global welfare decline. However, not all trading
countries are necessarily expected to suffer. Figure 5 shows how the welfare decline is distributed

41 Trade agreements still under negotiation or waiting to be ratified were not considered.
42 Atalay, E. (2017). How important are sectoral shocks?. American Economic Journal: Macroeconomics, 9(4), 254-280.
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across economies in the “no response” scenario, using changes in domestic real income as welfare
measure. As expected, effects are strongly focused on China and the EU as the only two parties directly
affected by the coercive measure. For both parties, real income effects are clearly negative and of
similar magnitude. Interestingly, the ranking of effects depends on the strength of export restrictions.
For low to medium levels, China is facing bigger losses than the EU, while the opposite holds for very
high levels. This is likely to be related to the strong global supply chain rippling effects of excessive
export restrictions, which the EU as an open economy is particularly exposed to.

Figure 5: Effect of Chinese coercion policy on real income (no EU response)
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Next, we turn to the case in which the EU imposes parallel countermeasures. Before we endogenize
policy decisions in the next section, we first analyze the example of a symmetric response—that is, the
imposition of equivalent export restrictions on EU high-tech equipment exported to China. Figure 6
shows the effects on trade volume at selected levels of reciprocal export costs. As expected, the main
effect of a symmetric response by the EU is to amplify the dampening effect on EU exports. However,
as a result of intra-industry trade, the increase in the cost of EU high-tech exports also leads to a further
reduction in the sales potential of Chinese manufacturers. Overall, however, symmetric measures still
lead to significantly asymmetric trade effects, resulting in relatively much steeper declines in China’s
exports to the EU than vice versa. This is also reflected in the welfare effects (see Figure 7). At all levels
of reciprocal export restrictions, the EU is expected to suffer greater real income losses than China.
The gap widens as the extent of the restrictions increases. This points to considerable potential for
coercion on China’s part. Moreover, even though of small magnitude, the positive effect of the coer-
cion battle on the economies of EU allies is worrying. This suggests that it may be challenging to con-
vince EU partners to cooperate on strategies to counter coercive measures. Overall, the findings un-
derscore that deterring coercive measures in the short term requires more sophisticated approaches
on the part of the EU than merely a symmetric response.
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Figure 6: Effect of Chinese coercion policy on trade volumes (comparison of EU responses)
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Figure 7: Effect of Chinese coercion policy on real income (unilateral EU response)
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5.3.2  Political Outcomes

The previous results have shown that both China and the EU can expect to bear economic losses in the
considered coercion scenario. In our simplified version of economic coercion as a two-stage sequential
game, China and the EU weigh these expected losses against their determination to defend their po-
litical sovereignty. For China as the first-mover, the political decision consists of whether to engage in
economic coercion against the EU in the first place and, if yes, which degree of export restriction (i.e.
level of export cost-mark up) to apply. Implemented export restrictions cannot be taken back during
the game. For the EU as the second-mover, the decision consists of whether to respond to Chinese
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coercion through countermeasures in the form of own export restrictions or give in to Chinas political
demands. As implementing such countermeasures has been shown to result in additional economic
damage to the EU, the EU will only apply countermeasures if their damage is outweighed by the value
of defending its political sovereignty. The basic assumption is that maintaining its sovereignty in the
eyes of the world requires the EU to apply export restrictions that are at least proportionate (i.e. fea-
ture the same level of export cost mark-up) to those applied by China. Hence, EU decision-making boils
down to comparing the additional losses caused by symmetric countermeasures with the value of
maintaining political sovereignty, as expected by the maximum tolerance for income losses.

China applies backward induction in solving the game. This means, it anticipates the EU’s reaction to
each of its potential policy decisions and optimizes its own outcome accordingly. The aim is to force
the EU to give in to its political demands at the lowest economic costs for China as possible. This results
in a simple rationale. First, Chinese policymakers identify the minimum level of export restrictions at
which applying equivalent countermeasures would become economically prohibitive for the EU. Then,
the policymakers compare China’s own economic losses from applying this coercion policy with its
preference for political sovereignty, i.e. China’s own tolerance for income losses. If economic losses
are below the tolerance level, China will implement the coercion policy. If not, China will refrain from
coercion attempts. Hence, only two outcomes are conceivable in this simplified perfect foresight sce-
nario: China either successfully blackmails the EU or no economic coercion happens at all.

Besides the supply chain relations captured by the CGE analysis, game outcomes crucially depend on
the political determination, i.e. levels of loss tolerance, of both China and the EU. In reality, this deter-
mination is likely to change over time and also to generally vary between different topics of political
conflict. To obtain a general picture, we compare expected outcomes for different potential combina-
tions of loss tolerances. Figure 8 presents such a comparison for the base case of the EU acting alone
against China. The green area reflects combinations of loss tolerances where no coercion by China is
expected occur and therefore also no economic damage arises. The red area reflects combinations of
loss tolerances where the EU is expected to give in to China’s political demand, following the introduc-
tion of restrictions on high-tech exports by China to the EU. These are inevitably associated with eco-
nomic losses for both economies. They rise in loss tolerance levels of the EU, as higher EU loss tolerance
requires China to resort to more severe export restrictions. Note that the resulting income losses for
the EU are in some cases lower than its respective loss tolerance, as the EU considers the even higher
economic damage caused by imposing countermeasures (see previous section) in its response deci-
sion. From an economic perspective, the political preferences expressed by the loss tolerance levels
can be considered exogenous. Hence, the task in EU response design should be to find ways to extend
the green area and to reduce the economic damage in cases where China’s political determination is
not matched by the EU.
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Figure 8: Potential outcomes of coercion games (unilateral EU response)
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As an alternative approach, the EU could consider cooperating with its close trading partners when
imposing countermeasures. The existing EU instrument for combating coercive measures already pro-
vides for consultation processes with third countries that could potentially be affected by the EU’s
responses to such measures. This could be extended to include active cooperation in the field of eco-
nomic defense. For example, the EU and its partners could agree to implement the same restrictive
trade measures against the hostile power at the same time, in order to maximize the deterrent effect
of the measures against coercive actions. In our scenario, this would mean that the EU’s allies in our
model would impose export restrictions on high-tech equipment to China that are just as stringent as
those imposed by the EU. Figure 9 illustrates the impact of such a coordinated response on the real
income of the economies in our model. A notable difference compared with the scenario of a unilateral
response (see Figure 7) is that significant income losses are now also to be expected for the EU’s allies,
as they are directly involved in the countermeasures. This suggests that the EU must offer substantial
compensation in order to motivate its allies to support the EU’s measures to counter coercive actions.
A more positive difference compared with the one-sided scenario is that the relative income losses
between China and the EU are distributed far less asymmetrically. Under very strict export restrictions,
China could, in relative terms, suffer even more than the EU. This stems from the fact that China would
be restricted not only in its access to high-tech intermediate goods from the EU, but also to those
supplied by the EU’s allies. Figure 10 shows the expected outcomes for this scenario of a coordinated
response. Compared with the unilateral response (Figure 8), the range of effective coercive measures
is significantly more limited.



22 ceplnput Anti-Coercion Trade Governance

Figure 9: Effect of Chinese coercion policy on real income (coordinated response EU + allies)
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Figure 10: Potential outcomes of coercion games (coordinated response EU + allies)

2.20%
2.00%
1.80%
1.60%
1.40%
1.20%
1.00%

0.80%
0.60%

0.40%

Economic loss tolerance EUimax. % real income loss)

0.20%

0.20% 0.40% 0.60% 0.80% 1.00% 1.20% 1.40% 1.60% 1.80%
Economic loss tolerance China (max. % real income loss)

No coercion atte mpt

Coercion successful

Source: own calculations



ceplnput Anti-Coercion Trade Governance 23

Finally, the framework allows to highlight the effects of imposing asymmetric forms of countermeas-
ures. Effective response can require the EU to target other sectors and instruments than those chosen
by its opponent, as long as the response is considered proportionate. In the given scenario, targeting
China’s sales opportunities in the low-tech segment could be effective, as Europe as a sales market is
essential for absorbing Chinese overcapacities in areas like steel or aluminum production.® This could
be achieved through higher EU import tariffs on goods from the “low-tech industry” sector produced
in China. Figure 11 compares the real income effects of such an asymmetric response with the base
case of export restrictions on high-tech equipment. For comparable levels of trade restrictions, income
effects of the asymmetric response scenario are clearly more substantial. Moreover, it also shifts the
largest economic burden from the EU to China. This changed pay-off structure has also crucial implica-
tions for the willingness of China to engage in coercion attempts (see Figure 12). Coercion is now ex-
pected to occur only in cases with for very big differences in loss tolerance. The expectation of an
asymmetric EU response is thus exhibiting a stronger deterrence effect on China.

Figure 11: Effect of Chinese coercion policy on real income (comparison of response instruments)
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43 European Parliament (2026). Industrial overcapacities, with a focus on China. Study requested by the INTA committee.
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Figure 12: Potential outcomes of coercion games (EU response with low-tech import tariffs)
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5.4 Discussion

The combination of global input-output modelling with a basic game theory approach has added a new
perspective to the economic coercion topic. Most importantly, it has highlighted the role of direct and
indirect supply chain relations as a driver but also limiting factor for coercion activities and response
strategies. To overcome its current limitations, the approach can be extended in various directions. To
analyze the role of timing and adjustment speed in coercion scenarios, the CGE part could be converted
from a static to a dynamic model. This could involve gradual capital accumulation and the role of ad-
justment costs for switching labor and capital between sectors as determinants of coercion potential.
The distributional effects of coercion measures could be illuminated by breaking down the EU aggre-
gate to Member States and/or distinguishing between different income groups at the level of house-
holds. This would also provide the basis for a more complex modelling of EU decision-making processes
concerning countermeasures by considering the heterogeneous economic interests within the EU. The
game theoretical part can be extended by moving to a multi-stage game of repeated action, allowing
for a greater variety of coercion outcomes. Moreover, the role of imperfect information, especially
concerning political preferences, should be illustrated, and the associated danger of running into es-
calation spirals.
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6 Recommendations to the EU

6.1 Framework

The results of the literature review and scenario analysis provide numerous insights for the further
development of the EU framework for countering coercive measures, particularly for the implementa-
tion of the corresponding instrument. In general, the framework should be guided by four key princi-
ples for EU action: preparedness, credibility, transparency, and reliability. Preparedness refers to the
EU’s ability to respond in a timely and effective manner to any realistic coercion scenario. On the part
of European policymakers and businesses, this requires forward-thinking and a deep, evidence-based
understanding of the short- and long-term impacts of countermeasures on the EU economy, as well as
on the coercive actor and partner countries. Credibility refers to the realism and consistency of the
EU’s rhetoric surrounding countermeasures and general coercion resistance. Official communications
should neither exaggerate the EU’s resolve or its geopolitical negotiating position nor downplay the
political significance of coercive attempts. Transparency refers to the EU’s openness in planning coun-
termeasures against coercive measures under the Anti-Coercion Instrument. The conditions for imple-
menting certain forms of countermeasures should be set out as clearly as possible and follow a trans-
parent logic of gradual escalation. Finally, reliability refers to the EU’s trustworthiness in implementing
planned response mechanisms, particularly with regard to adhering to proportionate and targeted
countermeasures and fulfilling consultation obligations toward partners and international institutions.

These principles are not independent, but closely interwoven and conditional on each other. Together
they can provide the fundament for an anti-coercion strategy that consists of three pillars of EU action:
communication, coordination and response design. All three pillars have both an internal and an ex-
ternal dimension. Among the EU’s communication tasks is to stimulate and guide an open intra-EU
discussion on the requirements and limitations of measures against coercive actions, both with regard
to preventive measures (supporting the diversification of supply chains and reshoring) and the severity
of countermeasures. It should also include the establishment of early-warning systems for companies
that could become targets of foreign economic coercive measures or be negatively affected by poten-
tial EU countermeasures. Furthermore, communication should encompass the regular explanation of
agreed-upon EU strategies to actors in third countries, including both the EU’s strategic partners and
potential adversaries in coercive conflicts. Coordination tasks include aligning EU measures against
coercion with national policies, particularly in cases where an effective response requires political
measures that involve shared responsibilities. Coordination is also necessary with partner countries,
ideally going beyond purely passive consultation, as our scenario analysis suggests. Response design
requires the EU to devise concrete plans and conditionalities for countermeasures that put the com-
prehensive list of instruments provided by the annex of the anti-coercion legislation (see Section 3) to
strategic use. Figure 13 illustrates the strategic framework. In the following, some recommendations
for the implementation of the three pillars are presented.
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Figure 13: A framework for anti-coercion governance
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6.2 Priorities

Pillar I: Communication

Initiate debates about the ambitions and limits of Europe’s geopolitical role: A prerequisite for
Europe to respond adequately to the risk of foreign coercion is to achieve basic clarity about its
own ambitions in the global policy arena. This includes a realistic assessment of the EU’s own ca-
pacity to exert economic pressure to withstand the political interests of other powers, as well as
the possibilities for strengthening that capacity. It should also involve a critical examination of the
constraints imposed by other EU economic policies on this capacity. For instance, policies focusing
on promoting domestic supply chains in strategic sectors could reduce the EU’s influence in global
trade networks.

Communicate openly the EU’s willingness and ability to resist coercion: A key finding from the
game theory literature on economic sanctions is that the outcome of coercion scenarios depends
heavily on the reliability of the political signals exchanged. From the EU’s perspective, both forms
of biased communication, i.e. either exaggerating the EU’s resolve and ability to counter threats of
coercion or downplaying the EU’s room for maneuver, are risky strategies. The first strategy can
misguide an extremely determined opponent to resort to excessive coercive measures to break the
EU’s resistance. This could provoke a situation where any symmetric response would prove too
economically damaging for the EU. The second strategy increases the risk that even minor political
conflicts will lead to economic coercion against the EU, as the EU’s scope for defending its political
sovereignty is underestimated. Furthermore, tactical misinformation undermines the overall cred-
ibility of the EU’s future foreign policy signals in the long term, thereby increasing the risk of future
coordination failures. Instead, the EU should openly communicate its tolerance for economic dam-
age associated with foreign coercive measures as well as its capacity to respond, while simultane-
ously working to strengthen this capacity-

Implement early-warning systems for businesses potentially affected by economic coercion:
Through various initiatives, the EU is currently working to improve the general knowledge base of
supply-chain related risks for Europe’s economic security, particularly in the areas of critical raw
materials, semiconductor manufacturing and medicine. Some of the risks identified are political in
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nature and relate to the ability of foreign countries to manipulate supply chains through trade and
foreign investment policies. These monitoring activities should serve as a basis for assessing specific
risks of weaponization, i.e. the risk that existing dependencies may be misused as instruments of
economic coercion against the EU. This requires an analysis of current political conflicts, as well as
the trade-offs associated with strategies of economic coercion from the perspective of the foreign
countries. The findings should be used to establish early-warning systems for European companies
in sectors likely to be targeted by coercion attempts.

Pillar Il: Coordination

Focus supply chain cooperation on eliminating weak spots: By negotiating a large number of new
regional trade agreements and strategic investment partnerships focused on specific sectors and
technology areas, the EU aims to eliminate existing unilateral dependencies on external supply
sources through trade diversification. The aim of these new forms of cooperation goes well beyond
reducing trade costs and is based on the idea of creating common markets through long-term reg-
ulatory and technological cooperation. When drawing up the next steps to deepen cooperation,
roadmaps should also consider a partnerships’ contribution to reducing coercion risks, not only for
the EU, but also for the partner countries. In particular, it is advisable to focus technological coop-
eration and public financial support on potential vulnerabilities in future joint trade relations. If, for
example, the technologies focused by a partnership are heavily dependent on Chinese raw material
supplies, promoting joint platforms to diversify raw material procurement or to invest in alternative
mining capacities should be prioritized.

Institutionalize joint coercion response schemes with strategic partners: External cooperation
should not be limited to preventive measures. The EU’s strategic partners should also be actively
involved in decisions on the implementation of countermeasures. This should go beyond the con-
sultation process provided for in the existing instrument to combat coercive measures. Instead, our
scenario simulations show that the joint implementation of countermeasures by the EU and partner
countries can significantly increase their potential to inflict economic damage on the EU’s adver-
sary. Consequently, this reduces the risk of economic coercion occurring in the first place. However,
in order to motivate third countries to join forces in responding to coercive measures, the EU will
need to offer something in return, as countermeasures are likely to cause some economic damage
to all parties involved. This should, at the very least, consist of a commitment by the EU to provide
equal support to partner countries facing coercive measures. To reduce the costs of decision-mak-
ing, such forms of joint response to coercive measures should ideally be coordinated by permanent
institutions, such as the joint committees established under regional trade agreements.

Remain open to pragmatic case-based cooperation: Developing joint strategies against coercive
measures with close allies should not prevent the EU from cooperating with other third countries
on a case-by-case basis in coercion response. Depending on the situation, this could also include
cooperation with major powers that, in other coercion scenarios, become adversaries of the EU.
For example, there is no fundamental reason why the EU should not cooperate with the US to pre-
vent China’s attempts at coercion in certain technological sectors, whilst at the same time cooper-
ating with China to prevent US coercion in other areas. Indeed, in the current phase of the re-emer-
gence of geopolitical blocs, a pragmatic and balanced approach to cooperation could prove crucial
in enabling the EU to preserve its room for maneuver, particularly whilst the scope for unilateral
countermeasures remains limited.
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Pillar Ill: Response design

e Promote more pluri-methodological research on coercion scenarios: Developing effective coun-
termeasures against coercive practices requires, above all, further scientific insights. Firstly, this
concerns the interplay of different coercion and response instruments, especially instruments like
intellectual property protection or public procurement restrictions whose implications for interna-
tional trade flows are still poorly understood. Secondly, more insights are needed on the distribu-
tional effects of coercive measures across regions and economic sectors, also to create effective
compensation mechanisms (see below). Thirdly, economic models investigating coercion scenarios
should not treat policy decisions as exogenous, but consider expectations on economic outcomes
as an integral part of coercion decisions. The combination of sectoral trade models with microeco-
nomic game-theoretic approaches appears to be a particularly promising area for deepening our
understanding of coercion risks.

e Be flexible but predictable in the choice of countermeasures: An appropriate response to coercive
tactics does not require the EU to target the same sectors or use the same instruments as its ad-
versary. Instead, the idea to exploit vulnerabilities can require shifting the focus to other sectors
and measures. In the scenario of high-tech coercion by China, our simulations suggest that EU im-
port duties on low-tech industrial products from China will have a stronger deterrent effect than
equally restrictive measures against China’s access to EU high-tech equipment. The extensive cata-
logue of countermeasures legitimized by the EU’s anti-coercion instrument (see Section 3) enables
the EU to be creative in its choice of weapons. At the same time, countermeasures should be pre-
dictable to reduce the risk of coordination failure and escalation spirals. To this end, the EU should
develop and publish a playbook of case-dependent response measures.

o Devise efficient internal compensation mechanisms for external policy shocks: A foreign power
planning to impose economic coercive measures against the EU is likely to focus not only on the
EU’s economic vulnerabilities but also on its institutional ones. In particular, the EU’s currently lim-
ited ability to manage the diversity of its members’ political and economic interests represents a
potential point of vulnerability. In this context, coercive measures that have highly asymmetrical
effects across different European regions and sectors might be favored, with the intention of mak-
ing it more difficult for the EU to reach agreement on imposing countermeasures. To mitigate this
risk, the EU should establish specific compensation mechanisms for the economic impact of hostile
external policies. To avoid moral hazard on the part of private investors, compensation payments
should preferably be made at the level of workers or households in the affected regions.

7 Conclusion

Europe’s external supply dependencies and the erosion of a rules-based global trading order have
fueled fears that the EU could become the preferred target of economic coercion by major powers
such as China. High-profile cases such as China’s pressure on Lithuania and the Trump administration’s
behavior during the conflict over Greenland further stoke these fears. At the same time, economic
coercion can take far less spectacular forms and can be difficult to pinpoint. In a world where trade
diplomacy is used as an instrument of power, economic interests and issues of political sovereignty
are closely intertwined. To develop effective countermeasures, the EU must therefore take a sober
look at the motivations and mechanisms behind economic coercion. The creation of the anti-coercion
instrument is an important step, but a robust anti-coercion strategy also requires deeper insights into
the causes and economic consequences of attempts at coercion.
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This ceplnput provides some impulses from a theoretical and empirical point of view. Drawing on an
analysis of the theoretical literature on economic sanctions, it highlights the view that economic coer-
cion constitutes a coordination game between the countries imposing the sanctions and those affected
by them. The aim of such a game is not to inflict economic harm on other countries, but to gain clarity
on political preferences and to balance power politics against economic interests. Above all, the risk
of falling into coercive traps, i.e. fueling spirals of escalation without resolving the underlying political
conflict, must be avoided through transparent signals. Reducing the EU’s exposure to coercion risk
requires not complete decoupling, but a targeted diversification approach that focuses not merely on
trade flows in goods, but on eliminating potential bottlenecks across all stages of value chains, includ-
ing technology development and infrastructure. This restructuring needs to be safeguarded by a robust
coercion response mechanism that exerts sufficient deterrence.

The empirical section examines the effectiveness of EU trade policy as a deterrent. By combining a CGE
analysis of trade relations with basic game theory, it highlights the impact of various response strate-
gies on China’s incentives to exert pressure. In particular, it shows that a coordinated response by the
EU and its close trading partners to China’s attempts to exert pressure significantly reduces the risk of
such pressure being applied. Furthermore, it highlights the advantages of asymmetric retaliatory
measures that target the opponent’s vulnerabilities. In the case of China, this could include additional
import duties on low-tech products to address China’s dependence on Europe as a market for mass-
produced goods.

The paper concludes with ideas for a conceptual framework and priorities for a future EU anti-coercion
strategy. This includes more open internal and external communication on the EU’s willingness and
ability to defend its interests and the limits of its geopolitical ambitions. It also pleads for deeper and
institutionalized cooperation with partner countries, exploiting the benefits of a coordinated coercion
response. Finally, it asks for a evidence-based design of response policies that is creative but transpar-
ent in its means, including the use of schemes to compensate the biggest losers of coercion scenarios.
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8 Appendix

Table Al: Aggregation of economies and sectors in the CGE model

Name of aggregate

Original items from OECD Inter-Country Input-Output Table

Economies

China People's Republic of China

EU 27 EU Member States

EU allies Canada, Iceland, Japan, New Zealand, Norway, Singapure, Switzerland, UK
Russia Russian Federation

USA USA

ROW All other economies

Economic sectors

Agriculture&Forestry
Construction

Energy

High-tech equipment
Low-tech industry
Mining

Services

Vehicles

NACE Sector A
NACE Sector F
NACE Sectors D, E

NACE Sectors C26, C27, C28
NACE Sectors C10-25, C31-33

NACE Sector B

NACE Sectors G, H, |, J,K, L, M, N, O, P,Q,R,S, T

NACE Sectors C29, C30

Source: own representation
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