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Motivation, Features and Influence of
EU Foreign Subsidies Regulation Policy

LIN Ping', WEI Xin®

(1. School of Economics, Shandong University, Jinan 250100, China; 2. Center for Industrial and Business Organization,

Dongbei University of Finance and Economics, Dalian 116025, China)

Summary: In recent years, the European Commission has pointed out that foreign subsidies appear to have a distorting
effect on the EU internal market in some cases, and has attempted to address the distortion of competition caused by foreign
subsidies in various ways. Recently, the European Commission issued the Regulation on Foreign Subsidies Distorting the
Internal Market. The main motivation for the introduction of this regulatory instrument is that there are regulatory gaps in
existing regulatory instruments such as competition policy, trade and investment policy and public procurement policy.
However, existing studies pay more attention to the effect of domestic government subsidies, ignoring possible risks of
enterprises receiving government subsidies in transnational operation, and relevant countermeasures.

This paper summarizes main features of the EU’s foreign subsidies regulation policy. The scope of identification of
foreign subsidies is gradually expanding; the anti-subsidy review is more stringent and retrospective; the consequences and
penalties for non - compliance are unprecedented; different review mechanisms are adopted according to the type of
transaction; the “safe harbor” threshold is created; and the specific review criteria are clarified. This paper estimates the
total amount of government subsidies in China from 2014 to 2020, and finds that the Chinese government provides more
government subsidies to enterprises.

This paper analyzes the influence of EU’s foreign subsidy regulation policy on Chinese enterprises investing in
EU. The number of Chinese mergers and acquisitions of EU companies has fallen as the EU’s attitude towards foreign
investment has changed since 2017. In sharp contrast to mergers and acquisitions, China’s greenfield investment in the EU
has increased since 2017, and has seen significant increase after 2019, because greenfield investment has a greater positive
impact on the EU. At the same time, the share of investment by state-owned enterprises (SOEs) in total investment has
declined since 2017, mainly because China’s SOEs receive more government support than private enterprises. The risks of
Chinese enterprises’ business activities in EU have already emerged long ago, and the EU’s foreign subsidy supervision
policy is aimed at Chinese enterprises. Moreover, the Regulation on Foreign Subsidies Distorting the Internal Market has a
certain “demonstration effect” , and other countries are also promoting the formulation of anti-subsidy rules.

Chinese enterprises operating in EU will face more obstacles in the future. This paper proposes that governments at all
levels should quickly carry out a risk inventory, make full use of the “balancing test” to safeguard interests, promote
institutional openness, actively participate in the negotiation and formulation of international rules, remind enterprises to
carry out risk assessment, provide legal advices to enterprises, and encourage small and medium-sized enterprises to expand
into the EU market.

Key words: foreign subsidies; regulatory policy; distortion of competition; institutional opening
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