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SUMMARY

® China’s trade surplus has expanded rapidly in recent years, exceeding USD 1 ftrillion for the first
time in 2025. There are a total of 33 countries with which China runs a surplus exceeding USD
10 billion, with Europe (12 countries) and Southeast Asia (6 countries) accounting for more than
half of them. Against the backdrop of strong production capacity and weak domestic demand,
low-priced, high-volume exports of a wide range of Chinese products have spread globally.

® Countries are becoming increasingly vigilant, with Europe in particular pressing strongly for the
correction of trade imbalances. While China maintains that it has never deliberately pursued a
trade surplus, it also recognizes the various challenges and risks associated with its large surplus.

® Having benefited from the global free trade system, China is now under pressure to counter the
growing “China threat” narrative and the rise of protectionism worldwide. Progress toward more
international cooperation and a shift to domestic demand-led growth could create opportunities
for Japanese companies.

INTRODUCTION

“China never deliberately pursued a trade surplus,” remarked Chinese Vice Premier He Life-ng at the Davos
forum in January 2026. China’s trade surplus has expanded rapidly in recent years, exceeding USD 1 trillion
for the first time in 2025 (Figure 1). However, the speech did not carry a self-congratulatory tone; rather, it

Figure 1: China’s goods trade imports and exports, and trade balance
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* The “Old/New Three” is a term used by the Chinese government and media to describe three product groups that drive China’s exports
Source: Compiled by MGSSI based on data from the General Administration of Customs of China; illustration by Copilot
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strongly reflected an intent to reassure countries concerned about trade imbalances with China. This report
analyzes the structure and background of the massive trade surplus and outlines and forecasts the actions
China may take going forward.

1. USD 1.2 TRILLION TRADE SURPLUS

1-1. STRUCTURE OF THE SURPLUS

China’s trade surplus in 2025 increased by about 20% YoY to USD 1.189 trillion. This is five times that of
Germany, which is considered to have the second-largest trade surplus in the world.! Exports rose 5.5% to
USD 3.7718 trillion, while imports were flat at USD 2.5828 trillion. The US was the largest contributor to China’s
surplus, followed by India and Vietnam (Figure 2). There were 33 countries with a surplus exceeding USD 10
billion, with Europe (12 countries) and Southeast Asia (6 countries) accounting for more than half of them.
These regions became the primary destinations for exports redirected from the US due to Trump’s tariffs.? The
surplus with Belt and Road countries, mainly emerging economies, totaled USD 526.5 billion. Major surplus-
generating product categories (Figure 3) range from labor-intensive goods such as apparel and furniture to core
export products since the 2000s, including mobile phones and PCs, as well as automobiles and lithium-ion
batteries, whose exports have surged in recent years, indicating that China generates surplus across a wide
range of products.

Figure 2: Countries and regions with the largest trade surpluses
for China in 2025

Figure 3: Product categories with the largest trade
surpluses for China in 2025

(over USD 10 bn) (over USD 30 bn)
Over USD 100 bn Over USD 10 bn
Country/Region Name, Trade SUrp'US
Rank ryReg! " | usp 100 mn | | Rank Country USD 100 mn Product category (USD 100 mn)
— |(Beltand Road)| 5,265 4 Nether!ands 734 Clothing and accessories 1.410
— [(Hong Kong) | 3,039 5 Mexico 689 Textile fibers and products 1,326
— (EV) 2,918 6 UK 664 Mobile phones* 1217
1 us 2,804 7 Thailand 538 Automobiles 1,188
(ASEAN) 2,758 8 Singapore 461 of which EV passenger vehicles 362
2 India 1 s 161 9 Poland 396 Automatic data processing equipment (PCs, servers, etc.) 947
3 Vietnam 1,002 10 Philippines 389 Home appliances 946
11 UAE 378 Plastic products 874
Regional breakdown of the 33 countries in the table 12 Spain 364 Automobile parts 746
Europe = 12 countries 13 Turkey 355 Lithium-ion batteries 744
Southeast Asia = 6 countries 14 Italy 263 Steel 723
Africa = 4 countries 15 Belgium 277 Furniture and parts* 637
Central Asia = 3 countries 16 Italy 263 Ships 545
Latin America = 3 countries 17 Germany 254 General machinery 474
South Asia = 2 countries 18 Nigeria 217 Footwear* 416
Middle East = 2 countries 19 Bangladesh 215 Toys* 348
North America = 1 country 20 Liberia 195 Note: Compiled based on the “major export products” and “major import
21 Egypt 192 pro_ducts” data sheets f_rom the Ge_neral Administration. of Customs qf
22 Cambodia 169 China. I\?ms marked with an as?erlsk .(*) are not listed in the “major import
products” data sheet due to their low import values. Therefore, export
23 Kyrgyzstan 164 values are shown in the figure as a proxy for the trade surplus.
24 Malaysia 157 Sour.c.e: Colmpiled by MGSSI ba§ed on data from the General
25 Colombia 131 Administration of Customs of China
26 Panama 128
27 Algeria 126
28 Uzbekistan 124
29 Hungary 119
30 Czech Republic 117
31 France 116
32 Kazakhstan 107
33 Greece 105

Source: Compiled by MGSSI based on data from the General Administration of Customs of China

! Germany’s trade surplus in 2025 was EUR 200.5 billion. Converted at the year-end exchange rate, this amounts to USD 235.2
billion.

2 Meanwhile, exports from Southeast Asia to the US also increased significantly in 2025. There is a possibility that Chinese products
are entering the US via Southeast Asia (so-called “transshipment”), and the US is increasing its vigilance.
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1-2. BACKGROUND OF THE SURPLUS

The USD 1 ftrillion trade surplus is driven by the strength of China’s manufacturing sector and the weakness of
domestic demand. China often emphasizes that it is the only country in the world that possesses all industrial
categories defined in the UN’s Standard Industrial Classification.? According to the OECD, China accounts for
roughly 30% of global manufacturing (value-added basis). Between 1995 and 2020, manufacturing output grew
18.5 times in China, compared with 1.8 times in the US and 0.8 times in Japan.* Under the leadership of
President Xi Jinping, who states that manufacturing is the cornerstone of a nation and the foundation of a strong
country’ and advocates self-reliance and self-strengthening, China has also advanced the domestic production
of industrial goods that were previously imported. The recent stagnation in imports also reflects weak domestic
demand. In 2025, while real GDP grew 5.0%, consumption increased only 3.7%, and investment fell 3.8%,
turning negative for the first time. The gap between strong production capacity and sluggish domestic demand
has led to a race-to-the-bottom, price-cutting competition among firms referred to as “involution,” as well as low-
priced, high-volume exports (Figures 4 and 5), significantly expanding the trade surplus.

Figure 4: Y/Y growth rates in export volumes and values for China’s major surplus-
generating product categories in 2025

(Blue indicates a decline in unit prices Y/Y; orange indicates an increase) Figure 5: Export unit prices of China’s “New Three™"! and steel?
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Mobile phones 751.18 million units 1216.0 7.7 9.4 V)
Automobiles 8.32 million units* 1424.0 30.0 21.4 1408
150 1278
of which EV passenger vehicles| 2.21 milion units 363.0| 343 13.8 . —
Automatic data processing equipment (PCs, servers, etc.) | 248.02 million units 959.0 -6.5 -11.2 100 — — \ _":__Hg‘_"ﬁ
Home appliances 4,452.95 million units 962.0 -0.6 -3.9 :—\ _— \ 87.4
Plastic products — 1046.0 -1.3 50 ~——
Automobile parts — 957.0 — 25 b
Lithium-ion batteries 4,678.68 million units 767.0 19.5 25.6 0 ’
Steel 119.02 million tons 825.0 75 13 2018 2019 2020 2021 2022 2023 2024 2025
Furniture and furniture parts — 637.0 — -6.1
q *1: See note in Figure 1. The term refers to products positioned by the Chinese govemment and
Ships 6,690 vessels 550.0 16.2 26.7 media as symbols of the upgrading of export products
General machinery — 681.0 — 6.1 *2: Unit prices are indexed values with a specific year set as 100. 2019 is used as the base year for
— " LIBs, as prior price data are unavailable. For EVs, export volumes were low and per-unit prices
Footwear 9.0 billion pairs 825.0 -2.0 -11.3 highly volatile before 2021, so 2021, when annual export value exceeded USD 5 billion, is used as
Toys — 348.0 — -12.7 the base year

Source: Compiled by MGSS| based on data from the General Administration of Customs of China
* Figures include chassis units. China’s finished vehicle exports in 2025 were 7.09 million units
Source: Compiled by MGSSI based on data from the General Administration of Customs of China

3 People’s Daily Online (Japanese edition), China Is the Only Country with All Industrial Classifications, Ministry of Industry and
Information Technology (September 21, 2019)

https://j.people.com.cn/n3/2019/0921/c94476-9616679.html

4 Ministry of Economy, Trade and Industry, White Paper on International Economy and Trade 2025, p. 10
https://www.meti.go.jp/report/tsuhaku2025/pdf/2025_ppt.pdf

S ACEEAMCE B FIE | flEl e L EZ AR, BEZHE (October 8, 2024)
http://www.dangjian.cn/xxy/2024/10/08/detail 202410087000439.html



https://j.people.com.cn/n3/2019/0921/c94476-9616679.html
https://www.meti.go.jp/report/tsuhaku2025/pdf/2025_ppt.pdf
http://www.dangjian.cn/xxy/2024/10/08/detail_202410087000439.html
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2. DEVELOPMENTS IN OTHER COUNTRIES AND CHINA’S RESPONSE

2-1. EUROPE’S FRUSTRATION

According to the WTO, the number of anti-dumping and countervailing duty® investigations into Chinese
products reached a record high of 152 in 2024 (Figure 6). The high level continued through June 2025 with 57
cases’, far exceeding second-ranked Vietnam (12 cases). With the exception of the US, Europe has expressed
the strongest concern over the influx of low-priced Chinese products. The EU’s trade deficit with China in 2025
increased 18.1% YoY to USD 291.8 billion®, surpassing that of the US. In addition to the impact of the US—
China trade war, the renminbi hitting an 11-year low against the euro accelerated the inflow of Chinese products.
A European Central Bank report® released in August noted that continued improvements in the competitiveness
of Chinese products and increased imports could affect up to 27% of employment in the eurozone. During his
visit to China in December, French President Macron warned via a French newspaper that if China does not
address trade imbalances, the EU would follow the US in taking tough measures.'® ASEAN, which also runs a
large trade deficit with China!!, has not reacted as strongly as the EU due to the closeness and complexity of
its relations with China. However, concerns are emerging, particularly in Indonesia and Thailand, about the
impact on local industries and employment, raising the possibility of escalating friction. During her visit to China
in December, IMF Managing Director Georgieva pointed out that China’s continued reliance on export-led
growth could exacerbate global trade tensions, while welcoming its prioritization of expanding consumption in
its new Five-Year Plan (2026—-2030).'

¢ Countervailing duties (CVD) are defined by the Ministry of Economy, Trade and Industry as special tariff measures imposed to
offset the effects of government subsidies when imports of goods produced with such subsidies damage domestic industries in the
importing country.

7 https://trade-remedies.wto.org/en

8 Data from the General Administration of Customs of China.

® What does increasing competition from China mean for euro area employment?
https://www.ecb.europa.eu/press/economic-bulletin/focus/2025/html/ecb.ebbox202505_02~6755747435.en.html

10 Subsequently, in February 2026, the French government advisory body, the High Commission for Strategy and Planning (HCSP),

published a report recommending that France consider either imposing a flat 30% tariff on Chinese products or devaluing the euro by
30% against the renminbi to counter the large-scale influx of low-cost Chinese goods.
https://www.lesechos.fr/monde/enjeux-internationaux/le-deficit-du-reste-du-monde-vis-a-vis-de-la-chine-est-en-train-de-devenir-
insoutenable-met-en-garde-macron-a-pekin-2202793

1" According to statistics from China’s customs authorities, ASEAN’s trade deficit with China increased 44.6% Y/Y to USD 275.8
billion in 2025.

12:2025 China Article IV Consultation Press Conference Opening Remarks by IMF Managing Director Kristalina Georgieva
(December 10, 2025)
https://www.imf.org/en/news/articles/2025/12/10/sp121025-md-remarks-2025-china-article-iv-consultation-press-conference



https://trade-remedies.wto.org/en
https://www.ecb.europa.eu/press/economic-bulletin/focus/2025/html/ecb.ebbox202505_02~6755747435.en.html
https://www.lesechos.fr/monde/enjeux-internationaux/le-deficit-du-reste-du-monde-vis-a-vis-de-la-chine-est-en-train-de-devenir-insoutenable-met-en-garde-macron-a-pekin-2202793
https://www.lesechos.fr/monde/enjeux-internationaux/le-deficit-du-reste-du-monde-vis-a-vis-de-la-chine-est-en-train-de-devenir-insoutenable-met-en-garde-macron-a-pekin-2202793
https://www.imf.org/en/news/articles/2025/12/10/sp121025-md-remarks-2025-china-article-iv-consultation-press-conference
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Figure 6: Number of anti-dumping (AD) and countervailing duty
investigations into Chinese products
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2-2. CHINA’S POSITION

In his opening remarks at Davos, Vice Premier He stated that there are many cases where other countries will
not sell, even when China wants to buy (import), and that China has long run a deficit in services trade. The
claim that others will not sell is understood to refer to US export restrictions on semiconductors to China, but
such cases are likely exceptions in the context of trade overall. In addition, China’s services trade deficit in 2025
was USD 112.1 billion, far short of its surplus in goods trade. Vice Premier He also stated that China aims to
be not only the world’s factory but also the world’s market, emphasizing a policy direction of expanding domestic
demand and further opening to the outside world.!?

Other arguments frequently made by China include that its trade surplus is simply the result of market supply
and demand and competition; that while China runs deficits in imports of agricultural products and mineral
resources, it maintains complementary trade relationships overall; and that it contributes to global
decarbonization through exports of renewable energy equipment.'* China also argues that high-quality, low-
priced Chinese exports help ease inflationary pressures in the US and other Western countries.!> At the same
time, China recognizes that weak domestic demand, involution-type competition, and a high dependence on
external demand, which generate the massive trade surplus, pose risks to its future economic growth, and has
begun taking some measures in response.

13 The Xi Jinping administration has positioned the development of a strong domestic market as one of the key objectives of the 15th
Five-Year Plan (2026-2030), aiming to expand domestic demand by increasing disposable income among low- to middle-income
groups, strengthening social security, and addressing regional regulatory barriers and market fragmentation.

14 For example, Wang Hongzhi, head of the National Energy Administration, stated at a press conference on August 26, 2025, that
through exports of wind and solar power products, China cumulatively reduced greenhouse gas emissions in other countries by
approximately 4.1 billion tons during the 14th Five-Year Plan period (2021-2025).
https://www.news.cn/politics/20250826/cc2e5265d1da47ef98¢0644eb368010f/c.html

15 Commentary article on China.org.cn, a news site operated by an organization directly under the Chinese Communist Party: China’s
Trade Surplus Exceeds USD 1 trillion—Western Countries Including the US and Europe Need Not Be Alarmed (December 10, 2025)
http://www.china.com.cn/opinion/2025-12/10/content 118221008.html



https://www.news.cn/politics/20250826/cc2e5265d1da47ef98e0644eb368010f/c.html
http://www.china.com.cn/opinion/2025-12/10/content_118221008.html

3. CHINA’S ACTIONS

3-1. GOVERNMENT AND CORPORATE ACTIONS

China has taken various measures to increase imports and curb disorderly exports. These include the regular
hosting of the China International Import Expo (since 2018), the development of the Hainan Free Trade Port
(since 2020), tariff exemptions on imports from Africa'® (2025), reductions or abolition of VAT rebates on export
products, and the easing of restrictions on foreign investment in the services sector. In January 2026, China
required export licenses for EVs and certain iron and steel products. At the same time, Chinese companies are
also increasingly engaging in local production overseas. China’s outward foreign direct investment, which had
declined after peaking at USD 196.1 billion in 2016, has risen again in recent years to reach USD 192.2 billion
in 2024, up 8.4% YoY. Growth has been particularly notable in manufacturing (up 37.3% to USD 37.5 billion:
EV factories in Thailand and Hungary, etc.) and mining (up 2.2-fold to USD 21.3 billion: nickel operations in
Indonesia, etc.). By region, investment in ASEAN increased significantly, rising 36.8% to USD 34.3 billion.
However, trade data suggest that the impact of these government and corporate actions on reducing trade
imbalances has so far been limited. With the exception of some high-tech products and primary commodities,
there is a limited range of goods that China seeks to import from other countries, particularly emerging and
developing nations. Moreover, overseas production often consists of final assembly plants that rely heavily on
equipment and components imported from China, meaning it has not led to a meaningful reduction in trade
imbalances. Instead, increasing local procurement will be necessary.

3-2. FUTURE POLICY OPTIONS

China has a range of additional policy options available. These include (1) appreciation of the renminbi, (2)
voluntary export restraints, (3) expansion of economic aid to developing countries, (4) further liberalization of
the services sector, and (5) cessation of economic coercion. Option (1) would help ease tensions with the US
and Europe and improve China’s purchasing power for foreign products, so there is a possibility that the
authorities would allow a gradual appreciation. Options (2) to (4) would involve significant strengthening of
existing measures. For example, China could cap automobile export volumes to specific countries (2), expand
economic assistance to developing countries, particularly grant aid (3)!7, and increase services imports by
liberalizing the screening and distribution of foreign films and sports events domestically and encouraging
outbound travel (4). Option (5) refers to refraining from economically coercive actions against politically
opposing countries, such as suspending imports of specific goods or services from those countries. However,
aside from option (1), which is relatively easier to implement, all of these measures face political and fiscal
challenges'® and would require decisive action and sustained commitment from the Party leadership.

4. FUTURE SCENARIOS

4-1. PRESSURE TO ACT

China has a strong sense of urgency regarding the growing moves, particularly in the US and Europe, to restrict
or exclude Chinese products (Figure 7), as reflected in President Xi's statement that there are no winners in

16° Applies to 53 countries, excluding Eswatini, which maintains diplomatic relations with Taiwan.

17 Regarding option (3), China has strong production capacity in renewable energy equipment. If China were to provide this to
developing countries as grant aid, it could help prevent the slowdown in global decarbonization momentum caused by the Trump
administration, and in turn contribute to expanding markets for Chinese products.

18 For example, regarding option (3), expanding aid to developing countries is likely to face public opposition on the grounds that
support should first be directed to underdeveloped regions and low-income households within the country. Concerning option (4),
further liberalization of the services sector would likely be difficult in areas related to freedom of expression, such as movie theaters
and video streaming.



Figure 7: Types and examples of import restrictions on Chinese products by country
(including measures that are effectively primarily targeted at Chinese products)

Numerous cases, including India’s anti-dumping duties on Chinese solar
panels and cells and the EU’s countervailing duties on Chinese EVs (see
Figure 6)

Anti-dumping duties and countervailing duties under
WTO agreements

Tariffs under Section 301 of the US Trade Act (countermeasures against

Tariffs other than those listed above unfair trade practices) and Section 232 of the US Trade Expansion Act

(national security measures)

Thailand’s EV production subsidies (subject to certain local production

Subsidies or tax incentives conditional on local  |requirements), Indonesia’s tax incentives for EV sales (with local content
production or local procurement requirements), and India’s Approved List of Models and Manufacturers

(ALMM) for solar equipment

Elimination of tariff exemptions for low-value imports
(mainly targeting cross-border e-commerce
shipments from China such as SHEIN and Temu)

Already eliminated: US, Brazil, Thailand, etc.
Planned elimination: EU (July 2026), Japan, etc.

US National Defense Authorization Act for Fiscal Year 2019 (NDAA)
Section 899 (ban on procurement of Chinese telecommunications
Exclusion from government procurement equipment), and exclusion from government procurement under the EU
Foreign Subsidies Regulation (FSR) for companies receiving subsidies
from non-EU governments

US Uyghur Forced Labor Prevention Act (import ban based on forced

Other labor)

Source: Compiled by MGSSI based on materials from JETRO, media reports, and various governments

trade wars or tariff wars, and protectionism leads nowhere.!® China’s economic development since the 2000s
has been inseparable from the global free trade system. Foreign companies that invested in China and countries
that captured China’s strong demand through trade have also benefited. However, while domestic firms have
strengthened and production capacity has expanded significantly, slowing growth has led to weak domestic
consumption and imports. As a result, trading partners are seeing fewer benefits from free trade with China. If
imbalances worsen further, there is a risk that China will be increasingly viewed as a threat to the global free
trade system alongside the Trump administration. China is being called upon to take action to avoid this
outcome.

4-2. SCENARIOS

China’s future trajectory can be positioned along two axes: whether it pursues international coordination or
continues a “mass production, mass export” approach to stabilize its domestic economy, and whether domestic
demand expands or remains weak (Figure 8). If China follows a path of international coordination combined
with domestic demand expansion (position A in the figure), trade tensions between China and other countries
are likely to ease. In addition, as the US shifts toward unilateralism and protectionism, China could strengthen
its international influence. At present, the situation appears to be around position B and is expected to move
gradually toward C during the new Five-Year Plan. However, if frictions with other countries intensify further,
China may shift in a more internationally coordinated direction.

19 Quoted from an article by President Xi published in a Vietnamese newspaper during his visit to Vietnam in April 2025, titled
“Advancing Together with Like-Minded Partners and Opening a New Chapter by Building on Past Achievements.”
http://politics.people.com.cn/n1/2025/0414/c1024-40458841.html
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Figure 8: Scenarios for China’s future trajectory
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A shift toward Scenario A would also be desirable for Japanese companies. Expansion of China’s domestic
demand, increased purchasing power for foreign products resulting from renminbi appreciation, deregulation in
the services sector, and restraint in the use of economic coercion would all help improve the business
environment. These developments would also contribute to sustaining the global free trade system that China
itself seeks to uphold, thereby providing a tailwind for corporate activity. While comprehensive and dramatic
changes are unlikely in the short term, China’s domestic policies and its initiatives with specific countries in this
direction warrant close monitoring. In particular, attention will focus on how China’s USD 1 trillion trade surplus
influences its behavior.
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