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From Efficiency to Resilience: A Shifting Trade Paradigm

Over the past decades, global trade was largely driven by efficiency.
This is not the case anymore.

In this paper: we document 3 forces reshaping the trade landscape, and the
challenges they pose for Europe.

1. Rising Competition: China is shifting from cost-based to

innovation-driven competition in strategic sectors.

2. Selective Fragmentation: Geopolitical tensions are reshaping trade flows,
but the pattern is selective—and China plays a unique role.

3. Concentrated Supply Chains: Europe relies on few, often geopolitically
distant, suppliers for critical technologies & minerals.



China’s innovation and export structure is
converging with that of Europe



China Reaching the Global Innovation Frontier

We look at cross-border patenting data from LaBelle et al. (2023).
“Patent Exports” are informative about firms' international strategy.
Our Patent Similarity Index captures country-pairs sectoral overlap.

) China is increasingly innovating in the same sectors as AEs.
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Asymmetric Realignment in Sectoral Trade Patterns

We introduce the Partner Similarity Index: a measure of Export-Import
sectoral overlap, based on composition of trade baskets.

China increasingly exports in sectors that Europe imports.

European exports are less aligned with China's global imports.
) China substituting foreign suppliers with domestic production.

Partner Similarity Index between Change in China-Euro Area Similarity Index, 2010 to 2023
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Trade realignment is shaped by geopolitical
distance—but selectively and asymmetrically



Selective Trade Fragmentation

We estimate the response of bilateral trade to geopolitical distance (based on voting
divergence in the UN General Assembly) over time

All Countries Excluding China
Effect of Geopolitical Distance on Tradeflows over Time Effect of Geopolitical Distance on Tradeflows over Time
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Note: Coefficient estimates from rolling-window PPML regressions (10-year windows, 1990-2023), with 95% confidence

intervals. Geopolitical distance is based on Bailey et al. (2017).
® For most of the period, geopolitical distance had modest impact on trade.

® When China is excluded, the effect is stronger and starts earlier. China maintains broad
trade ties, even with geopolitically distant partners.

® Fragmentation is both selective and asymmetric.



Selective and Asymmetric Trade Fragmentation

Both the US and Europe reduce imports from Russia

Europe increases high-tech imports from China; while US decouples
from China across both high- and low-tech sectors.
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Europe remains reliant on a limited number of
geographically distant source countries for key
technologies



Strategic Exposure in Advanced Technology Imports

High concentration: Some
advanced tech products often
depend on a few supplier countries

Geopolitical exposure: In both the
U.S. and the Euro Area, some of the
most concentrated products come
from countries with limited political
alignment

Import Concentration by Advanced Technology

Product (2023)
HHI calculated over import partner shares;
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Figure: Each point is an advanced tech product (2023).
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