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Abstract

The paper introduces the development of the China-EU trade and investment relations in the
past ten years since the announcement of the China-EU Comprehensive Strategic Partnership,
analyzes the driving forces for China's trade surplus with the EU, the situation of the bilateral trade
disputes, as well as the issue of the "Market Economy Status" in the bilateral trade relations. The
author concludes that great changes have taken place regarding the economic strength and
international positions of the two sides, as well as in the international environment in the past ten
years since the establishment of China-EU Comprehensive Strategic Partnership. The author also
notes that despite the high growth rate of the trade volume between China and the EU, neither side
has made adequate preparations for the dynamics of the bilateral trade and no efficient mechanism
has been set up to lead the trends. In the future next ten years, China should try to transform the
approach led by the EU, shift the passive status in the bilateral trade agenda, more focus on substance
instead of forms, and construct a new way of thinking on China-EU economic and trade relations.

Keywords: China-EU Trade; China-EU Investment; Trade Deficit; Trade Disputes; Market
Economy Status; China-EU Comprehensive Strategic Partnership.

Introduction

China-EU Comprehensive Strategic Partnership (China-EU CSP) enters into a new decade, in
2013. Trade and economic relations have been among the fundamentals in China-EU relationship. The
stability and healthy development of the trade and economic relations have provided the basis for
furthering the bilateral relationship; at the same time the increasing trade disputes had a negative
impact on China-EU relationship. Facing the next decade, it is worth summarizing the development of
the China-EU trade and economic relations in the past decade, identifying the achievements, and
exploring the future of the bilateral trade and economic relationship.

The bilateral trade

In 2003, both China and EU leaders agreed to promote the bilateral relationship to
Comprehensive Strategic Partnership (CSP). China-EU trade has experienced a dynamic growth since
then.

I. General trends in bilateral trade

China-EU bilateral trade increased substantially between 2003 and 2012. As Graph 1 is
indicating, according to the Ministry of Commerce of China (MOFCOM), China’s export to the EU
increased 4.6 times, from USD 72.16 billion in 2003, to USD 333.99 billion in 2012, and import from
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the EU also increased almost 4 times, from USD 53.06 billion in 2003, to USD 212.05 billion in 2012.
On the whole, the trade volume between China and the EU increased 4.3 times, from USD 125.22

billion in 2003, to USD 546.04 billion in 2012. Since 2004, the EU has been the biggest trade partner
of China.

Graph 1 China’s Trade with the EU between 2003-2012, in billion USD
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Source: MOFCOM.

The bilateral trade also dropped twice in the past decade. As revealed by Graph 2, the first
drop was influenced by the Financial Crisis. Both China’s foreign trade and China-EU trade have
experienced the first turbulence in more than 20 years of dynamic development.

Graph 2 China’s foreign trade and China-EU trade between 2003-2012, in billion USD

5000
4000

3000 /\/
2000 M
1000 —o— ———————

0 e R S -----= e e R SRR T

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

—=a—China export —=—China import
——a—China total trade —-—--China export to the EU
"""" China import from the EU China—EU total trade

Source: MOFCOM.

The drop of China’s foreign trade was much deeper than China-EU trade. The trade motor
restarted in 2010, and the trade volume exceeded the level before the Financial Crisis. Unfortunately,
the European Sovereignty Debt Crisis hit the China-EU trade development again, and the trade
volume dropped again in 2012. China’s foreign trade also received a negative impact from the Euro
Crisis. Although the growth rate of trade slowed down, the trade volume as a whole was still
increasing. It means China’s multi market trade strategy has achieved remarkable progress, on the one
hand, and it also means that the negative impact of the Euro Crisis to the world economy was weaker
than that the Financial Crisis, on the other hand. The EU has been China’s biggest export market for
years, but this ended in 2012 when it was replaced by the US.
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The speed of trade growth has experienced 3 times up-side-downs in the past decade. As shown
in Graph 3, the fastest trade growth was registered in 2003 and 2004 when it was a “honey moon”
period in the history of the China-EU relationship. The annual growth rate of the bilateral trade was
more than 40%. China’s export to the EU was growing by close to 50% a year, and imports from the
EU increased by 85% in 2003 (!) and also by 30% in 2004. Such a high rate in trade growth has
provided a fresh input into the newly announced China-EU CSP.

Graph 3 Growth rate in China-EU trade between 2003 and 2012
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Source: Author’s calculation based on the data by MOFCOM.

The time between 2005 and 2007 was the first adjustment period. After the first slowing-down
in 2005 and 2006, the speed of China-EU trade growth was back again to the fast track in 2007, with
30% increase, and the import from the EU increasing by 23% in 2006 and 2007. Hit by the Financial
Crisis, the growth rate slowed down again. The rate of trade growth was 20% in 2008, either in export
or in import. The first negative growth rate in the latest more than 20 years turned to the surface in
2009, when the trade volume between China and the EU decreased by 15%, with export down by 20%
and import by 4%. In 2010, both China’s export and import to the EU were back to fast growth track,
with more than 30% increase. And again hit by the Euro Crisis, trade dynamic slowed down. China
had provided help to the EU by promoting import from Europe. The import growth rate reached 25%
in 2011, but it could not prevent Europe from lack of demand. It was the second time to have a
negative growth of China-EU trade in 2012. The trade volume decreased by 3.7%, with export
decreasing by 6.2% and import just flat, at the same level of previous year.

Although there were 3 trend reversals in the past decade, the average growth rate of China-EU
trade was over 20%, with 24.2% for China’s import from Europe, higher than the 23.4% average
growth for the China’s export to the EU.

In the past ten years, growth was the general trend of the China-EU trade, but its proportion in
China’s foreign trade has experienced a change from a climbing curve to a down turn (Graph 4).
Actually, this proportion had reached more than 20% at the end of 1980s. Afterwards there were some
up-side-downs, it reached 15% at the beginning of the 21 century, and kept growing to more than 16%
in 2007. Since 2008 there has been a decline of the China-EU trade proportion into the total Chinese
foreign trade, to only 14.1% in 2012. The proportion in China’s export to Europe was also slightly
down to 16.3% in 2012, and proportion in import was 11.7%. All the figures in 2012 were lower than
their level in 2003. Is it because of the negative impact of the Euro Crisis, or is it because of the
Europe’s weakening position in China’s multi market strategy? We still need time to observe the
reason of such a decline in trade proportion.
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Graph 4 China-EU trade proportion in China’s Foreign Trade
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Source: Author’s calculation based on the data by MOFCOM.

I1. The product structure

On product structure (the data of the product structure in EU-China trade is from EuroStat),
the proportion of manufactured products in China’s export to the EU is consistently growing. At the
same time the proportion of the EU’s export of manufactured products to China is in a downward
trend, while the proportion of primary products export is growing. The primary products took 4.3% in
EU’s import from China between 2002 and 2004, and the manufactured products took 95.4%. In 2012,
the proportion of primary products went down to 3.3%, and the manufactured products went up to
96.3%. Regarding on the EU’s export to China, the primary products took 7.0% and the manufactured
products took 91.1% in 2002, whereas in 2012 the primary products increased to 14.1% and
manufactured products went down to 84.7%. The primary products from China in EU’s total primary
products import increased from 1.3% in 2006, to 1.47% in 2012, and the manufactured products
decreased from 29.0% to 22.50% in the same period. In export, the primary products exported to
China increased from 4.76% in 2006, to 6.8% in 2012 in EU’s primary products export, and the
manufactured products increased from 5.54% to 9.1% in the same time.

By product category, the proportion of China’s textile products in EU’s import is decreasing
and the proportions of machinery and electronic products is increasing, whereas the proportion of
chemical products in EU’s export to China is increasing and the proportion of machinery and
electronic products is decreasing. In 2002, the textile products took 14.9% in EU’s import from China,
the machinery and electronic products took 41.7% and chemical products took only 3%. In 2012, the
textile products went down to 12.6%, the machinery and electronic products up to 50.2% and the
chemical products took 9.5% already. Regarding exports, textile products took 1.3% in EU’s export to
China in 2002 and the chemical products 9.5%. The machinery and electronic products took 62%, in
which the automotive products took 8.4% alone. In 2012, the textile products kept the same proportion
at 1.3%, the chemical products went up to 11.7%, and the machinery and electronic products down to
58.5% in which the automotive products went up to 20.1%!

So the major import of the EU from China is office equipment and telecommunication
products, and the major export of the EU to China is automotive products. The office equipment and
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telecommunication products took 31.9% of the EU’s import from China in 2012, which was the
biggest import category and also the biggest trade deficit category in EU-China’s trade. The deficit in
this category was EUR 87.3 billion in 2012 and it accounted for 60% of the EU’s trade deficit with
China. In 2012, 56.8% of the EU’s total import of electronic data processing and office equipment
products came from China, and 50.6% of the total import of telecommunication products was also
from China. EU’s largest export category to China was electronic machinery, electric and non-electric
machinery products, which accounted for 28% of the EU’s export to China. The second largest
category was transportation equipment, which took 26.4%. The trade surplus in transportation
equipment with China was EUR 28.4 billion in 2012, and the automotive products alone took EUR
25.9 billion.

Mutual investments

Comparing with the rapid development of trade, the mutual investments between China and
the EU are less developed. There are different figures on investments because of the statistical
methodology, but the general trends are similar.

l. General trends

Firstly, neither party considers the other party as main investment destination. The largest
investment destination of the EU is the United States, while the largest investment destination of
China is Asia. According to the data of EuroStat, the investment of the EU in China accounted for
only 4.8% of its investment in non-member states in 2011; the largest investment destination of the
EU was the United States in that year, accounting for 33.8%. Meanwhile, the investment of the United
States in the EU accounted for 62.2% of the total investment EU received from non-member states,
while China only contributed 1.3%*. In 2000-2010, 76% of the foreign investment received by the
United States was from Europe. Likewise, China’s investment in Europe only accounted for 11.1% of
its overseas investment in the year, while the investment in China’s largest investment destination,
Asia, accounted for 60.9%”. In terms of accumulated amount, China’s investment in Europe was only
7% of its total overseas investment, ranking third. The region receiving most investment was Asia
(68.5%), followed by Latin America (12.8%).

Secondly, from the perspective of the accumulated amount, the investment of the EU in China
is much higher than the investment of China in Europe. According to the statistics of the Ministry of
Commerce, untill December 2003, the 15 member states of the EU have established 16,158 companies
in China, with 65.943 billion dollars of contract utilization of European capital and 37.872 billion
dollars of paid-in European capital. In terms of accumulated amount of paid-in foreign capital, EU
ranked fourth among the countries and regions investing in China, behind Hong Kong, the United
States and Japan. In the same period, China established 432 companies in the 15 EU member states,
with 222 million dollars of contract amount of Chinese investment, less than 1% of the investment
China received from EU. By 2011, according to the data of EuroStat, China’s investment in Europe
only accounted for 1.4% of the total investment of non-member states, while EU’s investment in
China accounted for 20% of total foreign investment China received, ranking fifth, behind Taiwan,

EuroStat, Foreign direct investment statistics,
http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Foreign_direct_investment_statistics, last
visited on July 28, 2013.

Ministry of Commerce, National Bureau of Statistics and State Administration of Foreign Exchange,
Statistical Communiqué on Overseas Direct Investment of China in 2011.
http://fec.mofcom.gov.cn/article/zlyj/sywz/200501/961527 1.html
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Hong Kong, the United States and Japan. In that year, China invested 3.1 billion Euros in the EU, and
the EU invested 17.8 billion Euros in China*. In 2012, China invested 3.5 billion Euro in the EU, and
the EU invested 10 billion Euro in China’.

Thirdly, from the perspective of the increment, China’s investment in the EU started late, but
it has been growing fast. In recent years, China’s investment in Europe greatly outpaced Europe’s
investment in China. Under the impact of the European debt crisis, the growth speed of EU investment
in China shows a decreasing trend in recent years. According to the statistics of the Ministry of
Commerce, from January to December 2012, China approved the establishment of 24,925 foreign-
invested enterprises, an annual decrease of 10.1%; and actually utilized 111.72 billion dollars of
foreign capital, an annual decrease of 3.7%. Among them, the EU27 member states actually invested
6.11 billion dollars of foreign capital, an annual decrease of 3.8%°.

At the same time, China’s investment in Europe shows a trend of fast growth in the recent
years. According to the statistics of Chinese Ministry of Commerce, in 2010, China’s investment in
Europe doubled (a 2.8 fold increase compared to 2009) and the flow reached 6.76 billion dollars,
increasing by 101.6% year on year, accounting for 9.8% of the total flow and going up four percentage
points compared to the previous year’. By 2011, China’s investment in Europe realized growth for
three consecutive years, and the yearly flow was 8.25 billion dollars, increasing by 22.1% year on year
and accounting for 11.1% of the total flow, including 7.561 billion dollars of investment in the EU, a
year-on-year growth of 26.8%°. This situation was changed in 2012. In that year, China’s investment
in Europe fell by 14.7% year on year in flow, to 7.035 billion dollars®, still higher than that in 2010.

Besides, China-EU mutual investment is in serious disproportion to China-EU trade volume.
China’s trade to Europe grew fast in the past decade. In a time, it was about to replace the United
States and become the largest trade partner of the EU. At the same time, EU has remained China’s
largest trade partner since 2004. For many years, it has been China’s largest export market. According
to the data of EuroStat, China-EU trade exceeded 100 billion Euro in 2001, 200 billion Euro in 2005
and 300 billion Euro in 2007, was close to 400 billion Euro in 2010 and it exceeded 430 billion Euro
in 2011. In 2010 and 2011, China and the United States were locked in the contention for the largest
trade partner of the EU. China-EU trade was less than 17 billion Euros behind US-EU trade. In 2012,
this gap was broadened to more than 60 billion Euro. The gap between China and the United States
over the position as the largest trade partner of the EU was widened again.

Compared with the rapid development of China-Europe trade in the recent 10 years, China-EU
mutual investment, particularly China’s investment in the EU, lagged much behind. The total amount
of US-EU mutual investment is 1.1 trillion Euros, while EU investment in China is 60 billion Euro and
China’s investment in the EU is 31.5 billion dollars. Under Trans-Atlantic background, compared with

* DG Trade, Facts and Figures on EU-China Trade, April 2013.
http://trade.ec.europa.eu/doclib/docs/2009/september/tradoc_144591.pdf

> EuroStat NewsRelease, 91/2013 - 13 June 2013. http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/2-
13062013-AP/EN/2-13062013-AP-EN.PDF

® http://tjtb.mofcom.gov.cn/article/y/ab/201301/20130100010897.shtml

Ministry of Commerce, National Bureau of Statistics and State Administration of Foreign Exchange,

Statistical Communiqué on Overseas Direct Investment of China in 2010

Ministry of Commerce, National Bureau of Statistics and State Administration of Foreign Exchange,

Statistical Communiqué on Overseas Direct Investment of China in 2011

Ministry of Commerce, National Bureau of Statistics and State Administration of Foreign Exchange,

Statistical Communiqué on Overseas Direct Investment of China in 2012
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the mutual investment between EU and the USA, the mutual investment between China and EU is
insignificant.

In a word, investment becomes a lame leg of China-EU economic and trade relations.
Regardless of the financial crisis and the European debt crisis, the growth rate of EU-US mutual
investment is much higher than the growth rate of China-EU mutual investment. Investment drives
trade and further drives employment and growth. The mutual investment between EU and the United
States forms a solid economic foundation of the Trans-Atlantic relationship. Therefore, the further
deepening of China-EU trade relations should not rest on the increase of export to the EU and should
not only set a target of the largest trade partner of the EU. Instead, China needs to consolidate the
cornerstone of China-EU trade relations to a deeper degree that is to increase two-way investment.

I1. Country-specific Investment of China in Europe

At the end of 2012, China had nearly 2000 directly investing companies in the EU and
employed 42,000 local people. By countries, the investment was concentrated, mainly in Britain,
France, Germany, Luxembourg, Sweden and Holland; but covered all of the 28 EU member states.

By countries, the top 10 countries receiving investment from China in 2010 included the EU
member states Luxembourg and Sweden and the top 20 countries included also Germany and
Hungary. Except for the investment in Luxembourg, focused on business services, China’s investment
in the other three countries mainly flowed to the manufacturing sector. The investment was 3.207
billion dollars in Luxembourg, 1.367 billion dollars in Sweden, 412 million dollars in Germany and
370 million dollars in Hungary. The top 10 countries receiving investment from China in 2011
included the EU member states France, Britain and Luxembourg. The top 10 countries receiving
investment from China in 2012 included the EU member states Britain (2.775 billion dollars) and
Luxembourg (1.133 billion dollars) while the top 20 countries included also Germany (799 million
dollars).

By total amount, by the end of 2012, China had cumulatively invested 36.98 billion dollars in
Europe, accounting for 7% of China’s total overseas investment'®. The countries receiving more than
one billion dollars of cumulative investment from China included Luxembourg, Britain, France,
Germany, Sweden and Holland. The top ten investment receivers included Luxembourg (7th place,
8.978 billion dollars) and Britain (8th place, 8.934 billion dollars), and the top 20 also included also
France (13th place, 3.951 billion dollars) and Germany (15th place, 3.104 billion dollars).

Regarding China’s investments in the EU, in 2012, France remained China’s largest
investment destination in Europe as 21% of China’s investment projects in Europe were in France.
Following France were Britain and Germany, 16% and 7% respectively™’. China became France’s
eighth largest source country of foreign capital in 2012,

'® Ministry of Commerce, National Bureau of Statistics and State Administration of Foreign Exchange,
Statistical Communiqué on Overseas Direct Investment of China in 2012

 Economic and Commercial Counsellor’s Office of the Ministry of Commerce in France,
http://www.mofcom.gov.cn/sys/print.shtml?/i/jyjl/m/201304/20130400102296

, last visited on April 25, 2013.

2 Economic and Commercial Counsellor’s Office of the Ministry of Commerce in France,
http://www.mofcom.gov.cn/sys/print.shtml?/i/jyjl/m/201304/20130400102294

, last visited on April 25, 2013.
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Table 1 Regional composition of flow of China’s overseas direct investment in 2010-2012

_ Amount (billion dollars) | Year-on-yeargrowth Ratio (%)
Region (%)

2010 | 2011 | 2012 | 2010 | 2011 | 2012 |2010] 2011 | 2012
Asia 4489 4549 6479 111 1.3 424 653 609 738
Africa 211 3171 252 468 504 -208 31 43 29
Europe 676/ 825 7.04 1018 221 -147 98 111 80
Latin America 10.54| 11.94 6.17 43.8/ 13.3] -48.3] 15.3 16 7.0
North America 262 248 488 722 53 969 38 33 56
Oceania 189 332 242 -238 756 -27.3] 27 44 27
Total 68.81 7465 8782 217 85 17.6) 100 100 100

Data source: Ministry of Commerce, National Bureau of Statistics and State Administration of Foreign
Exchange, Statistical Communiqué on Overseas Direct Investment of China in 2010, Statistical Communiqué on
Overseas Direct Investment of China in 2011 and Statistical Communiqué on Overseas Direct Investment of
China in 2012.

I11. Sector Distribution of China’s Investment in Europe

In 2012, the investment flow of China in the EU was 6.12 billion dollars, accounting for 7% of
its total flow. Regarding sector distribution, 1.806 billion dollars flowed to the manufacturing sector,
accounting for 29.5%, mainly distributed in Britain, Sweden, Germany, France, Italy, Holland and
Austria; 1.259 billion dollars flowed to the leasing and business services sector, accounting for 20.6%,
mainly distributed in Luxembourg, Britain and Germany; 1.045 billion dollars flowed to the financial
sector, accounting for 17.1%, mainly distributed in Britain, Germany, Luxembourg, Italy, France,
Hungary and Ireland; 852 million dollars flowed to the transportation, storage and post service sector,
accounting for 13.9%, mainly distributed in Britain and Germany; 427 million dollars flowed to the
wholesale and retail sectors, accounting for 7%, mainly distributed in Britain, Belgium, Germany,
France and Bulgaria.

By the end of 2012, China’s total investment in the EU was 31.538 billion dollars, accounting
for 5.9% of its total overseas investment. In view of sector distribution, 9.667 billion dollars flowed to
leasing and business service sector, accounting for 30.7%; mainly distributed in Luxembourg,
Germany, France, Italy and Hungary; 6.302 billion dollars flowed to manufacturing sector, accounting
for 20%, mainly distributed in Sweden, Britain, Germany, Holland, France, Italy, Span, Austria,
Hungary and Romania; 3.793 billion dollars flowed to mining sector, accounting for 12%, mainly
distributed in France, Britain, Holland and Luxembourg; 1.163 billion dollars flowed to transportation
and storage sector, accounting for 3.7%, mainly distributed in Britain, Germany and Belgium; the
investment in scientific research and technical service sector accounted for 2.3%, the investment in
production and supply of electric power, heating power, fuel gas, water and other utilities accounted
for 2.1%, the investment in agriculture, forestry, animal husbandry and fishery accounted for 1.2%,
and the investment in real estate accounted for 0.9%.

Besides, some EU member states and press circles strongly opposed to Chinese companies’
investment in Europe, particularly to the acquisitions in some strategic sectors. The review titled
“Dangerous Dependence” published in German “Die Welt” said Europe should be cautious of falling
into permanent dependence on China. A report of British Daily Telegraph said European debt crisis
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was the best chance for China to enlarge its influence in Europe®™. These discussions had generated
unfavorable impact on China’s investment in Europe.

The trade imbalance

China had a trade deficit with EU before 1997, and since then China turned to a trade surplus.
After becoming a member of the WTO, China’s trade surplus with the EU increased dramatically.
Debates on trade imbalance between China and the EU became more and more frequent, along with
increasing trade disputes.

The debate on the bilateral trade imbalance referred to the data, at the initial stage. Especially
in 2003, according to the Chinese statistics, China had a trade surplus of USD 19.1 billion with the
EU, whereas according to the EuroStat, the EU had a trade deficit of EUR 64.2 billion with China. The
gap was huge, but it was embedded in technical reasons, such as the custom clearance method, the
exchange rate, etc. The enlargement of the EU in 2004 and 2007 also generated confusion to some
extent for both China and the EU custom services. After the EU enlargement, trade data were
relatively close to each other.

The peak of the trade imbalance was in 2008, when China had a US 160.18 billion trade
surplus with the EU, which was the third largest after the China-Hong Kong and the China-USA ones,
whereas the EU had a EUR 169.54 billion trade deficit with China according to the EuroStat. As
indicated in Graph 5, since then, China’s trade surplus was down to USD 100 billion in 2009 because
of the global financial turmoil. There was a rebound in 2010-2011, when the trade surplus was around
USD 140 billion, then it went down again to USD 121.9 billion in 2012.

According to the EuroStat, the average annual growth rate of the EU exports to China was 15.3%
between 2003-2012, surpassing the12.8% annual growth rate of the EU imports from China. Although
China became the fastest export market of the EU, the export growth dynamic of the EU to China
could not keep the pace with China’s strong export to the EU. In 2012, the EU trade deficit with China
accounted for 34% of the EU-China trade volume. Although it was a significant drop comparing with
52% in 2008. China was still the biggest deficit source of the EU external trade™.

Graph 5 China-EU Trade Imbalance 2002-2012
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Source: the European data is from EuroStat in billion Euro, and the Chinese data is from MOFCOM in
billion USD.
Regarding the trade imbalance between China and the EU, we cannot stop at the bilateral data.

We need to analyse from the angle of the economic globalization, because the bilateral trade data does

" http://news.sina.com.cn/0/2010-12-29/090421726235.shtml
* Author’s calculation based on the EuroStat data.
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not necessarily reflect correctly the complicated trade relations'. Actually the main reason of the
dramatic trade imbalance between the EU and China (similarly to that between the US and China) is
the reorganization of the global value chain after China joining the WTO. Such kind of reorganization
is represented in two ways.

One is the massive production capacity moving from East Asian economies to China coastal
area. Against the background of the economic globalization, at the impact of Chinese labour cost
advantage and China’s astonishing capacity of absorbing FDI, a tremendous processing trade had been
relocated from the East Asian economies such as Japan, South Korea and Taiwan to China’s coastal
area, along with massive investment. Such kind of processing trade propelled China’s export growth in
an explosive manner after joining the WTO. The export boost brought China the huge trade surplus
with the EU and the US whereas a huge trade deficit with Japan, South Korea and Taiwan. At the
same time, the trade surplus between the East Asian economies and the EU decreased dramatically as
they moved their production to China. In other words, the export from these East Asian economies to
the EU and the US changed for the export of parts and semi-products to China, then, after assembling
and processing in China, they exported them to the EU and the US. Graph 6 shows such kind of trade
triangle among China - the other East Asian economies - the EU™. As part of the trade triangle,
China’s export to the EU increased more than 10 times in 10 years, from USD 23.8 billion in 1997, to
USD 245.2 billion in 2007, and at the same time, Asia’s share in the EU import increased less than
10%"". To sum up, the investors from East Asian economies to China transferred their export capacity
to China. As a matter of fact, China replaced the export from East Asian economies to the EU*®, but
the bilateral trade figures did not reflect the real situation.

Graph 6 Trade Triangle among China - the Other East Asian Economics - the EU
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Source: Drawing by author.
The second way is that the European and American manufacturers import semi-products from

China, assemble them into final products and then they export these products. More than 2/3 of the

!> A report of EUISS reflects the similar argument, see Marcin Zaborowski edit, Facing China’s rise: Guidelines
for an EU Strategy, Chaillot Paper No.94, EU Institute for Security Studies (EUISS), Paris, December 2006,
p.17.

'8 The original Trade Triangle model is based on the trade relations among China - the other East Asian
economics - the US, see Yang Zhengwei, China’s Foreign Trade and Economic Growth, China Remin
University Publishing House, 2006, p375. The author of the present paper had taken the verification with the EU
data, and concluded that there is a similar trade tringle among China - the other East Asian Economics - the EU.
e European Commission, “EU-China trade in facts and figures”, MEMO/09/40, Brussels, 30 January 2009.

'8 Andreas Freytag, The Chinese “juggernaut” — should Europe really worry about its trade deficit with China?,
Policy Briefs, No.2, European Centre for International Political Economy (ECIPE), Brussels, 2008, p.4
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EU’s import from China were semi-products, which helped the European manufacturers reduce their
production costs and improve the competitiveness of the European export products.”® The European
enterprises had benefited from the huge opportunity of the Chinese market through their investment to
China, and they improved their competitiveness in the European market too. On the one hand, the FDI
from Europe improved the competitiveness of the Chinese products through the spill-over effect, and
promoted China’s export to Europe. At the same time, the Europeans imported semi-products and
parts manufactured in China, improved the competitiveness of the European products and promoted
the European export itself to the world market. On the other hand, the increase of the European
investment in China replaced EU’s export to China to some extent, and intensified the trade imbalance
between China and the EU. Some empirical studies show that the FDI from the EU is one of the
reasons which generated the growing Chinese trade surplus with the EU.?

Studies on the Global Value Chain (GVC) released by the UNCTAD, the WTO, the OECD
and the World Economic Forum also indicated the changes and the relocation of the GVC in the
background of globalization, especially the role of China in the international trade?.

Based on the database of Trade in Value Added (TiVA) developed by the OECD and the
WTO, as shown in Graph 7, in China’s USD 372.3 billion export to the EU in 2008, the domestic
value added took USD 256.6 billion, and import took USD 115.7 billion. The double calculation of the
import to the export took 31% of the China’s export to the EU. Similarly in China’s USD 299.3 billion
import from the EU, the import going to the domestic final demand took USD 136.3 billion, and the
USD 163 billion did not go into the domestic final demand which became part of the processing trade
and went to the export again. The double calculation of the import to the export took 54% of the
China’s import from the EU. In other words, close to 1/3 of the China’s export to the EU was
contributed by the import, and more than 50% of the China’s import from the EU was used for the re-
export. Graph 7 clearly explores the defect of the traditional trade statistics in the GVC environment.

Such kind of double calculation brings the direct impact to the China’e trade surplus with the
EU. Shown by Graph 8, based on the TiVA database, the China’s trade surplus with the EU in 2008
was USD 172 billion, in which USD 51.7 billion was double calculated, which took 30% of the
China’s trade surplus with the EU. The double calculation went to 33% in 20009.

Graph 7 Value Added in China-EU Trade
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0 Ye Wenjia, Yu Jinping, An Empirical study on the EU’s FDI in China and the China-EU trade relations, The
World Economic and Political Forum, No.4, 2008, p27.

2l UNCTAD, Global Value Chains: Investment and Trade for Development. World Investment Report 2013,
UNCTAD 2013. WTO, Trade patterns and Global value chains in East Asia: From trade in goods to trade in
tasks. WTO 2011. WEF, The Shifting Geography of Global Value Chains: Implications for Developing
Countries and Trade Policy, WEF 2012.
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Source: TiVA, OECD-WTO. Note: FDDVA means domestic value added embodied in foreign final demand,
EXGR means gross export, FDFVA means foreign value added embodied in domestic final demand, IMGR
means gross import.

Graph 8 Domestic Value Added in the China’s trade surplus with the EU
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Source: TiVA, OECD-WTO. Note: TSVAFD means value added in final demand in surplus, TSGR means
gross trade surplus.

Hence, the trade imbalance issue between China and the EU is far beyond the bilateral level to
some extent. The EU not only needs to simply face the challenge from China, but also the challenge
from the deepening economic integration in the East Asia, as well as the challenge to the trade policy
brought by the economic globalization.

As long as the trade imbalance increases, the trade disputes between China and the EU were
intensifying. China has become the biggest target country of the EU trade defense system in recent
22
years.

Issue on the Market Economic Status

When we review the past 10 years of the China-EU Comprehensive Strategic Partnership, the
China’s Market Economic Status (MES) issue is negligible. In almost each of the China-EU Summits
in the past 10 years, the issue has been mentioned all the time. China also has invested huge
diplomatic resources in this regard and initiated a diplomatic action in 2003 to get the EU and the US
provide the MES to China. The action has not succeeded till now.

The MES issue in China-EU relations is a totally different terminology from the market
economy. The MES issue is only limited to the EU anti-dumping procedure, which can be traced back
to China’s negotiation of joining the WTO. During the process of negotiation the MES clause already
existed in some WTO members’ anti-dumping legislation. Based on the GATT Avrticle 6 and its notes,
and based on the requirement of these members, the negotiating parties reach a consensus which
indicates that the members of WTO can affirm China’s non-MES with conditions during the anti-
dumping investigations toward China’s products, and have a right to choose a price from a replace
country (third country) to ascertain the dumping damage. The consensus also indicates that such kind
of practice will be terminated after 15 years of China joining the WTO, which means beyond 23
December 2016 the WTO members cannot apply the price of replace country to ascertain the dumping
damage during the anti-dumping investigation on China’s products. This consensus had been written
into the China’s Accession Treaty with WTO as Article 15. Except for this Article, no WTO rules or

22 Chen Xin has a detailed analysis on the recent development of the trade disputes between China and the EU in
the recent years. Chen Xin, New Trends in EU’s Economic Relations with China, Global Economic Observer,
no.1, 2013, Bucharest.
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China’s accession document has doubt on the market economy system of China. It means that except
for the anti-dumping procedure, China has no necessity to be recognized as a market economy by
other countries and, at the same time, even if to be recognized as a market economy country, it has no
further means. The WTO does not require the “identity” of a market economy country, otherwise
China would not be accepted as a member of WTO. In sum, MES is only limited to the anti-dumping
investigation procedure towards Chinese products, and for more accuracy, it refers to whether the
MES treatment will be provided to the producer during the anti-dumping investigation. It is no
necessity to extend the issue to whether recognize the achievement of China’s economic reform, or to
whether China needs to join the “market economy”. To accomplish the full socialist market economy
is a political target set by China itself which requires no needs of other countries recognition.
Unfortunately China has invested huge diplomatic resource to get EU recognizing China’s MES, and
made China-EU relations followed a zigzag course.

It is true that there is a great negative impact for Chinese producers and exporters when they
are treated as non MES. Before 2004, the value of EU anti-dumping cases toward China was not big,
and took less than 1% of China’s export to the EU. In recent years, the value of the anti-dumping cases
has gone up dramatically. The case of wireless data modem in 2010 involved more then USD 4
billion, and the case of solar panel in 2012 involved more than USD 20 billion, 7% of China’s export
to the EU.

According to the China’s Accession Treaty with WTO, by 23 December 2016 EU will stop the
method of anti-dumping investigation applying the replace country toward China’s products, whether
the EU provides the MES to China or not. As the date is approaching, the importance of the MES
issue in China-EU relations is declining. The EU well understood the situation, and when China
showed less interest in the negotiation with the EU on MES in 2007, the EU suggested new solution in
order not to lose the weight and attract China to continue the negotiation. The new suggestion was to
provide MES to China’s certain enterprises and sectors if they meet the requirements. The negotiation
between China and the EU turned to full MES negotiation.

There is no interconnection between providing China with MES and the number of EU anti-
dumping cases toward China. Even if the EU would provide full MES to China, it would not stop the
EU to apply anti-dumping procedure. Besides, the anti-dumping is one of the trade defense measures
of the EU, the EU can apply the measure of anti-subsidy. MES is not the panacea to solve all the
problems in China-EU trade relations. There are so many fields and opportunities China and the EU
can cooperate, China has no interest to “make great deal” with the EU, and also China has no necessity
to make MES as an obstacle for further developing the bilateral relations.

Conclusions and Future Challenges

Great changes have taken place regarding the economic strength and international positions of
China and the EU, as well as the international environment in the past ten years ever since the parties
have announced the China-EU Comprehensive Strategic Partnership. Both the EU and China have
been in a dynamic development stage ten years ago. Europeans were facing the biggest enlargement in
their integration history, and China was embracing the challenges of globalization, adjusting itself to
the international trade environment after joining the WTO, and promoting integration with the global
economy. Ten years later, Europe is trapped in the sovereign debt crisis, more doubts raised by the
people on the European integration, and the Europeans will be more focused on their internal issues,
the economic growth will be the priority for the EU. China is also facing the challenges of adjusting its
economic structure and shifting the economic growth pattern, as well as exploiting the new market
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opportunities and promoting stable development of the external trade. Ten years ago the EU market
has been the source of economic growth for China, and now China’s market also is a potential source
for EU’s economic growth. The China-EU trade and economic relations is too big to fail.?*

In order to keep the dynamic pace of past ten years in the bilateral trade, both China and the
EU need to find new strategy to check the pressure of protectionism and express the mutual concerns.
It needs both sides to assess the reality, adjust the strategic position and shift the mentality.

It is true that China’s trade relations with the EU in the past ten years had reached
considerable progress, and even would replace the US to become the biggest trade partner of the EU.
At the same time we also see the weakness at the institutional level in China-EU trade and economic
relations. The dynamic trade growth reflects to some extent the spontaneous development, and both
China and the EU had no adequate preparation for the dynamic trade jump, and there is lack of
efficient mechanism to lead the trend.

Regarding the high level dialogue, the China-EU High Level Trade and Economic Dialogue
(HED) took place in 2008, 2009 and 2010. Since then no HED till the November 2013. The trade and
economic relationship is the cornerstone of the China-EU relations. The EU is the biggest trading
partner of China, and the biggest export market in the latest 8 years. In the recent years China-EU
trade volume is closing the EU-US trade volume, China has the chance to replace the US and becomes
the biggest trade partner of the EU. At the same time, the EU is also the biggest technology source for
China, and China’s investment to the EU is increasing dramatically recently. Such kind of dynamic
and colorful development did not receive active response from the high level decision makers either
from China or the EU. Bilateral trade goes as it goes. The consequence of such gravity development is
the trade disputes between China and the EU intensify at one hand, and the EU and the US start the
TTIP negotiation and the EU shows stronger intension on developing trans-Atlantic relationship at the
other hand. Besides, China is out of the EU’s global FTA strategy and shunned by the EU.

Regarding on the working level dialogue, there are more than 50 sectoral dialogue between the
EU and China. It is astonishing that among so many working level dialogue there is no mechanism on
pre-warning, which could effectively express the mutual concerns and control the disputes in bilateral
trade and economic relations. During the PV dispute, Chinese Primer Li Kegiang had initiated a
personal call with the president of the European Commission Jose Barroso on 4 June 2013. The
telephone call case although indicates the highest concerns of the Chinese government on the PV
dispute, it also reflects the embarrassing situation of the so many sectoral dialogue, which means lack
of efficiency of the dialogues. As the trade disputes intensify in the recent years, there is a need for
China and the EU to establish an pre-warning mechanism as soon as possible.

Regarding on the actors of the dialogue, the dialogues between China and the EU are mainly
among the government bodies, the officials, the executives, and there is a lack of the enterprises
actively involving in the dialogues. There is an urgency to attract more enterprises into the sectoral
and policy dialogues.

Regarding the legal framework, the bilateral trade agreement is still remained in the
framework signed in 1985. The deadlock of the China-EU PCA negotiation affected the renewal of
trade agreement. The PCA approach was led by the EU which devotes itself to bind economy with
politics and to promote political change with trade and economic measures. The purpose of such
approach relies on ideology and aims at encouraging political democracy and social development in

23 Fredrik Erixon, Back to Basics: Economic Reforms and EU-China Relations, ECIPE Bulletin No. 09/2012.
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the partner country. The EU’s PCA approach is not in accordance with reality of the China-EU
relationship. In recent years the EU initiated the Bilateral Investment Treaty (BIT) with China, which
would be a condensed version of PCA in some extent, and also helps the European Commission to
materialize the investment competence as required in the Lisbon Treaty. The ambitious of the BIT
negotiation indicates the European Commission’s dilemma. At the one hand, the EC would like to put
everything into the BIT basket which is far beyond a traditional investment agreement. And if the
chapters on elimination of customs, cooperation of custom service and sanitary regulations would be
included in the BIT, it would be a perfect FTA agreement which the EU avoided to response, at the
other hand. The European Commission has the difficulty to decide what they exactly want.

Looking forward to the next ten years of the China-EU relations, China should try to transform
the approach led by the EU, shift the passive status in the bilateral trade agenda, focus more on
substance instead on forms, and to construct a new way of thinking on China-EU economic and trade
relations. The 16™ China-EU summit held in 21-22 November 2013 proves new achievements. The
leaders released the China-EU 2020 Strategic Agenda for Cooperation, announced the start of the BIT
negotiation, agreed to actively explore the implementation of a feasibility study on China-EU FTA,
and strive to make trade value reach one trillion USD by 2020.
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