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The EU and China:
40 years of friendship

e

Four decades ago, when the European Union first estab-
lished diplomatic relations with China, things were much
more tense than they are today.

At that time, the United States did not yet officially recog-
nise the Chinese government in Beijing. But as opposed
to the American-Chinese relationship, the EU-China rela-
tionship was viewed more through the prism of economics
than geopolitics. This has been the main trend in their 40
years of relations.

As economic contacts increased in the 1970s, interest in
formalising the relationship increased on both sides. Af-
ter diplomatic relations were established in 1975, this was
followed by a 1985 agreement on trade and economic co-
operation.

“In my opinion, the EU and China are not antagonistic
but they are complementary,” says Jo Leinen, a German
MEP who chairs the European Parliament’s delegation
to China. “They are not a threat to each other, but they
can help each other to modernise and to be a partner in
solving global problems. And this co-operation has ma-
tured to an amazing extent, it has a bright future.”

“After four decades of working together, both parties now
have a more realistic view over each other and their bi-
lateral relations,” says Professor Wei Shen, director of
the Confucius Institute at Lancaster University in the UK.
“However the balance of power has shifted quite signif-
icantly, though the EU is still the largest single market,
China’s economic power has risen in an unprecedented
way. Economic and trade ties have remained the key
foundation for the bilateral relations, where cooperation
and competition are intensified at the same time.”

The EU and China today are trading between them over

€1 billion per day. On June 29, 2015, the two sides held
an EU-China summit in Brussels, the 17th such meeting
since 1998 (see article 3).

This year’s summit comes in the context of a changing
economic situation in China. Growth has slowed, a phe-
nomenon which Chinese premier Li Kegiang has called
“a new normal’. He said earlier this year that he wants
to “upgrade China’s economy to a medium-high level of
development, maintain China’s economic growth at a
medium-high speed, and pursue a growth with improved
quality and performance”. He said this would “lay a more
solid foundation for us to achieve modernization.”

In recent months, the Chinese stock market has seen
troubles. European politicians and business people are
still keen on Chinese investment, but they are still trying
to figure out the best way for the two sides to cooperate in
the current global climate.

In the pages of this special report we will explore the main
pillars underpinning the EU-China relationship: econom-
ics, foreign policy and culture. Bilateral investment flows
will be explored (see article 5), as well as the possibilities
for future trade agreements (see article 4).

Some of the most promising sector-specific areas for col-
laboration will also be examined, such as environment
and climate (see article 7) and the digital sphere (see arti-
cle 6). Finally, as both sides go through periods of reform,
we look at how those reforms might interact with one an-
other (see article 9).

The EU’s relationship with China is one of its most im-
portant, and this was reflected in the high priority given to
June’s EU-China summit. But there are still many issues
which the two sides need to hash out.



Connecting people
across continents

The EU and China are working to strenghten the cul-
tural ties between their citizens, a goal addressed at
this month’s summit.

The EU and China may be celebrating the 40th anniver-
sary of diplomatic relations this year, but it is only in recent
years that certain efforts have become more structured.
Relations are now divided into three pillars. A dialogue on
economy and trade was established in 2009, while one
on political and global issues was established in 2010.
The third pillar, the High-Level People-to-People Dialogue
(HPPD), was finally established in 2012.

Many consider this last pillar to be the most important,
symbolically. After all, the best political and economic
frameworks are of little use if the people who must imple-
ment them lack the cultural understanding to do so.

The 3rd round of the EU-China HPPD on 15 September
follows on from the 17th EU-China Summit held in Brus-
sels in June. The EU and China have been cooperating in
the areas of education, culture, multilingualism and youth
over the past decade through regular policy dialogues, but
it wasn’t until 2012 that these activities were brought to-
gether under the HPPD umbrella.

The summits set long-term objectives for people-to-peo-
ple interaction. The first round was held on 18 April 2012,
when Androulla Vassiliou, the former European commis-
sioner for Education, Culture, Multilingualism and Youth,
and Chinese vice-premier Liu Yandong (at the time a state
councillor) signed a joint declaration. They met again later
that year in Beijing.

“In my opinion, after living in Europe for the past fifteen
years, people-to-people exchange is the crucial part of
any relationship,” says Professor Wei Shen, director of the
Confucius Institute at Lancaster University in the UK. “In-
terpersonal connection helps to remove prejudices, foster
understanding, and above all, enhance mutual confidence
and trust-building between people and nations. Increas-
ing trade volumes does not automatically guarantee the
deepening of friendship. It is worth noting that in a number
of public opinion polls, there has been a drop of positive
views towards China in various EU countries, in contrast
to the growing economic interdependence.”

Educational exchange

Wei Shen says that a key to counteracting these prejudic-
es will be increasing educational exchange between the
two. “Currently it is very much one-way traffic, with

Chinese students and scholars coming to study in Europe,
rather than the other way around. A more balanced two-
way exchange will not only allow a younger generation of
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EU citizens to understand contemporary China, but also
helps to address the EU’s knowledge deficit over China.”

Over the past 20 years, EU-China academic exchanges
have increased significantly. This has largely been helped
by the Erasmus Mundus programme, part of the EU’s
flagship Erasmus programme of intra-European student
exchange. Two thousand Chinese students have so far
benefitted from the EU’s Erasmus Mundus scholarships
to European universities, according to the European
Commission.

China has likewise offered 20,000 scholarships for
Chinese students to study at European universities. An
additional 10,000 scholarships have been awarded by
China for European students and researchers to study in
China.

Joint educational institutions have also been set up to
facilitate cross-border exchange. These include the
China-Europe International Business School based in
Shanghai and the China-EU School of Law in Beijing.
Since it was launched in 1994, the business school has
awarded 8,000 MBA and EMBA degrees. The MBA pro-
gramme was recently ranked as number 15 in the world
by the Financial Times. This month’s meeting address-
es ways of strengthening these partnerships, as well as
how to make obtaining student visas easier.

Tourism exchange

Travel between the EU and China is already booming,
with 70 flights each day between China and Europe. Al-
most two million trips were made by Chinese citizens to
the EU in 2013, according to Eurostat, the EU’s official
statistics agency. This figure is expected to grow to 3 mil-
lion by 2020, out of a total 100 million Chinese tourists
traversing the globe each year.

The increase in tourism has major implications for the
transport sector, and the EU and China are working to-
gether on how to facilitate these tourism exchanges. Last
year, there were seven million air passengers travelling
between the EU and China. That’s more than three times
the number of trips in 2003.

The two sides have together set up the EU-China Civil
Aviation Project to strengthen existing commercial ties in
aerospace and aviation. The programme gives joint train-
ing to officials from both regions on issues such as safety,
security and best business practices.

Speaking at the EU-China summit in June, Chinese pre-
mier Li Kegiang said the government values the tourism
exchange. “Every year, the top destination for Chinese
tourists is Europe, including Brussels,” he said. “There is



a statue here that brings the water of life for all of us.”

The premier stressed that more work should be done on
facilitating visa access for the EU and Chinese citizens.
“The Chinese side has agreed for the EU to set up visa
application centers in 15 Chinese cities with no embas-
sies or consular offices,” he said. Both sides are continu-
ing to discuss further visa liberalisation measures. Obtain-
ing tourist visas can be expensive and time-consuming for
citizens on both sides at the moment.

This year’s summit serves as an opportunity to reinforce
these existing connections, and to discuss possible future
measures. Both sides have identified cultural connections
as a top priority, and so these projects are likely to be-
come more numerous in the coming years.
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The EU-China summit
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From left to right: Mr Jean-Claude Juncker, President of the European Commission; Mr Li Keqgiang, Premier of China; Mr Donald Tusk,

President of the European Council.

Investment, free trade, mobility and foreign policy
were all on the agenda at the EU-China summit in
Brussels in June.

In June, Jean-Claude Juncker, the President of the
European Commission, Donald Tusk, the President of
European Council, and Li Kegiang, the Premier of
China, held the 17th EU-China summit at the headquar-
ters of the European Council in Brussels.

Such summits have been held before — most recently
in 2013 in Beijing. But this year’s summit had a special
significance. It was held on the occasion of the 40th an-
niversary of EU-China relations and followed last year’s
visit to Brussels by Chinese President Xi Jinping.

The two sides started by agreeing to reinforce the
EU-China 2020 Strategic Agenda, which was adopted
at the 2013 summit in Beijing. This programme extends
beyond the existing EU-China Comprehensive Strate-
gic Partnership, which was developed on the basis of
the 1985 EU-China trade and cooperation agreement.
The agenda is split into four main areas of engagement:
peace, prosperity, sustainable development and peo-
ple-to-people exchanges (see article 2).

The headline-making outcome of the summit was Li Ke-
giang’s announcement that China intends to contribute
significantly to President Juncker’s €315 billion growth
fund (see article 5). But the delegates at the summit dis-
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cussed many other issues, both at the leaders’ summit
and at the accompanying EU-China Business Summit at
the nearby Palais d’Egmont.

“I'm a great admirer of China,” Juncker said at the sum-
mit. “My first official visit was as the prime minister of
Luxembourg in 1996. Since then I've been back to the
country five, six or seven times.”

“The EU is a strong and reliable partner to China, and
we can learn from one another,” he added. “Our deep re-
lations mean that we are interdependent. As we learned
from the financial crisis, failure in one economy has con-
sequences for the entire world.”

Li Kegiang showed that he was well aware of this fact.
The summit came on a day when the EU was in the midst
of the most serious flare-up in the Greek debt crisis in
several years. Juncker’s appearance at the summit had
to be delayed by several hours because he was dealing
with the crisis.

The Chinese premier urged the negotiators to come
up with a solution that would avoid a scenario in which
Greece would have to leave the eurozone. “We would
like to see Greece stay in the eurozone and we urge
the international creditors to reach an agreement with
Greece,” he said. “The relationship between China and
Greece is part and parcel of the overall relationship be-
tween China and Europe.”



Mr Wan Gang, Chinese Minister of Science and Technology; Mr Carlos
Moedas, Member of the European Commission

His comments reflected the interdependency that Junck-
er had also acknowledged. Since the start of the finan-
cial crisis in 2008, China has invested heavily in Greece,
including the China Ocean Shipping (Group) Company’s
(COSCO) 35-year concession for two terminals in Ath-
ens’ Piraeus Harbor. China has also switched to buying
European bonds instead of US treasury bonds since the
start of Europe’s financial crisis. A disruption in the euro-
zone would have serious consequences for China.

“China and the EU should continue to view each other as
an opportunity for investment,” Li said. “China will contin-
ue to be a holder of European bonds, and this will remain
true in the future.”

Challenges to market access on both sides

Much attention at the summit was focused on European
businesses’ desire for China to further open its market to
foreign companies. Emma Marcegaglia, the president of
Business Europe, the industry association which organ-
ised the business summit, said this was the most intense
topic of conversation between Chinese and European
business leaders at the summit.

“We are happy with the relationship, but if we listen to
some European businesses now, they are asking for a
more clear view,” she said. “We are asking for better ac-
cess to the market, that state-owned companies should
be the only one in some sectors, not all sectors. There
is a problem of access to the market. We saw in the last
survey we did that 55% of European companies feel dis-
criminated against compared to Chinese companies.”

However, Chinese business leaders said they face sim-
ilar restrictions when operating in the European market.
“We have been challenged when it comes to public pro-
curement, and we felt we were treated unfairly,” Chen
Yongping, deputy managing director of the European arm
of Chinese auto manufacturer BYD, told the delegates.
“Some of you have said there is a lack of openness and
transparency in public procurement, but | think we face
the same situation in Europe, especially in Southern Eu-
rope.”

Both Beijing and Brussels are hoping to solve some of
these frustrations through stronger trade relations in the
coming years (see article 4). But it remains a bone of
contention in the meantime.

EU- China Summit '“AS#) - China Summit

Brussels, 29.06.2015
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From left to right: Mr Donald Tusk, President of the European Council; Mr Li Keqgiang, Premier of China; Mr Jean-Claude Juncker, President of the

European Commission
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Securing a bright
trading future

The EU is already China’s largest trading partner,
but the relationship could be made more secure with
agreements on customs and free trade.

When it comes to trade, it doesn’t get much bigger than
the flow between the EU and China. Last year, the trade
in goods between the two economies was worth €467 bil-
lion, while trade in services was €54 billion. This makes
the EU-China partnership one of the world’s biggest trade
relationships, second only to the EU-US relationship.

However, there is potential for much more trade between
the EU and China. The EU is responsible for approxi-
mately one-fifth of foreign direct investment (FDI) inflows
into China, but this only represents 6% of total EU FDI
outflows. It’s currently a strong trading relationship, but it
could be much stronger.

For this reason, the EU and China are in ongoing nego-
tiations for a comprehensive bilateral investment treaty
(BIT), which aims to improve investment protection, mar-

The EU’s position in international trade
Relative market shares

% of total

world market
25
20
EU
15
China
10 u.S.
5
Japan
A/_/——/\/_“ Russia
0
1999 2001 2003 2005 2007 2009 2011 2013

Source: European Commission. Data cut-off February 2015

ket access and the overall investment climate on both
sides. It is hoped that the BIT will boost confidence for
both European and Chinese businesses looking to enter
the opposite market.

In its latest policy paper on relations with the EU, issued
in April 2014, the Chinese government stated that it views
the EU as one of its most important trade and investment
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Emma Marcegaglia, president of Business Europe and Cecilia
Malmstrém, European Commissioner for trade.

partners. China also hopes to start a joint feasibility study
on a China-EU free trade agreement as soon as possible.

“We need to harmonise trade and economic policies,”
says Emma Marcegaglia, the president of industry asso-
ciation Business Europe. “Chinese and European busi-
nesses should find all ways to put forward ideas. We
need to remove barriers to trade and investment, and also
rationally regulate the disputes and frictions in trade and
investment.”

Sang Li, Chief Technology Officer at Chinese mobile
phone giant Huawei, says now is the perfect time to build
on the existing trading relationship. “There are opportu-
nities to leverage the two sides to build a transparent re-
lationship,” he says. “For the last 15 years, Huawei has
gotten into the EU market. We have 1,200 R&D [staff] in
18 research sites in Europe. And we see great potential
for the EU and China to leverage that growth.”

Acloser trading partnership is likely to come in stages, and
the first item on the agenda is a new customs agreement
between the two countries. At June’s EU-China summit in
Brussels (see article 3), the two sides reached a signifi-
cant milestone in this process when they signed a joint
statement on mutual recognition of authorised economic
operators. The purpose of the new customs agreement,
which will begin in the coming months, is to facilitate and
accelerate trade and to combat illicit flows of goods.

The new customs agreement could result in lower costs,
greater predictability and simplified procedures for busi-
nesses on both sides. Reduced bureaucracy and faster
controls for customs clearance could also save time and
money.

The EU and China are also working on standards con-
vergence. Currently 100 European standards form the



Attendees at a networking lunch at the EU-China Business Summit in June 2015

basis for Chinese standards, according to the European
Commission. The Europe-China Standardisation Informa-
tion Platform has served as the vehicle to give companies
information about market access for products regulated
by the EU and China.

In the longer term, the two sides are exploring the pos-
sibilities for a full EU-China free trade agreement. An in-
vestment agreement that would be the first stage for such
a deal is being explored on a number of fronts. Right now
the EU has more than 60 ongoing fields of talks with China
at all levels. The European Commission, European Parlia-
ment, EEAS and other institutions are actively involved.

Relations with the United States will loom large over these
negotiations. The US is the EU’s largest trading partner,
followed by China. It is China’s second-largest partner,
after the EU. The United States is also interested in a
free-trade agreement with China, and there are ongoing
negotiations for an EU-US free trade deal, the Transatlan-
tic Trade And Investment Partnership (TTIP). In the race
for free trade, there is an element of competition between
these three powers.

“In a way, the US and EU are competing for a better rela-
tionship with China,” says Jo Leinen, the chair of the Euro-
pean Parliament’s delegation for relations with China. “You
can see that with the investment agreements both sides
are negotiating. Behind an investment agreement there
could loom a free trade agreement later on.

“I hope China at least has an equal interest in Europe as
it has in the US,” he adds. “We are a bigger market than
the US, we serve more people, and we are not a military
power so there are a lot of opportunities for cooperation
between Europe and China.”
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China’s European
investment

As the financial crisis has taken its toll on Europe,
China has stepped in to cover much of the investment
shortfall. The recent announcement that China could
invest as much as €10 billion in the Juncker fund will
accelerate this trend.

The 2008 financial crisis in Europe, and the subsequent
(and still-ongoing) debt crisis which hit the continent in
2010, has caused European investors to hold on tightly to
their wallets. Europe today doesn’t have a cash problem;
it has a liquidity problem. Businesses lack the confidence
to spend the money they have.

On the other side of the world, China is flush with cash
from its economic boom. Chinese investors have stepped
into the European investment void, buying properties, in-
dustries and financial assets. Were it not for Chinese in-
vestment, Europe could be in a much worse place today
than it is.

Now, China has stepped up to the plate yet again. Chinese
Primier Li Kegiang announced at the EU-China summit in
June (see article 3) that China stands ready to contribute
significantly to the €315 billion growth fund launched by
the European Commission last year. “China is willing to
dock with the EU’s investment plan and make infrastruc-
ture investments,” he told Commission President Jean-
Claude Juncker. “This Chinese ambition to participate in
the plan is a grand one. | hope you have a big appetite.”

Some had hoped that Li would put a specific figure on
China’s investment intentions at the summit. But the fi-
nal number is dependent on talks between the two sides
about what exactly the constraints would be for such in-
vestment. Media reports have speculated that the invest-
ment amount will be between €5 billion and €10 billion.

The problem is that fund investors do not necessarily get
a say in the projects that are chosen for funding—some-
thing that causes Beijing discomfort. The idea behind the
fund is that the public money will unlock the money from
hesitant private investors in Europe. One could argue that
the Chinese are more inclined to find Europe an attractive
investment than are jittery European investors.

“If you look at the newspapers, all over Europe, Greece is
the top news,” says Emma Marcegaglia, the president of
industry association Business Europe. “But in China and
India, the impression that we have is that they’re not so
upset about that right now. They see an opportunity in the
Juncker plan. What they want to get is a market share in
Europe. China is already the biggest investor in Germany
— more than the US. This is impressive.”

Luigi Gambardella, president of the business association
ChinaEU, agrees that the Juncker fund presents new op-
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portunities for China. “With the Juncker plan we will have
an increase of Chinese investment in Europe,” he says.
“From my point of view, I'm European, | feel much more
interest on the Chinese side. We need to boost the inter-
est on the European side. We need to not focus on the
problems, but focus more on the opportunities.”

China’s Belt and Road

Luckily, there is a perfect area of symmetry between
the Juncker plan and China’s Belt and Road Initiative.
This strategy, which was unveiled in 2013, is focused on
connecting the countries of Eurasia and the wider world
through improved infrastructure networks, investment
projects and cultural exchanges. It is split into two pillars:
the Silk Road Economic Belt and the Maritime Silk Road.

The initiative is aimed at encouraging the countries along
the Belt and Road to achieve economic policy coordi-
nation and carry out broader and more in-depth region-
al cooperation, and jointly create an open, inclusive and
balanced regional economic cooperation architecture. In
June 2015, China and Hungary signed a memorandum



of understanding on further cooperation under the frame-
work of the Belt and Road initiative. It is the first initiative
document China has signed with a European country.
China will work together with Hungary to step up the mod-
ernization of the Budapest-Belgrade railroad, the con-
struction of a China-Europe land-sea express line and
completion of other major infrastructure projects.

Both the Belt and Road Initiative and the Juncker Plan
will be primarily focused on infrastructure and cross-bor-
der connections. Right now, the plan is for ‘Silk Road’ in-
frastructure projects to extend all the way to Budapest,
where they could link up with EU infrastructure projects
funded by the Juncker plan.

The interest from Chinese businesses in investing in the
European market is intense at the moment. Last year
non-financial foreign direct investment from China to the

EU was almost $10 billion, exceeding FDI from the EU to
China for the first time. It isn’t just the lack of intra-Europe-
an investment that is attracting Chinese businesses. Eu-
rope’s regulatory environment also makes it an attractive
destination.

“The EU’s market is mature with a sound legal framework
and very good infrastructure, so a lot of Chinese compa-
nies are attracted to the European Union,” said Jiang Ze-
ngwei, chairman of the China Council for the Promotion
of International Trade. “We believe this strategy, and the
Juncker plan, will help the rejuvenation of the EU.”

As Europe waits to see what the final investment figure
from China will be, co-operation between European and
Chinese businesses is already very active. The Juncker
fund will just be the latest example of a trend towards rap-
idly increasing Chinese investment in Europe.
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Digital cooperation

As China emerges as a tech powerhouse, there are
many opportunities for collaboration between Chinese
and European governments — and companies.

There are many areas of potentially lucrative collaboration
between Europe and China, but perhaps none as promis-
ing as the digital and telecom markets.

Luigi Gambardella, vice-president of Telecom ltalia and Chairman, ChinaEU

“We believe that if you want to increase the cooperation
between Europe and China, the digital sector is the one
that sells better,” said Luigi Gambardella, vice-president
of Telecom ltalia. Gambardella also heads the association
ChinaEU, which works to encourage ties between the two
sides from its headquarters in Brussels and Beijing.

“When you bridge, you have
to bridge with the future. It’s
much more difficult to bridge

with the past. And | believe Thousand terabytes

co-hosted by the Internet Society of China, featured
Chinese Minister Lu Wei, the country’s top Internet regu-
lator. He called for European and Chinese businesses to
create a “digital Silk Road.”

“China and the EU should combine their digitization pro-
cesses and exploit the complementarities of each other’s
competitive advantages: innovative technology in Europe
and a huge market in China,” Lu Wei told the attendees.
“Between Europe and China there are still 800 million
people uncovered by the Internet, and that is precisely
the potential market of the China-EU cooperation in the
Internet field.”

As an example of potential cooperation in the regulatory
space, Gambardella points out that an agreement on 5G
standards between the EU and China is expected soon.
“It's quite strategic because it's about having a common
vision of what 5G issues will look like,” he says. “5G is
at least 1,000 times faster than 4G. It’s not just about
phones. Let’s suppose you connect cars, to connect ma-
chines to machines in production. It’s a system which will
allow many new applications which require more sophisti-
cated connection than the past.

“So far the EU has an agreement with Korea and Japan.
They will develop an agreement with the US. But China
is the most important because it's the biggest market in
the world. China has the vendors and the industry. The
difference with China is that if Europe sets a standard with
China, it will become the global standard.”

In addition to standardisation, there is intense interest
from the business community in digital collaboration.
Xuan Tan, a project manager with Atlas International Cul-
ture, a Belgo-Chinese company which offers cultural and
educational exchange programmes, says this is an area
that interests young people especially.

“For me, digital issues and the creative industry present
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the biggest opportunities,” she says. “China is catching
up related to the technology, but there is still a huge gap
between Europe and China. But for the creative industry
in China, Europe is a symbol of all this diversity, which
makes Europe a very enriching land with many creative
possibilities.”

Other areas of interest include mutual investments in
next-generation network infrastructure and innovative
services, Internet-related sectors such as big-data, cloud
computing, and e-commerce, and joint development of
new, high-tech start-ups (see article 2).

The importance of digital collaboration was reflected in
the conclusions of the EU-China summit in Brussels in
June. The two sides agreed to continue working through
the EU-China Innovation Cooperation Dialogue, which
was set up in 2013.

China will also continue to be a key partner in Hori-
zon2020, the EU’s research and technological develop-
ment programme. Chinese researchers and companies
are able to benefit from this programme as equal part-
ners. A new co-funding mechanism has been created
through the fund which will support joint research and in-
novation projects in strategic areas of common interest.
These include disaster risk reduction measures, such as
earthquake-resistant buildings.

Rudolf Staudigl, CEO of German chemical company
Wacker Chemie, said in June that these shared research
endeavors are helpful, but that more could be done. “Eu-
rope has Horizon2020, which is a great programme. But
let’s establish a Horizon2030 together between the EU
and China. Let’s put away the barriers in the minds.”

On the whole, the conclusions of the June EU-China
summit have generated increased enthusiasm for digital
collaboration. “This was the first time that the expres-
sion ‘digital economy’ appeared in the conclusions of an
EU-China Summit, signalling the acknowledged strate-
gic importance the sector plays in the bilateral relation-
ship,” said Huang Yiyang, head of the political section of
the Chinese Mission to the EU, at the Digital Coopera-
tion Roundtable. “Another important achievement of the
leaders’ meeting was the commitment to establish a joint
investment fund to connect China’s Belt and Road initia-
tive with the EU’s €315 billion investment plan.”

Both sides are envisioning greater cooperation in the fu-
ture. In the joint statement issued at June’s

EU-China Summit, they pledged to develop practical av-
enues for mutually beneficial co-operation, including a
possible China-EU co-investment vehicle.

Both the business and political communities hope these
efforts will bear fruit, because when it comes to the digi-
tal arena, the possibilities are endless.
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A partner for climate
action

Despite disagreements over how much China should
contribute to emissions reductions, the EU and
China are largely on the same page in the fight against
climate change.

December 2009 was a difficult time in EU-China climate
relations. At that year’s UN climate summit in Copenha-
gen, an attempt to reach a binding agreement on limiting
emissions collapsed spectacularly, and there was recrim-
ination on all sides.

China and the United States felt that EU negotiators had
unrealistic demands and had taken a ‘my way or the high-
way’ approach. The EU felt that the US and China were
not taking their responsibilities seriously. As the negotia-
tors flew out of Denmark, there was a sour mood in the air.

Flash forward five years, and things are very different.
China and the EU have been in close cooperation ahead
of December’s UN climate summit in Paris, during which
the world’s countries will again try to agree on a global
emissions reduction deal. China came forward with its
emissions reduction plan in June: to cut emissions by
60-65% per unit of GDP by 2030, compared to 2005 lev-
els. China has also promised to reach peak emissions in
2030, with a decline after that year. In addition, China will
boost the share of non-fossil fuels in its energy mix to 20
percent by then.

The EU was pleased with China’s offer, though European
negotiators would like to see more specifics. Miguel Arias
Canete, the EU’s climate and energy commissioner, has
been holding regular meetings with Xie Zhenhua, China’s
lead climate negotiator. Earlier this year, Cafete told Chi-
na Daily that climate diplomacy is so important to the two
sides that it will be “at the heart” of EU-China relations in
2015. “Working with China is one of my top priorities, and
| believe our relationship can be one of the engines of the
climate negotiations,” he said.
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The partnership is not new. Even as the EU and China
were locked in tense climate negotiations at the UN level,
the EU found China to be a better partner than the US on
environmental issues.

China the preferred partner

As in Europe, there is no disputing the legitimacy of cli-
mate science in the Chinese media. This contrasts sharp-
ly with the United States, where both the media and law-
makers question whether climate change is man-made.

Another big difference between the US and China is car-
bon pricing. While the United States Congress has killed
any prospect for carbon trading in America in the medium
term, China has gone ahead with setting up its own emis-
sions trading system, which it hopes can link to the EU’s
Emissions Trading Scheme (ETS) in ten years.

Jo Leinen, a German MEP who chairs the European Par-
liament’s delegation for relations with China, says this will
be a key area of cooperation between the two sides going
forward. He has been working with his

Chinese counterparts on climate issues for some time. He
previously served as chairman of the European Parlia-
ment’s environment committee.

“China, as the EU, wants a global carbon market and car-
bon pricing,” he says. “That is the common understanding
between the EU and China, unlike the US which is not go-
ing this route. And to our delight China is applying the ETS
in test regions. It will fully work in most of the country from
next year, or maybe a year later. The EU has a lot of car-
bon trading knowledge around capacity building. I've wit-
nessed training courses in Beijing, done by EU experts,
for the people in China who will be setting up the system.”

Carbon trading is not the only area in which China and the
EU can cooperate. Green technology is flourish-
ing in China, particular in the solar sector. China
dominates the PV (photo-voltaic) modules mar-
ket, and it has cooperated with European com-
panies to make complete solar panels. Though
the modules are made in China, an estimated
50% of the economic benefits of solar installa-
tions remains in Europe.

Economic growth a priority
The reason China is so focused on climate

change and pollution is that the government rec-
ognizes these issues as factors that could hinder

China UK

Source: Natural Resources Defense Council, based on NCSC data
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economic growth. Air pollution remains a serious
problem for the country. China’s explosive eco-
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China’s current enhanced actions on climate change

China has enacted and implemented the National Program on Climate Change, the Work Plan for Controlling Greenhouse Gas Emissions
during the 12th Five-Year Plan Period, the Comprehensive Work Plan for Energy Conservation and Emission Reduction for the 12th Five
Year Plan Period, the 12th Five Year Plan for Energy Conservation and Emission Reduction, the 2014-2015 Action Plan for Energy
Conservation, Emission Reduction and Low-Carbon Development, and the National Plan on Climate Change (2014-2020).

China has accelerated the adjustment of its industry and energy structures and invested great efforts in improving energy efficiency,
lowering carbon emissions and enhancing the ecosystem. China has initiated carbon emission trading pilots in 7 provinces and cities and
low-carbon development pilots in 42 provinces and cities to explore a new mode of low-carbon development consistent with its prevailing

national circumstances.

nomic growth has been accompanied by an explosion in
carbon emissions, which grew by 10% in 2010 alone — an
increase equivalent to more than the total annual emis-
sions of the UK and Spain combined. China’s per-capita
emissions are now higher than those of France.

At the same time, concern over this rapid rise in emis-
sions has given birth to mitigation policies. China’s first
acknowledgement that climate change was a threat came
via the National Climate Change Programme of 2007,
which set goals to cut energy consumption per unit of
GDP by 20% and increase renewable energy by 10% by
2010. Though these goals were not quite reached, China
came close.

This was followed by laws on renewable energy and en-
ergy efficiency. China’s 12th five-year plan, presented in
2011, included a target to reduce the carbon intensity of
its gross domestic product by 17%, compared to 2005 lev-
els, by 2015 and by 40%-45% by 2020. It also set a target
to increase forest coverage to 21.6% by 2015, and to in-
crease the percentage of non-fossil fuel energy sources
to 11.4% by 2015, from 8% in 2008.

For China, the problems of air pollution and increased
emissions go hand-in-hand. Last year, Chinese premier
Li Kegiang said the Chinese government will “declare war
against environmental pollution.” Part of that effort was
a revision of the country’s main environmental protection
law, resulting in a consolidation of disparate legislation. Li
told reporters earlier this year at his annual press confer-
ence that “all acts of illegal production and emissions will
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be brought to account, and we will make the cost for doing
so too high to bear.” This will be achieved by giving ad-
ditional support to law enforcement bodies. However, he
also acknowledged that “the progress achieved still falls
short of the expectation of our people.”

Technical cooperation

Chinese companies are very interested in working with
European companies on emissions-reduction technolo-
gies. Speaking at this year’s EU-China Business Summit,
Chen Yongping, deputy managing director of the Euro-
pean arm of Chinese auto manufacturer BYD, says that
there are still a lot of areas to explore in green economy
and growth, especially in the area of urbanisation.

“China has the problem of severe air pollution, and some
European cities have the same problem. So we hope we
can bring some of our latest products to the EU.” Qing
Bao Ping, chairman of the China Guodian Corporation,
agreed. “l really hope we can learn a lot from the leading
companies in Europe, because we know many European
businesses are in a leading position in this area.”

Both China and the EU remain very interested in carbon
reduction, albeit in different ways. For China, the over-
riding goal is to support economic growth — and it is in-
terested in reducing dependence on fossil fuel in order
to feed that. For Europe, the overriding goal is avoiding
catastrophic climate change. Though their outlooks may
differ, the two blocs share a interest in decarbonisation,
presenting plenty of opportunities for cooperation.
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From industry to
services

While Europe’s transition from industrial economies
to service economies was slow, China’s is taking
place rapidly. How can the EU be a part of this tran-
sition?

The modernisation of China has been one of the most
astounding stories of the 21st century. Economic reforms
which began in 1978 and accelerated in the 1990s have
resulted in exponential growth. Now, China is quickly tran-
sitioning to a service economy. For Europeans, the key
question is how to participate in this process.

China will begin its 13th five-year plan in 2016, with its
main focus on developing from an industrial economy to a
service economy. It has already made significant progress
down that road. In 2014, consumption made up 51.2%
of GDP growth and the service sector made up 48.2%
of total GDP. This means that China has met its target of
47.2%, set in the 12th five-year plan, early.

“China seeks to learn from the experience of the EU and
to adapt what it’s learned to the environment in China,”
says Stephen Phillips, president of the EU-China Busi-
ness Association. “This includes in areas such as urban-
isation, tackling environmental issues and regeneration,
as well as the development of a modern services sector.
As China seeks to upgrade its industrial capacity, we will
continue to see more Chinese investment in R&D and in-
novation, including in the EU.”

Currently the Chinese economy is focused on making
products designed elsewhere. An essential development
is to shift the economy to making products designed in
China. It will also be important to shift consumption away
from material consumption and more toward service con-
sumption. The service sector has already grown by 10.6%
annually over the past 12 years.

All of this goes hand-in-hand with China’s shift toward ur-
banisation. People are steadily moving from the country-
side to the enormous cities that have sprung up across
the eastern half of the country. Today the population is
36% urban, but this is expected to increase to 50% by
2020.

Chinese premier Li Kegiang has described this population
movement as a key part of China’s transition. “It is be-
cause our people could move freely across provinces and
cities that several hundred million farmers have migrated
into cities to find jobs,” he said at his annual press confer-
ence earlier this year.

The opening of this vast market presents a significant op-
portunity for European businesses. It is expected that be-
tween 40 and 50 trillion RMB will created by this transition.
And it is the service sector that now makes up the biggest
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part of the growth in trade between China and the EU.
While EU-China trade in services accounted for $14.3 bil-
lion in 2003, by 2013 that figure had grown to $71.2 billion.

China is seeking to transition to a knowledge economy,
and Europe is a continent with a lot of knowledge. The two
can learn much from one another as China continues to
experience this remarkable transformation.

The European and
Chinese drive for reform

Economic and political reform is a shared objective
in both Brussels and Beijing.

In Brussels, the European debt crisis has upended the
way EU states co-operate economically. Struggling
countries have been ordered to reform their economies
by shrinking bloated public sectors and improving tax
collection. The results of this reform are now being
scrutinised by the European Commission.

At the same time, Commission President Jean
Claude-Juncker has pledged to respond to increasing
public disillusionment with the European project by
changing the way EU institutions operate. He’s prom-
ised increased transparency, reduced bureaucracy and
fewer laws made by the EU in the future.

In Beijing, a similar zeal for reform has taken hold. The
government has promised to get serious about tackling
corruption and there have been a number of high-pro-
file arrests of corrupt officials. The Chinese government
has also promised to reform its economic system, re-
ducing barriers for foreign companies and reducing the
influence of the state in the economic realm.

“This is a reform targeted at the government itself,”
Chinese Premier Li Keqgiang said earlier this year. “As
the government sheds its own powers, vested interests
will be upset. This is not nail-clipping, but taking a knife
to one’s own flesh. But however painful it may be, we
are determined to keep going until our job is done.”

The reforms envisioned by the Chinese government in-
clude streamlining administration and delegating gov-
ernment powers, which Li Kegiang has said will “help
us get the relationship right between the government
and the market.” Delegating (EU) government powers
is an objective shared by Brussels, as it looks to return
power to national parliaments.

Like Brussels, Beijing is also looking at reducing bu-
reaucracy. The government has completed its five-year
task of cancelling or delegating State Council review
items by one-third. It is also implementing a reform of
the business system, resulting in an average of up to



10,000 new businesses being registered every day — an
increase of 50%.

The government knows that these reforms are neces-
sary to increase the confidence of foreign investors do-
ing business in China. Simplified administrative proce-
dures will also be helpful in this endeavour. The change
European businesses most want to see is reducing bar-
riers to market access.

“Businesses from the EU would like to see a wide range
of further reforms, very often sector-specific,” says Ste-
phen Philips, president of the EU-China Business As-
sociation. “The basic principles are the same: equal
treatment, transparent and effective enforcement,
streamlining of regulatory burdens and consistency of
interpretation, to name a few.

“The steps China has taken to tackle corruption are
positive,” he adds. “As for international businesses,
they hope that these steps are taken in a transparent
way.”

Yang Yanyi, ambassador and head of China’s Mission
to the EU, emphasized in a recent op-ed that the re-
forms in China and the EU testify to their mutual resolve
to restructure their economies and promote balanced
and sustainable development.

“On the economic front, both China and the EU are
committed to promoting open and transparent markets
and fair competition,” she wrote. “China’s efforts to build
a modern market economy that is open and rule-based
will provide a level playing field for European compa-
nies in China and boost two-way trade and investment.”

China’s latest policy paper on the EU, issued in April
2014, stated that China stands ready to work with the
EU to better align China’s comprehensive deepening of
reform with the EU’s reform objectives. The intention is
to share reform dividends, jointly improve the efficacy
of governance, and actively participate in the formula-
tion and reform of the rules of global governance.

The next steps in China’s efforts at reform will focus
on three areas: reduction of government involvement in
private contracts, forcing provisional provincial govern-
ments to release their list of powers and responsibilities
by the end of the year, and exploring new models for
regulation.

As Beijing undertakes these efforts, Brussels will be
pursuing similar activities with its ‘red tape exercise’ for
reducing bureaucracy, and the European Semester ex-
ercise, which is also working to reduce the involvement
of the public sector in European economies.

As the two sides strive for reform, they can learn from
one another. Both Beijing and Brussels know their re-
spective systems are not perfect, and that shared rec-
ognition could bring shared results.
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Foreign policy: finding common

EU-Chinese solutions

Though foreign policy is not the main focus of their
relationship, the EU and China can make the world a
safer place by finding diplomatic solutions to conflicts.

The greater part of this special report has been devoted to
the economic ties between Europe and China, which re-
flects the priority assigned to this area on both sides of the
divide. Europe and China are not geopolitical competitors,
which has made for an amicable relationship.

“l think both parties have realised that the partnership is
moving towards an interest-based cooperation rather than
a values-based one, hence they have become more prag-
matic in their approach,” says Wei Shen, director of the
Confucius Institute and Lancaster University in the UK.

“The EU is not yet fully viewed as a security actor by
China,” he adds. “However, in the areas of antiterrorism
and the fight against transnational illegal migration and
crimes, the EU’s experiences would be of considerable
interest to China and [can lead to] bilateral cooperation.
Both parties can start from basics such as information
sharing, personnel exchange, and training of officials,
and move to higher levels of collaboration.”

Indeed, in the area of counter-terrorism, China and the
EU face the same challenges. The two sides have been
increasingly sharing best practices and, to a limited extent,
security data.

When it comes to state actions, there has been some
limited co-operation in recent years. China has been re-
luctant to get involved in foreign conflicts, and this has
been most evident in the Ukraine crisis. “On the issue of
Ukraine, China has adopted an objective and just posi-
tion,” said Premier Li Keqgiang earlier this year. “We re-
spect Ukraine’s independence, sovereignty and territorial
integrity. China follows an independent foreign policy of
peace.”.

The subject of Ukraine was only briefly mentioned in the
joint statement issued at the end of June’s EU-China sum-
mit. “Both China and the EU are convinced that the conflict
in Ukraine can only be solved by diplomatic means and
through full respect for international law,” the statement
read. “They called on all sides to fully assume their re-
sponsibility and to implement their commitments under the
Minsk agreements.”

On the issue of nuclear non-proliferation, the two sides
have found themselves in closer agreement. China has
been part of the E3+3 negotiations with Iran and the
six-party talks on denuclearisation of the Korean peninsula.
The recent nuclear non-proliferation deal with Iran, which
must still be ratified, would not have been possible without
this EU-China cooperation.

Perhaps the area where co-operation between the EU and
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China has been most fruitful is in anti-piracy efforts in the
Gulf of Aden, located off the coast of East Africa. Piracy on
this shipping route is a concern for both sides. Since 2011,
Chinese vessels have been escorting World Food Program
vessels through the Gulf in a burden-sharing programme
with the EU. At the EU-China summit, both sides commit-
ted to enhancing this cooperation. European and Chinese
navies participated in joint counter-piracy exercises in the
Gulf of Aden for the first time last year.

In the joint statement issued at the end of this year’s
EU-China summit, both sides agreed to further develop
their cooperation on defence and security. The visit of the
Chinese defence minister to Brussels provides an oppor-
tunity to enhance cooperation in new areas of common
interest. Support for peace and security in Africa is a high
priority on the agenda.

Although there is still some tension, notably over Ukraine,
foreign policy challenges are now being approached in
both Brussels and Beijing with a pragmatism that could
yield helpful diplomatic solutions in the years to come.



A future full of
possibilities

A lot has happened in the 40 years since the EU and Chi-
na first established diplomatic relations. The next 40 years
promise to be no less eventful.

As this report has shown, China and the EU now find them-
selves in a time of unprecedented opportunities in many
different areas. From technology, to the environment, to
foreign policy, co-operation can bring significant dividends
for both sides.

China will play a key role in Europe’s growth in the coming
years, from investment to culture and trade. To accelerate
the momentum, political leaders are focusing on the key
areas of cooperation examined in this report. They are also
looking at a multi-step approach of solidifying productive
relations in the coming five years.

The first step will be establishing greater free trade rela-
tions, a theme which was stressed at this year’s EU-China
summit. The next step will be fostering greater cultural ties
between the Chinese and Europeans, a theme dealt with at
this month’s High Level People-to-People Dialogue.

These goals will be pursued in the framework of the EU-Chi-
na 2020 Strategy Agenda for Cooperation. Progress will be
evaluated at future EU-China summits.

Though the summit and the people-to-people dialogue
meeting have concluded, work will continue in the coming
months. The High-Level Economic and Trade Dialogue will
be held shortly in Beijing. Representatives of the European
Commission and the Chinese government are holding reg-
ular meetings to work toward meeting the goals of the 2020
Strategy Agenda.

Much has been accomplished so far. But there is still much
more than can be done to realise the full potential of the
EU-China relationship.
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