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Summary

The Conference on “The EU, China and the quest for a
multilateral world”, which marked the 30th anniversary of
EU-China relations, was organized by Eur-Ifri and the CIIS
with the support of the European Commission and the
hospitality of the European Economic and Social Committee.
It was an opportunity to look back at 30 years of China-EU
cooperation as well as to look to the future of the relationship
in the changing world and the internal evolution of both
“states”. The first part of the conference was devoted to a
general overview of the 30 year relationship; the second part
to political developments in East Asia and to multilateralism
—recognized by both countries as a key element in the running
of a globalizing world; the third part of the conference focused
on economic ties; the last part centered on civil society
dialogue, mainly in China.

30 Years of Evolution and Strengthening of the Relations

Since 1975, the year of the establishment of diplomatic
relations between the EU and China, the relationship has, on
the whole, become stronger and broader. The original trade-
focused agenda has moved towards a strategic partnership,
recognized by both Europeans and Chinese as the way to
manage and develop their mature relationship. This evolving
partnership has been driven by great changes in Europe and
China as well as by a fast-changing international situation. On
the European side, the process of sovereign member states
pooling their sovereignty to create an area of peace and
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prosperity is a unique undertaking and has turned the EU
into the world’s most integrated community on both the
political and economic levels. On the other side, “China has
moved away from a closed, largely autocratic, centrally
planned, agricultural economy with sluggish, if any, growth,
towards the pre-eminent developing country and manu-
facturing powerhouse of the world with extraordinary
performance” (Peter Carl) with the prospect of further GDP
growth, trade expansion, poverty reduction and job creation.
Meanwhile, the world situation has evolved from a post-war
bipolar world towards the current multilateral one with
increasing interdependency of countries following the global-
1zation process.

Political Partnership in a Multilateral Framework

China and Europe share the same interest in multilat-
eralism. “They are both committed to a multipolar world
whose stability does not rest on a balance of powers but upon
the rule of law and effective multilateralism” (Pierre
Defraigne). Multilateralism is “the mechanism by which nation
states readjust the way in which sovereignty is performed so
as to better define both state interest and the common interest
of the international society” (Prof. Xu Jian). It aims at
achieving a balance between effectiveness and justice. Lastly,
successful and critical achievements have been made or are in
the making in multilateral areas, like UN reform or the Doha
Round. In the last 10 years, China has emerged as a key actor
in multilateralism. From a European perspective, multilateral
concerns beyond economics are proliferation of weapons and
climate change. Concerning proliferation, a declaration was
signed at the last EU-China Summit held in Beijing on 8
December 2004 and is being implemented. With regard to
climate change, Europe emphasizes the importance of China’s
participation in any post-2012 climate change agreement.
However, China’s situation is complex. On the one hand, China
is well aware of climate change concerns. On the other, China
is a developing country. Why then should China be more
constrained than developed nations before they began to
develop? The large size of China’s market makes it a privileged



SUMMARY 9

place for the development of alternative energies. EU-China
cooperation should encompass sustainable energy policies, in
particular through advancements in cleaner technologies.

Europe would like the partnership to develop further in
some areas, such as fighting crime, migration, and university
exchanges. China has shown some interest in engaging on
these issues. Some of these areas could be on the bilateral
agenda in the future. It should be noted that Europe and
China cooperated on the preparation of the UN’s Millennium
Review Summit, which was held in September 2005.

East Asia is currently undergoing major transformations,
which provide opportunities and challenges for both regional
stability and sustainable development of the region. Some of
these transformations are: the dynamic economic growth in
East Asia and the rapid progress of regional cooperation
reflected in many regional arrangements; readjustment of
foreign policy and the military redeployment of the United
States in the region because of the war against terrorism;
concern about proliferation of weapons of mass destruction
and a sense of hegemony; significant changes in Japan's
defense and foreign policy; and the rapid emergence of China.
At the end of 2005, an East Asia summit meeting will be held.
The main topic will be East Asia community building. It is a
new process for East Asia, whose future prospects are not easy
to assess. EU experience might provide some useful lessons.

Economic Partnership

China-EU economic ties have massively increased over the
last 30 years. Since 1978, EU-China trade has increased more
than thirty-fold, reaching 175 billion euros in 2004. The EU is
now the first trading partner of China, and China is the second
trading partner of the EU. This evolution can be imputed to
several factors: successive enlargements of the EU, the
accession of China to the WTO, and the fruitful and successful
China-EU relationship. Current China-EU economic ties go
deeper than trade alone. The EU is the first supplier of
technology to China —it represents about 50 percent of China’s
total technological imports— and China’s foremost partner in



10 Tue EU, CHINA AND THE QUEST FOR A MULTILATERAL WORLD

the hi-tech field (Galileo project, Iter); the EU is the biggest
donor of foreign aid to China and the major supplier of
governmental loans to China.

EU-China trade is currently dominated by manufacturing
products, but in the future, trade in services is expected to
increase. For a long period, two thirds of European manufac-
turing exports to China were hi-tech products. This trend is
now going to change. Intra-industry trade is increasing
between the two regions and China’s production capacity is
experiencing a shift towards the higher end of the value-added
chain. Concerning trade imbalance, the EU imports more than
it exports to China. However, concerning the trade deficit, it
can be shown that more than half of total Chinese exports to
the EU in 2003 were from foreign enterprises located in China
who are re-exporting back to Europe.

The intensity and growing importance of China-EU
economic ties has inevitably led to some frictions. First,
though generally not too worried by trade imbalances,
Europeans have been prompt to suspect unfair competition
through ineffective enforcement of intellectual property rights,
different labor conditions, and through an undervalued
exchange rate favoring the yuan. In addition, the EU has
initiated 107 antidumping cases against China. Those cases
cover roughly o.4 percent of all EU trade with China, but
amount to 20 percent of total European antidumping actions
against foreign countries. Secondly, Europeans have claimed
that market access obstacles remain in the form of tariffs,
non-transparent trade rules and regulations, and investment
restrictions. Thirdly, the EU has not yet agreed on granting
China market economy status (MES), despite China being a
member of the WTO. China views the EU’s refusal to grant it
the MES as all the more unfair given that Russia has been
granted that status.

In the future, the Central and Eastern European countries
of the EU will become increasingly attractive destinations for
EU investment —leading to tougher competition between new
member states and China for FDI. Similarly, East Asia’s tighter
economic integration and the changing global environment are
expected to affect economic ties between the EU and China.
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One potential avenue for successful cooperation between the
EU and China lies in the energy sector. As both regions are
heavy energy consumers, EU-China cooperation aiming at
cleaner and alternative sources of energy should be intensified.

Civil Society and NGOs

Civil society is emerging in China, albeit at a slow pace
and with different standards to Europe. The evolution of
NGOs in China has been marked by three stages. From 1949
to the start of the Cultural Revolution in 1966 the government
set up some NGOs. From 1966 to 1978, there were almost no
NGOs at all, as the Cultural Revolution had brought everything
to a standstill. Since 1978, China has gradually opened up to
the outside world and some new NGOs have emerged. The
World Conference on Women held in Beijing in 1995 was an
important step forward for the emergence of civil society in
China as the concept of NGOs has begun to draw the attention
of Chinese people. Since this conference, NGOs have spread to
all provinces and extended their activities to cover new issues
such as migrants, HIV/AIDS, and disabled children.

Chinese NGOs very much differ from European NGOs in
their relationship to the state and, at least to Western eyes,
benefit from limited autonomy vis-a-vis the government.
While in Europe NGOs have an impact on policy-making, in
China this impact is very limited. While in Europe NGOs
confront governments on their policies, Chinese NGOs work
in collaboration with the government, assist it in the drafting
of policies and cover major social issues and charitable tasks.
This is a consequence of China’s history, where the state’s
authority has to be deeply honored and respected.

From a European standpoint, despite China’s recent
opening up and some progress, there is still a hard repressive
core. Because they are not registered, some parts of civil
society are considered as illegitimate by the Chinese
authorities and have often been the subject of repression.






Foreword

Ala recherche d’un avenir prometteur
par le développement et la coopération

GuaN CHENGYUAN!

A T'heure actuelle, le monde connait des changements
importants et profonds dont les plus marquants sont l'appro-
fondissement de I'Union européenne (UE), unie et puissante,
et le développement pacifique de la Chine. En tant que forces
montantes, sur le plan tant politique qu’économique, sur la
scéne internationale, la Chine et 'UE ne cessent de renforcer
et d’élargir leurs relations d’amitié et de coopération avec des
avantages réciproques, ce qui procure des effets non
négligeables pour 'évolution de l'ordre international.

Ces relations, a I'épreuve du temps et des bouleversements
internationaux au cours de ces trente derniéres années, sont
entrées dans une orbite stable de développement continu et
constituent une coopération dans plusieurs domaines, dans
tous les azimuts et a différents niveaux. La Chine et I'EU
s'efforcent de développer ces relations de partenariat
stratégique global.

1. Ambassadeur et chef de la mission de la République populaire de Chine auprés de I'Union
européenne (Bruxelles, Belgique].
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Pour relever les défis mondiaux, la Chine et 'UE se sont
reconnu, chacune de leur c6té, une plus grande importance réci-
proque. L'UE a adopté consécutivement cinq documents poli-
tiques sur la Chine et la Chine a publié un « mémorandum des
politiques sur 'UE » en se reconnaissant, I'une a l'autre, un role
de plus en plus important dans les affaires, tant internationales
que régionales. Elles ont mis en relief leurs relations réciproques
dans leurs politiques extérieures respectives. Au cours de ces
derniéres années, les échanges de haut niveau sont devenus de
plus en plus fréquents : la tenue systématique de sommets
annuels Chine-UE et les dialogues politiques a différents niveaux
ne cessent de se perfectionner dans une ampleur élargie et appro-
fondie. La coopération économique et commerciale connait égale-
ment un nouvel essor et des résultats fructueux. Les échanges
commerciaux Chine-UE sont passés de 2,5 milliards de dollars, au
début des relations diplomatiques en 1975, a 177,2 milliards en
2004. L'Union européenne est ainsi devenue le premier parte-
naire commercial de la Chine et celle-ci, le deuxiéme de 1'UE. La
coopération Chine-UE est en train de s'élargir dans plus de
quarante secteurs tels que les sciences et la technologie, I'éduca-
tion, l'informatique, I'énergie, la protection de I'environnement,
etc., ce qui prépare un avenir prometteur. Bien qu'il existe des
points de vue divergents dus aux différences de l'histoire respec-
tive et des cultures, ainsi que des traditions sociales, et que de
nouveaux litiges commerciaux soient concevables de chaque coté,
liés a I'évolution de I'économie, la Chine et I'UE pourront réussir,
en conservant une vision d’ensemble, a les résoudre a I'amiable,
par le dialogue et la concertation.

Pour que les relations Chine-UE puissent se développer de
facon stable, toutes deux doivent pouvoir les considérer sur le
plan stratégique avec une vision de l'avenir, au-dela des
différences de systemes sociaux et d’idéologies, afin de
poursuivre une coopération amicale sur une base de respect
mutuel, d’égalité et d’avantages réciproques. Ce type de
relations peut répondre aux intéréts fondamentaux de chacune
des deux parties, en pleine vitalité, et les faire avancer en
surmontant les obstacles et interférences en tout genre.

L'élargissement et I'approfondissement de 'évolution des
relations Chine-UE ne constituent pas une « menace », mais
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offrent des opportunités pour le monde entier. Les relations
de partenariat stratégique global entre la Chine et I'UE ne
portent pas atteinte a autrui. Toutes deux préconisent la
multipolarité du monde et entendent préserver l'autorité des
Nations unies. Elles sont favorables a la force de la loi au lieu
de la loi de la force et doivent s’efforcer de diminuer les
décalages entre le Nord et le Sud. Elles ne recherchent aucun
autre objectif qu'un ordre international plus juste et plus
raisonnable, qu'un monde plus stable, équilibré et paisible. Par
conséquent, le développement et le renforcement de la Chine
et de I'UE ne constituent une menace pour personne. En tant
que pays en développement, la Chine a envie et besoin, plus
que tout autre, d'un environnement international de paix et
de stabilité. Elle exprime sa volonté de s’entendre pacifi-
quement et dans le cadre d'une coopération amicale avec tous
les pays du monde, de jouer un role constructif et de se sentir
responsable dans les affaires internationales, de fournir une
contribution positive pour sauvegarder la paix mondiale et
promouvoir le développement mutuel. Elle est favorable a
I'établissement d'un nouvel ordre international juste et
raisonnable, a la démocratisation des relations internationales
ne recourant pas a la voie de 'hégémonisme et de la politique
du plus fort. La Chine poursuivra fermement son dévelop-
pement pacifique, ce qui va de pair avec la voie suivie par
I'UE pendant cinquante ans, depuis la fin de la Seconde Guerre
mondiale. Les buts de leurs recherches pour la paix et le
développement sont identiques, malgré les différences de
modalités entre les systemes chinois et européen.

La Chine et I'UE sont toutes deux confrontées au défi de
la mondialisation économique, mais rencontrent aussi des
opportunités qui en résultent. La Chine s’enrichit dans la
coopération économique avec 'UE par I'apport de capitaux, de
technologies et d’expériences en gestion. En revanche, le
développement rapide de I'économie chinoise est un apport
pour I'UE et le monde. Selon la Banque mondiale, le taux de
contribution de la croissance de I'économie chinoise comparée
a celle du monde a atteint 17,5 %. Etant également un grand
pays exportateur et importateur, la Chine représente un grand
marché d'importation de plus de 500 milliards de dollars, qui
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dépassera 1 ooo milliards de dollars en 20102. Ceci représen-
terait des conditions favorables a la croissance économique et
au développement de I'emploi dans les autres pays, y compris
ceux de 'UE. Evidemment, les vagues de la mondialisation
entrainent inévitablement des chocs et une concurrence
accrue. La Chine souhaite renforcer une coopération a
I'avantage mutuel des partenaires pour aboutir a un résultat
gagnant-gagnant. Les compromis conclus par la Chine et 'UE
a propos des produits textiles donnent un cas exemplaire au
monde. L'économie chinoise s’est déja profondément intégrée
au circuit économique international. La Chine ne peut pas se
développer sans 'Europe et le monde, tandis que la prospérité
de I'Europe et du monde a également besoin de la Chine.

Les relations du partenariat Chine-UE forment un modele
de type nouveau dans les relations internationales, qui doivent
étre renforcées, développées, concrétisées et ordonnées.
D’abord, il faut renforcer encore davantage le dialogue
stratégique Chine-UE, élargir le terrain d’entente, resserrer la
coordination pour approfondir la coopération dans les grands
sujets internationaux et régionaux tels que la démocratisation
des relations internationales, la lutte antiterroriste, la non-
prolifération, I'environnement, les rapports Nord-Sud, etc. Il
faut également encourager les échanges de personnes. Les
contacts humains constituent un fondement nécessaire pour
le développement continu des relations Chine-UE. Ils sont
plus importants encore que les échanges entre les centres de
recherches, les médias et les « conseils des sages » pour avoir
un jugement objectif sur le niveau des relations Chine-UE et
offrir des occasions a la coopération. En troisieme lieu, il faut
augmenter les possibilités de développer cette coopération au
plus haut niveau en matiere de commerce et d’économie, de
science et de technique. Il faut créer et perfectionner le
systeme de coopération et de coordination pour empécher les
litiges des leur début afin d’éviter les défaillances pour
I’essentiel des relations Chine-UE. Enfin, il faut résoudre a
I'amiable les problemes légués par l'histoire auxquels les deux
parties portent une grande importance. Il est souhaitable que

2. Source : <http://www.amb-chine.fr/fra/zfzj/t228640.htm>.



FOREWORD 17

I'UE leéve le plus rapidement possible 'embargo sur les ventes
d’armes a la Chine et reconnaisse le statut global de I'économie
de marché afin de développer rapidement les relations
Chine-UE.

L'histoire a prouvé, et continue a prouver, que le renfor-
cement des relations de partenariat stratégique global Chine-
UE est une décision d'une grande importance. Bien que
I'Europe connaisse des difficultés pour sa construction, nous
sommes convaincus qu’il ne s’agit que d'un phénomene
temporaire, qu’elle avance au-dela de ces difficultés. La Chine
soutient comme toujours le processus de l'union de I'Europe
et espere que I'UE jouera un role plus important dans les
affaires internationales. La Chine continuera a renforcer avec
I'UE les coopérations tous azimuts et dans tous les domaines
et forgera avec elle un rapport de partenariat stratégique
caractérisé par les principes de 'égalité et de la confiance
réciproque, des avantages mutuels et du « gagnant-gagnant »
pour contribuer a la paix, a la stabilité et a la prospérité du
monde.






Part |

Looking Back at 30 Years of Cooperation






A Chinese Perspective
(The political and economic dimensions)

Towards a Maturing Comprehensive Strategic
Partnership

AMBASSADOR MA ZHENGANG

2005 marks the 30" anniversary of diplomatic relations
between China and the European Union. The famous Chinese
ancient philosopher Confucius once said that “at thirty I
became established.” Hence in China,30-years-old is regarded as
the age of maturity. I think it is also true for China-EU relations.

A Long Process of Gradual Deepening and Broadening
of the China-EU Relationship

The driving force behind the long process of gradual
broadening and expanding is the strong desire for cooperation
on both sides for anticipating the fast-changing international

situation, and, more precisely, the great changes in Europe and
China.

In the first two decades after the founding of the new
China, relations between China and Europe moved at a snail’s

1. President of the China Institute of International Studies.
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pace. Apart from some Nordic countries, almost no major
western European states had full diplomatic relations with
China at the time. The establishment of diplomatic relations
between France and China in 1964 served as a breakthrough,
but few countries had followed this lead before the early
1970s. The basic reason why this situation changed was that
in confronting the intensified security challenge from the
Soviet Union, both the United States and Western Europe
came to the realization that China could be a valuable strategic
partner. By the end of 1973, eight of the nine member states
of the European Community (EC) had established diplomatic
relations with China. And in May 1975 diplomatic relations
between the EC and China were formally established. The
following 10 years witnessed rapid and fruitful development
of all-round cooperation between the two sides.

Relations then suffered a serious setback after the EC
imposed a series of sanctions on China. But most aspects of
China-EC relations were normalized in 1992 thanks to the
efforts of both sides. In July 1995, the European Commission
adopted the first strategy paper ‘A Long Term Policy for China-
Europe Relations”. It has been followed up by four other policy
papers adopted respectively in 1996,1998,2001 and 2003 —each
one a step further forward then the previous. In accordance
with the spirit of the last paper entitled “A Maturing
Partnership —Shared Interests and Challenges in EU-China
Relations” and the Chinese Government’s first policy paper on
the EU, the two sides have upgraded their relations to a
comprehensive strategic partnership.

Some conclusions can be drawn from this brief overview.

The deepening of relations between China and €U: a natural
consequence of great changes

The deepening of relations between China and EU is the
natural consequence of great changes, both in China and
Europe, and changes in the international situation. Europe led
the world for many centuries. But the Second World War left
Europe a divided and frustrated continent. Among the major
powers in Europe, Germany and Italy were defeated, France
badly stricken and Britain drastically weakened. Europe soon
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staged a recovery, but no individual European country could
compare with the two superpowers either in strength or in
influence. Europeans gradually realized that only by uniting
could they face a more powerful force. Integration started to
move ahead. The creation and development of the European
Union is an event of farreaching significance for Europe and
the world. After five successive expansions, the EU has not only
become strong but also the world’s most integrated community
with a total area of four million square kilometers, a population
of 450 million and a GDP of over 10 trillion US dollars. The EU
is more influential now that it speaks with one voice.

China was a weak and backward country for a long time,
but great changes have taken place since reform and opening-
up. After continuous economic development over 25 years,
China has become a strong power, with a GDP of 1.65 trillion
US dollars and the third largest trader in the world.

Meanwhile, the world has experienced dramatic and fun-
damental changes. The post-war bi-polar world has been
replaced with a multilateral model, and countries have become
increasingly interdependent with the globalization process.
Advancement of science and technology has led to further pro-
ductivity gains and helped promote rapid growth of the world
economy. All this has created favorable conditions for interna-
tional peace, development and cooperation. But at the same
time, problems and uncertainty persist in the world. The
security of the entire international community is under con-
stant menace from both traditional and unconventional threats.
Poverty and backwardness continue to affect a significant pro-
portion of the world’s population. China and the EU, as two
emerging powers, must join hands to face the opportunities
and the challenges together and to fulfill their global responsi-
bilities in an improved manner. Hence, stronger cooperation
between China and the EU is not merely one option among
many for the two peoples, but rather an objective necessity.

Existence of profound common grounds and shared interests
between China and the €U

Politically, all serious issues bequeathed by history between
China and Europe have been solved appropriately. Geopolitics
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presents no direct problems of any kind to their relations, but
instead allows opportunities for strong political cooperation. In
general, there is no fundamental conflict of interest between
China and Europe, and neither side poses a threat to the other.
Their relationship is free of strategic competition and rivalry. In
the past 30 years, China has maintained good political relations
with the EU and all its 25 members. Leaders and government
departments of the two sides have carried out frequent visits,
contacts and consultations in various fields, and many positive
results have eventuated.

Both China and the EU are major world economies, and
they are highly complementary thanks to their respective
comparative advantages. China is in the process of
modernizing and there are still many areas of its economy in
need of further development. With a large population of
1.3 billion, China’s purchasing power is becoming increasingly
strong. These two elements together make China a huge
market for EU countries and the rest of the world. On the
other side, many EU members are developed countries
enjoying a highly developed economy, strong financial
resources and advanced technologies. The EU is now the
biggest trade partner of China and a leading supplier of
investment, technology and services to China. Both China and
Europe have enjoyed substantial benefits from their fast
growing economic cooperation over the past 30 years.
According to experts, China will enjoy fast growth for at least
another 20 years. Their chief arguments are: first, China
possesses a large labor force, and the benefit of cheap labor
will continue for quite a period of time. Second, many regions
and areas in China have not yet become fully developed or
remain underdeveloped and will require much investment in
the years to come. They offer great opportunities for profitable
investment. Third, China has laid down a solid technical and
scientific foundation, which will help China’s gradual transfor-
mation from a labor-intensive economy to a capital-intensive
economy. Fourth, the process of economic reform in China is
far from complete, and further deepening and broadening of
reform in many of China’s economic and financial fields will
open more sectors to foreign cooperation. Last but not least,
China’s development has been heavily dependant on the state
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of the world economy. Since the world economy is still in the
midst of an expansionary cycle, China can benefit from a
comparatively stable international economic environment. In
short, China’s sustainable development, I believe, will certainly
facilitate its cooperation with the EU as a comprehensive
strategic partner. The future of the partnership is broader and
brighter.

Socially and culturally, both China and Europe have a long
history, splendid cultures and rich traditional social values.
Chinese civilization stretches long and unbroken for over
5,000 years. Many of its moral values such as the love of peace,
pursuit of freedom and resistance to violence, respect of old
people, loyalty to friends, strong sense of family, social
harmony, mutual respect in human relations, self-cultivation,
hard work, integration of human and nature, and consultation
instead of confrontation have been passed down in China
from generation to generation. The European civilization, the
sum of the contributions of each state, is rich in content and
valuable for social cohesion. As a matter of fact, the two
civilizations share many identical thoughts. For example, the
concept of “liberty, equality and fraternity” has an equivalent
in Chinese civilization. Throughout history, learned men and
women in China and Europe have left abundant works of
creation for the benefit of the entire human race. We can
make our lives richer and more civilized by increasing cultural
exchanges and by emulating each other. In fact, cultural and
social exchanges and cooperation have yielded fruitful results.
Education is a good example. Chinese students in Europe have
increased by large proportions and many of those who have
studied in Europe now hold important positions in various
sectors. Legal cooperation is another example. Some of those
who have trained in Europe have played an outstanding role
in the perfection of China’s legal system.

Internationally, both China and Europe live in a world
of great changes and complexity. As two major players of
growing importance, both deserve a respected position on the
world stage. But neither China nor the EU cherishes a wild
ambition for world domination. Both of them prefer multilat-
eralism to unilateralism, and their cooperation does not target
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any third country. They only seek to build up a peaceful,
prosperous and friendly world. They stand for democracy in
international relations and for an enhanced role of the United
Nations. Both are committed to maintaining world peace and
stability, combating international terrorism and promoting
sustainable development through poverty elimination and
environmental protection endeavors. Frankly speaking, either
China or the EU can achieve much on their own. But by
working together, they can do more.

Existence of differences between China and EU: proper
handling can avoid serious harm to overall relations

It is true that China and the EU do not and will not always
see eye to eye on each and every subject. Differences of all
kinds have cropped up during the development of China-EU
relations from the first day onwards. That is not something to
be feared if both have a clear understanding of the origins
and deal with all differences in an appropriate way. Many of
the differences in fact come from their different historical
background, cultural heritage, social customs and traditions,
political systems and their level of economic development. By
constantly increasing bilateral mutual understanding, many
differences will gradually disappear or at least be narrowed;
some might even be turned into points for mutual learning.
Those that cannot be resolved as such could be discussed, and
ways and means for settlement through consultation on the
basis of mutual respect and equality can be discovered. Some
that cannot be overcome for the time being could be left alone
until conditions grow ripe. They should not prevent advancing
general relations. Trying to impose the ideas of one side on the
other only makes the matter more complicated; confrontation
is even worse. Overall, good relations and major common
interests should always be put at the top of all consideration.
History in the past 30 years has shown clearly that every time
the two sides overcome a difficulty, China-EU relations make a
step towards greater maturity. The settlement of the textile
dispute is a recent case for illustration. Experience tell us that
when relations are going along smoothly, we must be prepared
for some problem because there are always some differences,
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and when the relations suffer some trouble, we must remain
optimistic because the common interests between China and
the EU are much greater than their points of difference.

In the Future: There are Still Many Challenges to Overcome in
Order to Strengthen and Broaden Cooperation

Even if cooperation has come a long way and the
prospects are good, we must keep a sober mind.

The road of development is not always full of roses. There
is always another side of the coin. Beyond all doubt, the
strategic partnership presents multiple opportunities for
mutually beneficial cooperation between China and Europe.
But at the same time, there exist many challenges. While the
last EU policy paper published in 2003 stressed the need
for the establishment of a fully-fledged strategic partner
relationship with China, at the same time it also identified
some differences. The Chinese Foreign Ministry’s policy paper
on the EU in the same year listed a wide range of issues and
areas to address in order to strengthen relations. It is quite
clear that both sides are conscious of the differences that exist
between them. According to my observation, there are four
major aspects requiring a timely readdressing in the days to
come.

How strong is the mutual trust between China and Europe?

The Chinese side is committed to a long-term, stable and
full partnership with the EU. In general, the Chinese people
cherish a friendly feeling towards the Europeans even through
some European states have done untold harm to China
throughout history. They have a good understanding of
Europe. A good example in point is that the Chinese people
have been unequivocal in their support for expansion of the
EU. Of late, the integration process of the EU has been of
concern to China, especially since the “no” vote to the
European constitution in France and the Netherlands. The
reason is very simple. They regard Europe as their trusted
partner. But how do the Europeans treat China?
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Throughout history, some Europeans looked upon China
with a suspicious eye. We all remember that a German emperor
once called China the “yellow peril” and Napoleon regarded
China as a “sleeping lion” that could shock the world. In the
early days of the People’s Republic, many countries in Europe
believed the theory of “communist threat” and followed the
United States in isolating and blocking the new China. Of
course, this is all in the past. Great changes have taken place in
European attitudes towards China. Nevertheless, the old
mentality still lingers heavily in the minds of some Europeans.
Instead of taking China as a trustworthy strategic partner, they
regard China as another kind of country because China is not,
as they claim, a “democracy” by their standards. Quite a few
even cherish the dream of remolding China according to the
Western pattern. Whenever China makes some achievements
in development, they immediately feel uneasy and the old
notion of “Chinese threat” makes another appearance. Even
though those people are in a minority, their negative influence
should not be taken lightly. Europe’s military ban on China is
a good example for illustration. The embargo was imposed on
China 15 years ago. When the EU decided to develop compre-
hensive strategic partnership relations with China, the EU
should logically have taken measures to remove all political
blocks such as the ban of its own accord. I regard this as an
obligation of the EU, because it serves as an outstanding
symbol of political discrimination to a strategic partner. As a
matter of fact, China has made enormous progresses in human
rights in the past 15 years. Human rights should not be an
excuse for prolonging the ban. We Chinese certainly
understand the heavy pressure from outside forces, but I really
have some doubts about the EU’s will and determination.

I am deeply convinced that building up a real mutual
trust is the key to implementing all the aspects of the
China-EU comprehensive strategic partnership.

How can China and the €U best handle their differences?

As I mentioned earlier, China is different from Europe in
many respects. So it is natural that China and the EU have
different views or even disagree on some issues. The Chinese
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Foreign Ministry’s policy paper stresses that “nevertheless
China-EU relations of mutual trust and mutual benefit cannot
and will not be affected if the two sides address their
disagreements in a spirit of equality and mutual respect.”

China has a different historical political background to the
European countries. After the bourgeois revolution, many
states in Europe established a multi-party political system.
That is somewhat of a natural development for European
countries. In China, the feudal system lasted more than 2,000
years. The result was a semi-feudal and semi-colonial society.
The overthrow of the last monarch in China in the 1911
revolution failed to change the fate of the Chinese people
fundamentally. More recently in the hands of warlords and
foreign imperialist forces, the Chinese people sutfered bitterly.
It was only under the leadership of the Communist Party of
China (CPC) that the Chinese people were able to stand up and
become the real masters of their fate. Consequently
the Communist Party enjoys high popularity among the
overwhelming majority of the Chinese people. That is a
historical fact. China is a vast country with a huge population
of 56 different ethnicities and very complicated social
conditions. The Chinese people find it absolutely necessary to
have a strong political force to unite the whole nation in their
endeavors in building a fair and harmonious society and
working for a better political, material and cultural life. Only
the CPC has such a capability. That is a realistic fact. The
leading role of the Party is the choice of the Chinese people in
accordance with the objective conditions in China. Democracy
is in the substance not in the form. There are numerous facts
to support the case that a multi-party system does not
necessarily rule out the existence of all kinds of social
problems. China advocates multi-party co-operation. There are
eight other political parties in China, and popular partici-
pation in governance and all-round supervision of the
government. Doubtless, there are many shortcomings and
defects which need addressing in China, just as there are in
many other countries. An imposed political system on a
country without regard for the domestic conditions can lead
to disaster, particularly so in a country like China. As two
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strategic partners, China and the EU should learn how to
respect each other in their choice of political framework.

China has had a different experience in modern history
by comparison with European countries. As the victim of
foreign aggression and humiliation, China has a stronger
desire for a more rational and fair international political and
economic order, and has more sensitive views on hegemony
and power politics. Sharing the same or similar fate with the
developing world, China understands the wishes of developing
countries better. This can be demonstrated in China’s foreign
policy practices. For example, human rights are important
to all countries, but the right to development and the right to
survival are more urgent to developing countries.

Many differences between China and Europe arise not
only from each other’s different historical background and
objective social conditions, but also from lack of mutual
understanding. The right way to address them is to enhance
mutual understanding and handle differences in the spirit of
mutual respect and equality.

How China and Europe can handle some conflicts
in their growing economic and trade cooperation
and strike for a win-win result?

Bilateral trade between China and the EU was 125.2 billion
US dollars in 2003, more than twice the figure of 1999. Total
trade volume jumped to 177.3 billion US dollars in 2004,
60 billion US dollars in China’s favor. But if invisible trade
were included, the European deficit would be much less. The
EU is the fourth largest investor in China. In 2003 alone,
Germany’s direct investment was 860 million US dollars; the
UK invested 740 million dollars; the Netherlands 730 million
dollars; France 600 million dollars; Italy 320 million dollars;
and Luxembourg 180 million dollars. The majority of EU
enterprises in China operate profitably. Economic cooperation
between China and the EU in all fields has developed on such
a scale simply because both sides have enjoyed real benefits.

But there are several aspects that have atfected China-EU
economic cooperation negatively. Even since China joined the



TOWARDS A MATURING COMPREHENSIVE STRATEGIC PARTNERSHIP 31

WTO, the EU continues to refuse market economy status to
China, and anti-dumping cases against China have been taken
one after the other. And political and social differences have
been unreasonably added to the equation by the European
side.

When cooperation has reached such a large scale, some
differences are bound to arise. The proper way to deal with
such problems is, first of all, to balance all aspects in the
broader dimension of economic cooperation and not single
out just one aspect, and second, to handle them in accordance
with WTO rules, avoiding protectionist measures. The recent
dispute over the textiles trade is a case in point. The end of
the Multifibre Arrangement (MFA) was agreed upon about
10 years ago, and Europe had sufficient time to reform its
textile industries so as to face the change. But the EU failed to
take any sincere measures in this direction and instead made
full use of quotas in the textile trade till the last minute. Soon
after the quotas were lifted and the inevitable increase in
China’s textile exports, the EU side put all the blame on China
and took protectionist actions.

It is true that China’s textile export to Europe and the US
grew by a large margin in the early months of 2005, but that
was not without reasons. For a long time, the EU had set
severe restrictions on some items of Chinese textiles and, once
the quotas were lifted, it was natural for large growth to occur.
But the real volume is not so much astonishing as exaggerated.
First, textile trade accounts only for 7 percent of total
China-EU trade volumes. Second, many Chinese export
commodities are products of foreign-owned enterprises or
joint ventures: foreign enterprises including importers and
retailers reap the lion’s share of profit. For example, for each
exported shirt, China gets merely one tenth of the profit.
Third, China enjoys benefits in textile export only at great
cost to other fields of economic activity. China has had to
open up its service trade, agricultural market and other
markets to gain WTO membership. It is not fair that the US
and the EU enjoy all the major advantages from this and try
to deprive China this little favor in textiles. Fourth, as we all
know the textile industry in Europe or the United States is
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uncompetitive. According to the rules of international trade, it
is wrong for them to take protectionist measures. China enjoys
competitive advantages only in labor-intensive fields like
textiles while developed countries have absolute advantages in
all technology-intensive branches. In China, the textile
industry involves some 19 million low-income employees. The
Western world talks a lot about fraternity and social fairness.
How can they totally disregard the livelihood of such a big
population in China just for the protection of a few thousand
of their own employees!

As a responsible trading partner, China has in fact taken
sincere measures to control textile exports to Europe and the
US since the beginning of 2005. It cost China greatly to raise
export duties on 74 items of textiles and increase export tax
on flax. All this positive action from the Chinese side was
ignored and forced China to announce the abolition of export
tax on 81 items of textiles. Fortunately, China and the EU
reached a win-win agreement in time. But if the EU side
refuses to change its ways, nobody can guarantee the
occurrence of conflicts on other trading items.

How much are China and the EU able to deal with interaction
from third parties, the US in particular, in broadening
their relations?

China-EU strategic partner relations are aimed at no third
party or country as I stressed, but only to serve the
fundamental interest of both sides. But in the globalized
world, they are not free from outside influences, especially
from the world’s only superpower -- the United Sates - which
can be either positive or negative. The issue of the EU military
embargo on China is a bitter example. And there could be
other cases in the future. Generally speaking, there is no big
problem on the Chinese side, and real difficulty rests on the
attitude of the EU side.

In short, future relations between China and the EU are
full of opportunities and the prospects are very bright. But the
two sides need to handle those challenges positively so as to
enable the strategic partnership to move forward smoothly.



A European Perspective
(The political and economic dimensions)

From a Partnership Focused Solely on Trade
to a Broader, but Still Trade-based,
China-EU Strategic Partnership

PiERRE DEFRAIGNE!

Since 1975, world GDP has grown from 16.4 trillion US
dollars to 40.9 trillion US dollars, which represents a total
increase of 149 percent. In the meantime world trade has
grown from 3.0 trillion US dollars to 13.1 trillion US dollars,
which represents a total increase of 336 percent. Meanwhile,
the share of EU-China exchanges in world trade has grown by
a factor of eight making it one of the main engines of world
economic growth. Today the EU is China’s first trade partner
and China the EU’s second trade partner. This is no accident.
China’s “great leap forward” into globalization and the EU’s
“long march” towards unity are indeed changing the world
economic and political balance.

1. Director of Eur-Ifri (Brussels, Belgium].
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Making globalization

Both processes are rooted in ancient civilizations and in
recent history; but China’s rise and the EU’s integration are at
the same time both a product of and an answer to
globalization. On the one hand, China has been deftly using
the formidable technology and management resources of
global firms in combination with its large pool of manpower
so as to lever its quick-paced industrialization; for the EU,
integration is an attempt to enhance its economic efficiency
as well as to maintain its bargaining power in a globalizing
world. But the globalization strategies of the EU and China
share two characteristics. Both recognize the need to play
under common rules, and therefore the EU and China
contribute to the definition and implementation of such rules;
the only possible way to produce them is through
multilateralism whose legitimacy can eventually only be the
rule of law and democracy. Both want also to further
strengthen their bilateral relationship at economic, political
and cultural levels as well as through people-to-people
exchanges.

Common features of China and the €U

There are several factors behind the move of the EU-China
relationship from a “trade only” agenda to a strategic
partnership.

First, we are, each in our own right, global players in the
making: China, through the formidable economic achieve-
ments of its large nation state, the EU through coalescing and
integrating an ever increasing number of neighboring coun-
tries.

Second, both China and the EU must be concerned with
their respective neighborhoods, whose stability and prosperity
are critical for the peaceful and sustainable development of
both parties: East Asia and India for China; the Balkans,
Russia, Ukraine, and Turkey for the EU. In particular, as they
stand at both ends of the Eurasian continent and as they both
depend on the oil and gas reserves located in Russia, Central
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Asia and the Middle East, the EU and China have a major
stake in a stable Central Eurasian region. Yet both the EU and
China know that it is also by developing sustainable energy
strategies at home and by engaging in cooperative energy
strategies with the view of reducing energy dependency that
the stabilization of this strategic region will be achieved.

Third, we are rediscovering each other’s civilization’s roots,
which are not anymore the preserve of a few scholars, but an
interest for more and more travelers. China has become a
must-see for EU tourists, while more and more Chinese want
to discover Europe and can afford it.

Last, because of the sheer size of EU economy and of the
quick expansion of the Chinese one, we know that we have to
take into account the impact of our policies on the world at
large:

— at the economic level, there is the interdependence issue;
— at the environmental level, there is the sustainability issue;

— at the political level, there is the effective multilateralism
issue.

Because of our common quest for stability and our shared
distaste for hegemony, we are committed to a multipolar world
whose stability does not rest on a balance of powers as in
19" century Europe, but upon democracy, the rule of law and
effective multilateralism. With respect to trade, China and the
EU are probably the two trading powers with the highest
stakes in the effectiveness of the WTO and the success of the
Doha Development Agenda (DDA).

Chinese and €U achievements over the last three decades

The Chinese and EU development models are both
specific, even unique in some respects, and yet they should
eventually converge since multilateralism requires a certain
degree of compatibility between development models long
term, and needs basic rules. Both partners are going through
continuous change —albeit at different paces— and their routes
are still fraught with serious challenges.
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Chinese Achievements

China’s economic rise is an unprecedented performance
in terms of speed and of pervasiveness, since China is en route
from a rural to a hi-tech global economy. This entails two
consequences for the world at large: on the one hand, China’s
role as an engine for world growth is increasing; on the other,
its legitimate thirst for energy and natural resources will force
the international community to speed up the implementation
of cooperative sustainability strategies based on technological
innovation and on more efficient and sober patterns of
consumption and of production.

How do we perceive the Chinese miracle in Europe?

In the late 1970s, the political choice to open up the
Chinese economy to foreign investment and to interact with
the global market was at the same time very wise and very
daring. A radical agenda of domestic reforms conducted in a
very innovative and pragmatic way has so far ensured polit-
ical stability through rapid economic growth.

By combining foreign firms’ technology, know-how,
management skills and global connections with an abundant,
dedicated and disciplined labor force, China is gradually
building up a world-size manufacturing sector. Starting with
Asian FDI according to the flying geese pattern, then attracting
US and European multi-nationals and mid-size companies,
China is now expanding its own technological base through
the training, both in China and abroad, of vast and growing
numbers of engineers. It is following this up with its own
national champions, which have started to invest abroad and
which are aiming at becoming global champions.

China is indeed building up a basis for endogenous tech-
nological development.

China’s economic accomplishments are formidable in
terms of GDP and export growth as well as poverty reduction
through job creation and national solidarity.

But change is not limited to the economy. Change has been
faster than in any other society in a period of civilian and
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Table 1. Chinese Economic Accomplishments

GDP 9.1% GDP growth
Exports 34% annual growth
Imports 40% annual growth

Job creation 300 million people have risen above the poverty line
over 2 decades

Data: 2003
Source: European Commission and OECD.

military peace; change is both social, for example, the explo-
sion of higher education, and political, in particular the emer-
gence of local democracy.

There is a Chinese way to deal with the critical link
between democracy and development, which departs from
Western perceptions. But so far it has been working more or
less well since it is delivering both more jobs and more
freedom, albeit at different paces.

“There is no socialism without democracy and no democracy
without socialism.” (Hu Jintao)

“Where there is no democracy, there is no socialism. Where
there is no socialism, there is no development.” (Jian Zeming)

This Chinese approach to development and democracy is
not always easy to understand for Europeans if only because
we have to realize the sheer magnitude of the challenges
confronted by a nation-state of 1.3 billion citizens engaged in
a process of constant transformation in order to get hundreds
of millions out of poverty. But we understand why, in the view
of Chinese leadership, Chinese unity is central (one China
policy), why stability relies, somewhat paradoxically, on radical
technological advances and speedy growth, why more conver-
gence between regions and social groups is a central concern
as high market-driven growth generates inequality, and why
environmental sustainability is a domestic and global chal-
lenge because of the formidable speed of the economic rise.
On the one hand the environment works as a growing
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constraint on economic development and on the other; it could
lead China on a confrontation route within its region and with
the world at large if it were unable to control the external
impact of its fast-track massive development.

On the other hand, China is exposed to the serious shocks
and tensions inherent to the pace and to the magnitude of
change.

China is resilient, as witnessed by the successful process
for dealing with SARS and by the Asian financial crisis of
1997-98, which was effectively contained.

But remaining challenges loom ahead. First the pace of
job creation will have to quicken as agriculture modernizes;
second, the restructuring of state enterprises means that their
social functions will have to be taken over by the public
authorities themselves; third, stabilizing and modernizing of a
banking system laden with bad debts is a must, since this
sector hangs as a Damocles sword over the Chinese economy;
fourth, environmental pressures and growing oil prices will
put a brake on Chinese development; fifth, regional and social
divides place formidable political demands on the leadership.
The need to root the rule of law into democratic participation
and the need to balance human rights with development
rights, starting with the improvement of labor conditions and
rights, are both politically and practically necessary.

“Putting people first” in coping with the tough constraints
of both global markets and nature, is the genuine challenge of
China today. It means that China will soon have to move from
an export-led growth to a more endogenous model of devel-
opment. China cannot achieve this alone.

€U: A natural partner for four reasons

In this etfort, the EU is the natural partner of China for
four reasons:

First, Europe shares the view that the sustainable develop-
ment of China is “a global public good” for the stability and
the prosperity in particular of Asia but also of the world at
large.
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Second, the EU believes, based on the diversity of its own
social models, that there are different paths to development. It
does not sing the “one-size-fits-all” mantra of the Washington
Consensus: it accepts, for example, that some developing coun-
tries have perhaps more to learn from China than from the
West if they are to catch up.

Third, the EU is a civilian power relying mainly on the
“soft” power of persuasion and example and on the rule of
multilateral law in international relations. It believes in coop-
eration: not in confrontation, nor in a race for hegemony.

Last, the EU’s unique experience in regional integration
and social advancement, as well as in coping with its own
neighborhood through constructive and peaceful engagement
yield useful teachings for China in dealing with its own neigh-
borhood and improving the distribution of the fruits of growth
across China’s regions and social groups.

EU Achievements

EU integration is both an economic and a political process.

Economically, integration aims at increasing the efficiency
of a stable and costly labor force economy, thanks to an open
and competitive continental market, a common currency area
—the Eurozone— and an ongoing agenda of economic reforms.

Politically, it endows EU citizens with basic common
social, civilian and political rights. The EU acts as a block in
most international economic and related matters and it is grad-
ually developing a common foreign and defense policy
through a learning-by-doing process.

EU integration has followed three parallel paths towards a
deeper EU (the constant deepening of integration over
50 years), a wider EU (a continuous process has led to enlarge-
ment from 6 countries in 1951 to 25 today and to 27 by 2007,
with plans to extend to the whole European continent), and a
more open EU (interdependence with the global economy
through trade, investment and capital liberalization has been
on the increase).

This three-pronged approach ensures that EU integration
has been contributing both to regional and to world growth,
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while exposing the EU economy to the growing pressure of
global markets, thereby forcing it to remain alert and
competitive.

Today, the EU is confronted with a triple crisis according to
the Chinese definition, i.e. an opportunity to change.

EU economic and social performance is unsatistactory; par-
ticularly with regards to job creation, because there is not yet a
firm and clear political consensus on how to tackle the complex
and sensitive issue of the European social model, neither at EU,
nor at member state level.

As a result EU institutional strengthening has been provi-
sionally put on hold by the French and the Dutch “no” to the ref-
erendum on the Constitutional Treaty.

Last but not least, EU enlargement will go on, but the ques-
tion of the ultimate Eastern borders of the EU remains unan-
swered, leaving open the difficult issue of European identity.

But the EU cannot indulge itself by looking inwards; it has
no choice but to remain open and competitive. The EU chal-
lenge is to reconcile competitiveness and solidarity; perhaps it
might be termed the building up of a “model of equitable com-
petitiveness in a global world.” It is of tremendous importance
for the EU-China relationship that the EU succeeds in taking up
this challenge. For it is the adjustment capacity of the industri-
alized countries that will eventually ensure that China achieves
its full potential through a harmonious integration into the
world economy. We all have vivid memories of tremendous fail-
ures over the last century with regard to accommodating new-
comers in the rich countries club. We should do better this time
by ensuring the smooth integration of China and India into the
global economy.

EU-China relationship

China relations framework

Initiated in 1975 with the establishment of diplomatic
relations, the relationship has shaped up very gradually
as both partners expanded their trade and investment
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exchanges and gained economic power and political clout
on the world scene.

At the start, the geopolitical context accounted for this
highly symbolic move: recognition of China by the EU as such
was more than a mere by-product of the US-China ping-pong
diplomacy, but it did not yet suggest the prospect of a poten-
tial strategic partnership —although, with the benefit of hind-
sight, De Gaulle’s bold recognition of China in 1964 might be
seen in a visionary perspective. Moreover, the very fact that
recognition of the EU by China was decided under the chair-
manship of Deng Xiaoping, the father of reforms, provides a
hint that it was not just a matter of diplomacy: the seeds of
geopolitics were there too.

Framed, as early as 1978, by a trade agreement and by the
establishment of a joint committee, trade and investment ties
have brought China and EU closer over the last three decades.

The 1985 Trade and Cooperation Treaty not only bore
witness to the growing importance of commerce between
Europe and China, but also planted the seeds of a broader and
multilayered cooperation. It paved the way for the first
EU-China Summit in 1988 with President Jiang Zeming and
Prime Minister Zhu Rongji.

Alliance with the EU might have been at that stage, from
the Chinese perspective, mainly a tactical move aimed at
balancing the complex and oscillating China-American rela-
tionship. Whereas the EU used its partnership with China to
assert its new foreign policy competence sown in the Single
European Act (1987).

The Maastricht Treaty (1992) gave another boost to EU
common foreign policy and, as a consequence, political
dialogue appeared in 1994 on the bilateral agenda. Yet, China
was still giving a priority to its bilateral relations with member
states in its “two-ply” approach to Europe.

The process gained momentum at the 2001 Brussels
Summit after the successful negotiation of China’s entry into
the WTO in 2000, and came to a climax at the Beijing Summit
in October 2003 with the publication of a strategic policy
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paper on the Chinese side and, in response, the publication of
an action plan on the EU side.

Making 2004 “The Year of Europe” was from China the
recognition that the EU increasingly matters in its own right.

What is striking today is the contrast between say, on the
one hand,20 policy dialogues, most of them underpinned by
cooperation projects covering a vast array of political,
economic, technological, environmental, social and cultural
topics, ranging from customs cooperation to Galileo, and on
the other, the absence of a genuine political framework. A new
strategic partnership agreement should substitute for the obso-
lete 1985 Trade and Cooperation Agreement.

Of course, there is plenty of work to do because if common
interests are wide and deep, there are also opposite views
either to reconcile, or which call for practical and transitional
proxies for substantive solutions when divergences persist.

Deepening the partnership

The economic ties between China and the EU are upper-
most of a thick layer of common interests for their strategic
partnership.

Three major policy options will strengthen this vital
economic link.

The first is compliance with WTO obligations, particularly
with regard to intellectual property rights and non-discrimina-
tion between EU companies and local firms. More progress on
the five criteria which determine market economy status
would allow its attribution to China by the EU. Further market
liberalization will occur both through the trade and invest-
ment section of the new strategic partnership agreement and
through effective EU-China cooperation in the Doha Round.

Consultation and negotiated solutions are deemed prefer-
able to unilateral safeguards and litigation as exemplified by
the recent textiles deal. But the WTO dispute settlement mech-
anism could also help as an ultimate resort to get rid of signif-
icant trade irritants between the EU and China.
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The second policy option is to address the sustainability
issues, in particular with respect to the greenhouse etfect and
energy policy, by adhering to multilateral disciplines and
through technology sharing and cooperation with EU.

The last policy option is China’s external financial and
monetary policy, which combines due caution for ensuring
the continuation of domestic growth, and a consideration for
the interests of China’s trade partners

The Chinese miracle rests upon heterodox domestic
policies according to Western standards. Yet they work and
they contribute to economic and political progress in China.
This commands respect. As Europeans we recognize the value
of different development models.

Yet there is a need to make those models converge to some
extent if we are to keep markets fully open and to pre-empt
protectionist moves.

In that respect, the importance of democracy, the rule of
law, the fight against corruption, and the promotion of human
rights including, in particular, workers’ rights, should not be
underestimated. Time matters, as do the timing and
sequencing of highly sensitive political issues such as progress
towards democracy.

The dynamic of development and democracy must be
allowed to work in the right direction because over the long
term they converge and strengthen each other.

China’s perception of sovereignty is ditferent from that of
the EU. This is legitimate for historical and geographical
reasons. Yet the level of economic, environmental and political
interdependence in today’s world calls for sovereignty sharing
at both regional and multilateral levels. The alternative would
be unilateralism and the quest for hegemony through
expensive military build-up, which raises suspicion among
partners.

The EU and China should champion the supremacy of the
multilateral rule of law and its effective enforcement over
hegemonic behavior in ensuring a holistic approach to
security. China’s considerable weight in East Asia assigns her
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a special responsibility to set up an East Asian security system
based on effective economic integration.

But for China to fully adhere to effective multilateralism
presupposes that the EU itself is able to achieve a sufficient
degree of consensus among its membership in order to
contain any unilateralist move wherever it comes from. In
that sense EU and China policy choices will prove decisive in
ensuring regional stability in their respective zones of
influence as well as in building up a comprehensive and
robust multilateral system based on multipolarity.
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A Chinese Perspective

Strategic Elements
of EU-China Economic Relations

SoNG XINNING!

Basic Features of EU-China Economic Relations

For China, economic ties with the EU are more important
than China’s economic ties with any other country, even the
United States or Japan. From a trade viewpoint, the EU is the
biggest trade partner for China, with bilateral trade of
177.3 billion US dollars in 2004 (15.4 percent of China’s total
foreign trade). From an investment viewpoint, the EU member
states have established 19,738 enterprises in China, with
contracted FDI of 75.4 billion US dollars. Although the total
amount of FDI from the EU puts the EU only in fourth place
for FDI, the average investment in each project is the biggest.
The average investment in each project is about 3.8 million
US dollars, compared with 2.09 million for the United States,
2.02 million for Japan and 1.35 million for Korea. From the
technological transfer viewpoint, the EU is the number one
supplier of technology to China. By the end of 2004, the
technological transfer from the EU to China was represented

1. PhD, Jean Monnet Professor, Centre for European Studies, Renmin University of China.
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by some 19,008 projects worth 8o.9 billion US dollars or about
50 percent of China’s total technological imports. As far as hi-
tech cooperation is concerned, the EU is the pre-eminent
partner for China in such hi-tech fields such as the Galileo
project and peaceful usage of nuclear energy. As far as
government loans are concerned, the EU and its member
states were the major source of government loans for China.
By the end of 1999, China had received 16.1 billion US dollars
from the EU and its member states, about 44 percent of all
government loans to China. And finally, the EU is the biggest
foreign aid donor to China. There are more than 30 EU-China
cooperation programs, covering most fields of political,
economic and social development in China. By the end of
2003, the EU had donated nearly 500 million euros to China.

Looking at these six areas of EU-China economic relations
(trade, investment, technological transfer, hi-tech cooperation,
government loans, EU-China cooperation programs), we can
say that EU-China economic ties are quite special, and are
very important for China’s economic development. The
magnitude of the economic relationship between the EU and
China is much greater than either the China-US or China-
Japan economic relationship.

Strategic Implication of EU-China Economic Relations

It is often said of EU-China relations that economic
interests are the main driver of EU-China relations. That much
is true. But it is not the full story. Since 2003 both the EU and
China have begun to discuss an EU-China strategic
partnership. It is not yet clear what the real meaning of the
so-called strategic partnership is. For a strategic partnership to
work each party must have strategic interests with the other.
It means essential elements of political, economic and social
development, not just military and national security. It should
not be restricted to international affairs. It has to be related to
fundamental national interests.

Why are EU-China economic relations so important? The
simple answer is their effect on China’s economic
development. But that is not all. For China, economic
development or economic growth has other implications for
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China’s political and social development or transition. It seems
to me there are at least five areas in which EU-China economic
relations play a role.

First, EU-China economic relations provide a solid
foundation for China’s political and social stability. Indeed,
politically speaking, economic development is a pre-condition
of political stability in China. Socially, economic growth is also
very important for China’s social stability. But conversely,
political and social stability are the key elements for China’s
smooth transition from a planned economy, or command
economy, to a market economy, as well as for gradual political
transition.

Second, EU-China economic ties are a strategic element of
the sustainability of China’s economic, political and social
development. Because of globalization and industrialization,
China faces big challenges to sustainability issues, such as
environmental protection, energy demand, social equality, and
regional balance. Trade with the EU, EU foreign investment,
and EU-China cooperation programs provide help for China’s
demand for capital, employment and technology; and provide
good models for solutions to social issues.

The third strategic element of EU-China economic
relations is the strive for competitiveness. This is very
important for China, as well as the EU, for facing the challenge
of economic globalization.

The fourth strategic element of EU-China economic
relations is hi-tech cooperation. We should realize that
EU-China cooperation in hi-tech fields has a great strategic
impact even on traditional sectors. That is why certain
countries are not comfortable with EU-China cooperation in
satellites and nuclear energy.

The fifth strategic element of EU-China economic relations
is China’s integration into the world economy, or world
community. As EU documentation has emphasized, one of the
major goals of EU policy towards China has been to integrate
China into the world economic system.

China’s rise is a reality. How to deal with China is the
main concern of the major powers in the world, including the
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US and the EU. China itself is also working very hard to
integrate itself into the world community and to become a
responsible power.

EU-China economic relations help China to maintain
strong economic growth, and have made China and the EU, as
well as China and the US become more and more interde-
pendent. The above five strategic dimensions of EU-China
economic relations refer mainly to the Chinese side. What are
the strategic impacts for the EU? We are waiting for answers
from our European colleagues.

Conclusions

In conclusion, when we are talking about the EU-China
strategic partnership, we should look at not only the
traditional fields of strategy in terms of geopolitics, military
and national security, but also the non-traditional areas. The
EU-China strategic partnership should be discussed from some
new perspectives. But it is not clear what are the real concerns
on the European side on the EU-China strategic partnership
are. The Chinese and Europeans need to have more communi-
cation. Even some Chinese may not agree with my opinion
about the economic aspect of the strategic partnership. What
they are more interested in is the trade disputes, such as the
anti-dumping issue and the quota of Chinese textiles to the
European market. When we talk about the better dimensions
of EU-China economic relations, we should not ignore the bi-
lateral economic problems. But compared with the strategic
impact of EU-China economic relations on China’s political,
economic and social development, economic disputes are not
the real problem. It is a normal part of a normal relationship
between two global economies. The EU is the number one
trade partner of China, and China is the number two partner
of the EU. I have always argued that if there had been no
discussion of the problem between China and EU in economic
relations, it would be a problem. That is why the Chinese
government should rather begin to regard EU-China economic
disputes as a normal issue for the relationship.
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The Sustainability of EU-China Economic
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Despite some periods of tensions, the EU has been
maintaining close economic relations with China since it
opened up in the 1970s. Over the past decades, the two regions
have recorded contrasted performances, with China boasting
strong and sustained growth rates while the EU has recorded
persistently sluggish growth. China is perceived by the EU
both positively as a major engine of growth, and negatively as
a likely competitor in a number of markets and sectors where
the EU used to have a comparative advantage. The role of the
EU as the third pole of economic activity next to North
America and Asia implies that the partnership cannot be
neglected by China either. More specifically, the EU is seen as

1. Director of Euro-Asia Centre, University of Limerick (Ireland].
2. Economist and Emerging Economies Specialist, Centre Asie Ifri (Paris, France].
3. Researcher, Euro-Asia Centre.
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being in a position to balance the weight of the United States.4
As a result, the EU-China relationship will likely gain in
importance.

Major changes have, however, been affecting the
relationship over the past few years and are likely to have a
long-lasting impact. These are: one, the fifth enlargement of
the EU, two, China’s rising economic clout both globally and
in East Asia, and three, the deepening of economic relations
(hence the change in trade-offs and perceptions —in particular
on the part of the EU, which now perceives China increasingly
as a potential economic threat and no longer as a developing
or less developed country). These changes are likely to shape
the China-EU economic relationship in the coming years.

In particular, the latest enlargement of the EU has given
rise to new patterns of specialization and to new opportu-
nities for intra-regional and interregional complementarity. At
the same time, China’s sustained economic growth raises new
challenges, such as its increasing bargaining power. As a result,
China is now perceived as an economic partner that can no
longer be ignored or underestimated (even less so since other
major economies such as the United States are focusing on
China). It follows that the EU-China relationship is doomed to
be tense.

The objective of this paper is to examine the EU-China
economic relationship from a long-term point of view. Its
purpose is twofold. First, it will briefly take stock of existing
economic relations between the EU and the PRC, highlighting
in particular both the positive sides and the areas of friction.
Second, it will sketch the possible evolution of the
relationship, by emphasizing the most likely bones of
contention and areas of cooperation; it will then suggest ways
and means of sustaining, and perhaps, of enhancing the
relationship (by improving the quality of the partnership and
by soothing the possible tensions).

Economics cannot trump politics. Obviously political
considerations weigh quite heavily on the development of

4. Anover-reliance on the US for exports is no doubt a risky stance, as exemplified by the case
of Wal Mart which succeeds in bargaining with Chinese suppliers thanks to its position as a
quasi monopsonist. As a result, the EU may be perceived as a counterweight by China.
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trade, and more generally on the economic relations between
China and the EU, although ultimately the economic interests
of both parties seem to be the main drivers of the
relationship.> Finally, it should be borne in mind that the
different interests and attitudes of the individual EU member
states might hamper the emergence of a common EU position
vis-a-vis China.

The State of Play: China-EU Relations in Retrospect

Although the past may not be the best guide for the future,
a brief account of past relations is nevertheless necessary to
highlight the issues at stake. This section will depict concisely
the trade and investment relations between the two regions,
before engaging in a discussion on the areas of contention
and cooperation.

1975 marked the official establishment of EU relations
with the PRC. A trade agreement was signed in 1978 and a
textile agreement in 1979. Economic cooperation was
increased further with the conclusion of the Trade and
Cooperation Agreement in 1985. This rapprochement between
the two regions culminated with the setting up in 1988 of a
delegation by the EC Commission in Beijing just before
relations started to deteriorate as a result of the Tiananmen
Square events. Notwithstanding, the EU’s relations with the
PRC were continuously upgraded during the 1990s, despite
persistent tensions on issues such as human rights.

The pattern of EU-China trade

Main features

The first salient feature of EU-China trade relations is
their dynamism. Since 1978, EU-China trade has increased
more than 3o0-fold, reaching 175 billion euros in 2004. It
should be noted that the expansion of EU-China trade has not
been perfectly smooth, with setbacks at some points related to
political tensions. Yet the overall trend has clearly been on the

5. Note for example that ASEM, the major framework of EU-Asia relations, is over-reliant on the
economic pillar, and that in terms of its external relations, the EU has adopted a differentiated
approach.
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Table 1. EU Trade with China: Trade in services and in goods to total trade
(1999-2002) US dollar billion

1999 2000 2001 2002
Total trade in services 5.978 6.422 7.269 9.277
Total trade in goods 75.02088 83.85074 92.63038 106.7001
Total trade 80.99888 90.27274 99.89938 115.9771
% of trade in services to total trade  7.38% 7.11% 7.28% 8.00%

Sources: OECD Statistics on International Trade in Service, Volume 11 1999-2002; OECD, International Trade
by Commodity Statistics, volumes 1993-2004.

ascending path. Over the 1999-2003 period, trade between
the EU25 and China more than doubled, with EU exports to
China rising from 19.6 billion euros to 41.2 billion euros. The
penetration of Chinese products in EU markets has been
facilitated by the EU Generalized System of Preferences (GSP)
scheme; China has been the main beneficiary of the scheme,
accounting for more than 30 percent of all EU preferential
imports under GSP. As a result, China is today the EU’s second
biggest trading partner (after the United States) while the
EU25 is China’s first export market.

A second characteristic of EU-China trade is the
domination of manufactured products. As shown in table 1,
more than 9o percent of total EU trade with China was in
manufactured products in the early 2000s, a feature which is
nevertheless bound to change in the foreseeable future.

A third element to note is increasing asymmetry between
the two regions. Since 1990 China’s exports to the EU have
risen by more than 8oo percent, while EU sales to China have
jumped by only 600 percent during the same period. Over the
1995-2002 period, imports from China to the EU have been
sustained at a high annual growth rate (14.4 percent), whereas
EU exports to China have only risen by 9 percent per annum.
Consequently and inevitably, there has been a shift from a
traditional trade surplus in favor of the EU to a chronic and
widening trade deficit since the 1990s. The deficit reached
55 billion euros in 2003 (figure 1), and grew to 75.4 billion
after the fifth enlargement (table A1 in the Appendix),
representing thereby the EU’s largest trade single deficit with
any partner. Moreover, every single member of the EU25 has
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a deficit with China, with the notable exception of Finland
(table A1). The magnitude of the imbalance is thought to
reflect the persistence of market access obstacles in China (see
below).

An important tempered argument in the analysis of the
growing trade deficit with China is the amount of the EU trade
deficit that can actually be imputed to EU and other firms
operating in China. As shown in figure 2, more than half of
total manufacturing exports from China to the EU originated
from foreign investment enterprises (FIE) in 2003. Also, about
20 percent of all exports from FIEs based in China went to the
EU in 2003. Since many of these FIEs are EU firms of origin,
it can be argued that the growing manufacturing trade deficit
of the EU vis-a-vis China is in fact a direct result of its
successful FDI policy in this country. Moreover, as explained
below, the high import intensity of China’s exports actually
contributes to boost EU exports of intermediate goods to China.

Figure 1. EU-15 Manufacturing Trade with China 1992-2003 (Billion ECU/EUR)
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Fourthly, despite an overall consistent trend, there are
possible conflicting interests among EU member-states. Owing
in particular to its size, Germany is by far the largest trading
partner within the EU, accounting for 28 percent of the EU-25
trade with China in 2004% compared to 14 percent for the
UK,12 percent for the Netherlands,10 percent for France and
9 percent for Italy. So far there has been very little trade with
the new member-states, with the exception of Poland whose
trade with China represented in 2004 some 2 percent of total
EU trade. Moreover, Germany has improved its trade balance
with China over the past couple of years, unlike France and
the EU-15 as a whole. As a result, the stakes are perceived
differently in each country and commercial self-interest is
likely to be a source of intra-European disagreements.

A note on complementarity

Amongst manufactured products, machinery, transport
equipment and other so called hi-tech products such as office
machinery and communication equipment accounted in 2002
for more than two-thirds of the EU-15’s exports to China.
Owing to a more liberal attitude towards technology transfer,
in contrast to US policy, the EU is the largest source of
technology for China. Most of China’s imports of machinery,
electrical machinery and vehicles have come from the EU, and
more than a third of China’s imports from the EU are of
machinery and equipment goods. This phenomenon can be
directly linked to FDI activities. As if to present a challenge to
Ricardian type comparative advantages, these very same
categories account nevertheless for about half the EU-15’s
imports from China. At a more disaggregated level, the EU-25
primarily exports automobiles and planes to China and
imports computers and other office equipment from China. A
dynamic analysis reveals that China’s relative trade special-
ization in “mature” industries (i.e. clothing and textiles) is
gradually giving way to a specialization in “sunrise” industries.

6. And 44 percent of the EU25’s exports to China, compared to 11 percent for France, and
9 percent for Italy (EUROSTAT Trade Statistics Figures). However, the mere size of the German
economy cannot fully account for the country’s export performances in China; the speciali-
zation pattern is a further important factor.
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Table 2. EU-15 Trade with China by Broad Product Group (€ million)

Export Import Trade balances
Export Import
Product groups 2002 Annual 2002 Annual 2002 1996 Changes
Growth Growth
1996-2002 1996-2002 1996-2002

Total manufactured products 37016 89 47389 14,5 —10373 1992 — 12366
Of which:
Food products, beverages

and tobacco 546 -28 1097 22 —5§51 —-277 - 274
Textiles and textile products 696 10 6810 8,6 —0114 —3455 —2658
Leather and leather products 452 13,7 2537 9 -2085 —1201 - 884
Wood and wood products 251 388 587 45 -336 - 405 69
Pulp, paper and paper products,

publishing and printing 1101 20,3 248 17,7 853 223 630
Coke, refined petroleum

products and nuclear fuel 59 2506 338 34  —249 -—256 —24
Chemicals, chemical products

and man-made fibres 4867 159 2955 5,5 1912 —297 2209
Rubber and plastic products 513 23 1517 14,7 —1005 —460 — 545
Other non-metallic mineral

products 358 6,1 755 9,8 =397 —155 —242
Basic metals and fabricated

metal products 29038 124 3019 84 -81 —426 345

Machinery and equipment 11450 4,1 4379 21,7 7072 7542 =471
Office machinery

and computers 942 336 6556 31,3 —506014 —1313 —4301
Electrical machinery
and apparatus 2061 13 2826 22 135 382 —246

Radio, television and
communication equipment

and apparatus 3088 4,8 5988 234 -2900 289 -3190
Medical, precision and optical

instruments, watches and clocks 2236 17,5 1293 14,6 943 34 909
Transport equipment 4308 8,8 1938 30,9 2369 2092 277

Source: European Competitivess Report 2004.

For example, table 2 shows the extent to which the EU trade
deficit in office machinery and computers has grown between
1996 and 2002, as well as the extent to which EU trade in
communication equipment has shifted into a deficit over the
period. The growing incidence of a two-way trade or intra-
industry trade (IIT) is best captured by static (as well as by
dynamic) Grubel-Lloyd indices (table 3).
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Table 3. Grubel and Lloyd indices and Contribution of lITand NT growth
to the growth in total trade between the EU and China (1993-2003)

GLiggo  GL2003 Cnt Ciit tt
Total trade 05,45 59,49 094,40 —11690 577,51
Of which:
Food and live animals 54,44 48,44 114,08 — 24,92 89,16
Beverage and tobacco 14,66 72,73 189,04 615,35 804,39
Crude material, inedible,
except fuels 35,14 90,25 — 60.05 222,31 161,65
Mineral fuels, lubricants
and related materials 12,72 28,07 306,39 86,70 393,09
Animal and vegetable oils,
fats and waxes 51,80 53,48 -78,33 0,78 —77,55
Chemicals and related
products 88,07 97,97 - 13,44 42091 407,47
Leather, leather manufactures
and dressed furskins 11,33 95,360 - 70,11 541,42 471,31
Paper and paper manufactures 79,03 76,75 683,00 - 76,81 6,06
Textile yarn and related
products 10,80 28,20 124,72 54,46 179,18
Machinery and equipment 65,16 77,92 597,36 402,98 1000,35
Office machines and ADP
machines 56,04 7,90 25039,61 —13139,68 11899,92
Telecommunication and sound
recording apparatus 38,64 29,10 896,84  —134,13 7,63
Road vehicles 54,93 33,53 1744,93  —594,06 1150,87
Miscellaneous manufactured
articles 8,22 13,46 419,12 31,47 450,59
Professional and scientific
instruments 52,04 73,48 1412,91 1223,36  2636,27

Source: Authors’ calculations based on OECD data from International Trade By Commodity Statistics,
volumes 1993-2004.

Table 3 shows that although intra industry trade (IIT)
between the EU and China declined overall between 1993 and
2003, the index has risen in a number of industries, be they
mature (such as beverages or leather) or sunrise (such as
machinery or scientific instruments).

Column 5 in table 3 gives an indication of the evolving
incidence of IIT over the time period. It can be seen that
about half of the increase in EU-China total trade in machinery
and equipment is explained by IIT (the other half by net
trade). Concomitantly, a very large share of total trade in
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professional and scientific instruments is also attributed to
IIT. Again, increasing IIT ratios between structurally dissimilar
countries defies the post-Ricardian logic enshrined in
Helpman’s hypothesis.” As was already shown by Wakasugi
(1997), FDI, the modern manifestation of globalization, allows
structurally dissimilar economies, such as Japan and other
Asian countries, to trade increasingly in the same types of
industries, and, in particular, in parts and components, as well
as in middle products or in fragments of final goods. This is
to be related to the increasing “fragmentation” of the
production process and to international outsourcing (Jones,
Kierzkowski and Lurong 2004).% Fragmentation is defined by
Deardorff as “the splitting of a product process into two or
more steps that can be undertaken in different locations but
that lead to the same final product.” This implies that the
issues of trade, FDI, IIT and intra-firm trade cannot be disasso-
ciated.

Our analysis of intra-industry trade is done at the two-
digit level, smoothing thereby fundamental differences and
specialization patterns between the EU and China. It is clear,
obviously, that China and the EU specialize in different stages
of the same manufacturing process, with China more involved
at the lower end of the spectrum in, for example, the computer
and office equipment industry (Lemoine and Unal-Kesenci
2004). This invites therefore further clarification into the issue
of trade or production “complementarity” between the two
regions.

The precise analysis of intra firm trade (IFT) at a
disaggregate level suffers nevertheless from a statistical gap.
At the aggregate level, and as shown by figure 3 (when
assessed in tandem with figure 2 above), the suspicion is that
much of the activities of EU FIEs in China are enshrined in

7. This hypothesis states that intra-industry trade is more likely to occur between trading
countries that present a small difference in their factor composition and size (see Helpman
1987).

8. By contrast to “standard” IIT, trade in middle products involves both developing and indus-
trial economies. This is because developing countries can at a minimum capture production of
certain segments and components, although they may not be in a position to supply competi-
tively a whole product.
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Figure 3. Imports by FIEs from the EU to China, 1991-2003
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their global production networks. As stated above, half of all
Chinese imports originating from the EU in 2003 were indeed
FIE imports. Note, however, that this represents a decline
from the mid 199os.

These figures imply nevertheless that EU firms engage in
the spatial division of their activities in discrete manufac-
turing and distribution stages, and that China is an important
factor in the spatial organization of the production network.
These activities are assigned, in a complementary way, to the
host countries according to their specific advantages. At
the moment, a low knowledge intensive / high knowledge
intensive complementarity exists between EU and Chinese
manufacturing activities, although the Chinese shift to the

higher end of the value added chain is rapid.

A further way in which the complementarity of manufac-
turing activities between China and the EU can be assessed is
through the study of a number of relevant filiéres. Earlier
studies have found evidence of a manufacturing complemen-
tarity between the EU and China in terms of filiere. For
example, in the textile and clothing filiere, it has been shown
that China concentrates mostly on the lower-end of the
clothing industry, with the production of standardized
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products, and the EU on branded products and CAD-CAM
textile machinery (Andreosso-O’Callaghan and Qian 1997).

Finally, the rapid technological catching up of China in the
manufacturing sector (viewed increasingly as the factory of the
world) leaves still some scope for a China-EU complementarity
of economic activities with a visible breakdown between
manufacturing and service activities. As shown in table 4, the
EU was able to consolidate a trade surplus in market service
activities in the early 2000s. And its position in non-
transport/travel commercial services is still comfortable.

In this respect, China’s accession to the WTO in 2001 and
its commitment to open up to foreign competition one of its
most protected and heavily regulated sectors, namely services,
has no doubt opened significant opportunities for foreign
competitors. It remains to be seen, however, whether China
will allow full and fair competition in markets for services in
China, since it might fear the effective dominance by foreign
competitors.

Table 4. EU15 China Trade in Services (US dollar million, 1999-2002)

Exports Imports

1999 2000 2001 2002 1999 2000 2001 2002

Total Services 2919 3182 3756 4952 3059 3240 3513 4325
Transportation 789 1324 1556 2195 801 1046 1079 1783
Travel 445 494 471 685 789 744 867 1182
Other Commercial

Services 1659 1337 1605 1925 1424 1401 1429 1224

Government Services 26 27 27 55 49 51 53 37

Source: OECD Statistics on International Trade in Services, Volume II 1999-2002.

Foreign direct investment flows

EU foreign direct investment (FDI) in China has expanded
recently with approximately 4.2 billion dollars per annum on
average in the last 5 years. As a result, the stock stood at
35 billion euros as of July 2004. The EU’s position in China’s
total FDI inflows improved continuously in the 199os.
However, the EU economies have allocated smaller shares of
their FDI to China since the peak years in the late 1990s. The
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share declined to 7 percent in 2002 from 11 percent in 1999
(EU data).? Despite the recent surge, the EU-15 remains a
relatively minor foreign direct investor in China, when
compared with ethnic Chinese and other Asian investors. Over
the 1991-2001 period, the EU accounted for less than
10 percent of total inflows, a figure comparable to either the
US or Japanese performance, while Asian investors accounted
for more than 60 percent.

The strategies of EU firms in China tend to differ from
their strategies in the Central and Eastern European countries
(CEECs) (Sachwald 2004). They also differ from the aims of
Asian firms investing in Asia. Surveys have shown that Asian
firms investing in China are mainly motivated by cost consid-
erations and tend to invest more than others in export-
oriented activities. Asian investments in China can be
interpreted as the relocation of labor-intensive industries,
which tend to lose competitiveness. By contrast, European
investment (and to some extent American investment) in
China is primarily market-seeking; in other words it is driven
by market expansion strategies rather than by cost consider-
ations (Lemoine 2000). The examination of French intra-firm
trade (IFT) confirms for instance that European groups focus
on the Chinese local market, while American and Japanese
companies tend to be more involved in vertical trade with
China.

Table 5 shows the spatial breakdown of EU FDI flows in
the late 1990s-early 2000s, mirroring, as in the case of total
FDI, the bulk of investment going to the eastern sea belt (i.e.
to Guangdong, Shanghai, Shandong and Beijing).

An important characteristic of EU FDI in China is its focus
on capital and technology-intensive manufacturing industries
such as automotive, chemicals and pharmaceuticals,
electronics, communication equipment and instruments. Being
relatively capital intensive, EU FDI projects in these industries
represent typically a large share of the total FDI realized value
(Wang,2000). Another important EU FDI strength in China is

9. By contrast, Central and East European countries (CEECs] have remained the primary
destination of EU investment with the EU enlargement.
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Table 5. EU FDI Inflows to Chinese Regions (1996-2002) 10,000 US dollars
1996 1997 1998 1999 2000 2001 2002

Beijing 11601,2 15884  13232,4 23492,8 29620,3 21559,6 24001
Tianjin 27456 - 15883 25865 13673 19483 9421
Hebei 16871 31289 14316 22196 12126 10539 6487
Shanxi 7662 1020 1737 1187 349 3122 845
Liaoning 10764 12322 14787 13365 14998 27167 -
Shanghai 30252 24820 31363 24936 46207 37000 30900
Jiangsu 22277 54499 11887 6576 87403 — —
Zhejiang 11527 8452 7793 7611 7514 18925 15052
Anhui 7880 4996 4493 13351 6247 5523 3065
Fujian 1382 7061 8360 3289 20806 17141 -
Jiangxi 2709 1159 1305 325 637 1520 5193
Shandong 12619 25291 9912 41428 37684 22952 33121
Henan 1341 — 138 137 250 599 1021
Hubei 15121 7163 1212 3934 - 16685 -
Hunan 356 831 7929 5801 5467 2722 1642
Guangdong 52414 40579 37297 46922 34058 56759 111321
Hainan 5418 6179 4719 7265 2399 4120 1884
Chongqing - 