
DIRECTORATE-GENERAL FOR EXTERNAL POLICIES

POLICY DEPARTMENT

DG EXPO/B/PolDep/Note/2015_217 EN
June 2015-PE 549.062 © European Union, 2015

IN-DEPTH ANALYSIS

Trade and economic relations with China
2015

Author: Roberto BENDINI
Barbara BARONE

ABSTRACT

The EU's trade and economic relations with China, the global leader in trade, are
generally good, and the number of disputes reasonable. Yet the EU is dissatisfied with
China's reluctance to fully implement its commitments to the World Trade
Organisation (WTO) and, more generally, with its protectionist measures, which often
hurt EU interests. For its part, Beijing is still dissatisfied with the EU's refusal to grant
the country 'market economy' status and with other measures it believes limit China's
access to the Single Market.

Negotiations for an EU-China partnership and cooperation agreement, initiated in
2007, have yet to be concluded. In January 2014, China and the EU held the first
round of negotiations for a bilateral investment agreement. Negotiations are
progressing steadily but their end is not in sight. More recently, Beijing has suggested
opening talks for an EU-China FTA, but Europe’s reaction has been lukewarm.
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1 China's role in world trade

China has gained supremacy
in global trade.

China is the world's largest trading nation in the world since 2013. Its share
in world trade in goods reached 14.2 % in 2014, following a decade of
impressive increases in both imports and exports. In comparison, the share
of global merchandise trade claimed by other key emerging economies –
including India, Russia and Brazil – generally remained below 5 %.

The rise of the People's Republic of China (PRC) in global trade has come as
Japan's role has declined, falling to 5 % in 2014. The United States also
recently ceded its supremacy in trade to China. The EU - if counted as a
single economy - has managed, despite a slow decline, to maintain a share
in global trade that is slightly higher than China's (14.8 %).

Figure 1:
Share in world trade in
goods in selected countries
(%)

Source: European Commission 2015

Trade patterns are changing,
with the Association of
Southeast Asian Nations
(ASEAN) increasingly more
integrated with China.

The geography of Chinese trade flows is also shifting, with the EU and the
US becoming more important trading partners for China, both for imports
and for exports, while flows to and from Hong Kong, Taiwan and Japan are
decreasing. The drop in imports from these neighbours might be due to a
decreasing volume of intermediate goods transiting for final assembly and
export. Yet Southeast Asia markets has become more important, especially
as a destination for exports of intermediate products – a reflection of the
enhanced trade and economic integration of China in Asia's global value
chains.

http://trade.ec.europa.eu/doclib/docs/2006/september/tradoc_122532.pdf
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Figure 2:
Chinese imports and
exports, by major countries
and region and % increase
over 2013

Country /
Region

Export
(RMB

100mln)
Increase (%)

Import
(RMB

100mln)
Increase (%)

EU 22787 8.3 15031 9.7

United States 24328 6.4 9764 3.1

ASEAN 16712 10.3 12794 3.3

Hong Kong 22307 -6.6 792 -21.5

Japan 9187 -1.4 10027 -0.5

South Korea 6162 8.9 11677 2.8

Taiwan 2843 12.7 9337 -3.9

Russia 3297 7.2 2555 3.7

India 3331 10.7 1005 -4.6

Source: National Brureau of Statistics of China 2015

Figure 3:
China's main export
commodities, in volume
and value in 2014 and
growth rates over 2013

Item
Volume
(10"000)

Increase
(%)

Value
(RMB

100mln)

Increase
(%)

Coal (incl.
lignite) 574 t -23.5 43 -35.5

Rolled steel 9 378 t 50.5 4 350 31.6

Textile yarns
and textile
articles

— — 6 888 3.8

Clothes and
clothing
accessories

— — 11 445 4.2

Footwear — — 3 455 9.7

Furniture and
parts — — 3 195 -0.7

Automatic
data
processing
machines and
components

191 836 s 2.6 11 159 -1.3

Handheld
mobiles and
car
telephones

131 199 s 10.6 7 085 20.2

Containers 302 u 12.1 553 13.0

Liquid crystal
display panels

245 080 u -25.0 1 952 -12.4

Motor vehicles 90 s -2.8 770 3.5

t - tons
s - sets
u - units

Source: National Brureau of Statistics of China 2015
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Figure 4:
China's main import
commodities, in volume
and value in 2014 and
growth rates over 2013

Item Volume
(10"000)

Increase
(%)

Value
(RMB

100mln)

Increase
(%)

Cereals and
cereal flour

1 951 33.8 382 20.7

Soybean 7 140 12.7 2 474 5.0

Edible
vegetable oil 650 -19.7 364 -27.3

Iron ore and
concentrate

93 251 13.8 5 748 -12.8

Aluminum
oxide

528 37.7 118 35.5

Coal
(including
lignite)

29 122 -10.9 1 366 -24.4

Crude oil 30 838 9.5 14 017 2.8

Petroleum
products
refined

3 000 -24.2 1 439 -27.7

Plastics in
primary forms 2 535 3.0 3 167 4.0

Paper pulp 1 796 6.6 741 4.9

Source: National Brureau of Statistics of China 2015

A drop in China's imports
reflects the country's
economic slowdown and its
heavy industry's downward
adjustments.

The most visible effect of China’s recent economic slowdown is its trade
performance. The latest release of annual trade data reveals that China's
total trade reached EUR 3 508 billion in 2014, a 2.3 % increase over the
previous year. While exports accounted for EUR 1 910 billion – an increase
of 4.9 % – imports decreased by 0.6 %. As result, China's trade surplus
reached EUR 312 billion by the end of 2014. This reflects a continuous drop
in domestic demand stemming from China's economic rebalancing, away
from manufacturing and industrial development. The trend has continued
in early 2015, with imports dropping further in the first quarter, giving
China a EUR 54 billion surplus.

The country's recent economic slowdown and the downward adjustments
in its heavy industry have sharply cut China's demand for some
commodities, in particular oil, coal and petroleum products. Weaker
domestic consumption, coupled with overcapacity in some industries,
prompted high increases in the export of steel products, up by 50 % in
volume with respect to 2013 and by more than 30 % in value.

Contrary to the trends in goods, the country's imports and exports of
services remain strong. In 2014 the total trade in services amounted to
EUR 497 billion, up by 12.6 % from 2013. Service imports amounted to
EUR 315 billion in 2014, while service exports were EUR 182 billion. In this
sector, imports – which increased by 15.8 % over the previous year – have
grown faster than exports, which gained 7.6 %.
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2 China’s global commercial strategy

China is a growing trade
power with many plans for
free trade agreements (FTAs).

China has fulfilled its ambitions of becoming a world trade leader in large
part thanks to the implementation of its comprehensive free trade
agreement (FTA) strategy. The strategy extends far beyond its close
neighbourhood, reaching out to Latin American and European countries.

Figure 5:
China's free trade
agreements

Implemented Under Negotiation
Under Feasibility
Study

ASEAN RECP India

Pakistan Norway Moldova

Singapore Japan / South Korea Maldives

Macao ASEAN upgrade Georgia

Costa Rica Sri Lanka Colombia

Peru

Chile

New Zealand

Hong Kong

Iceland

Gulf Cooperation
Council (concluded)

Switzerland
(concluded)

South Korea
(concluded)

Australia (concluded)

An FTA announced with
Japan and South Korea may
have major repercussions for
the EU.

In 2014 China supplemented its extensive FTA network, implementing a new
FTA agreement with Switzerland and negotiating with several other potential
trading partners1.

Despite growing tensions between Beijing and Tokyo related to maritime
disputes, China, the Republic of Korea (ROK) and Japan officially announced
the opening of negotiations for a trilateral FTA on 11 November 2012. If
concluded, the new treaty could pave the way to the establishment of a
northeast Asia FTA that could compete with the EU and NAFTA, the world's
largest customs and economic unions. It is still unclear whether the new FTA
will be inspired by the EU or the NAFTA model, but it is likely that the process
of integration among three leading Asian economies will continue for some
time before being completed. The three countries have also announced the

1 These figures are taken from the China FTA Network internet site. See also, China briefing,
Understanding China’s Free Trade Agreements, February 2014.

http://fta.mofcom.gov.cn/english/fta_qianshu.shtml
http://www.china-briefing.com/news/2014/02/10/understanding-chinas-free-trade-agreements.html
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conclusion of an investment treaty that should make cross investments in the
region easier and safer2. The fourth round of negotiations took place on 4
March 2014 in Seoul3.

Bilateral negotiations for an FTA between the PRC and the Republic of Korea
(ROK) have also progressed. In December 2013, the negotiating parties
announced the conclusion of the first-stage talks on trade in goods, the
agreement’s scope, the principles and framework of negotiations, However,
no new formal round of negotiations has taken place since March 2014.

The Australian talks were delayed for several years due to concerns from
Australia’s agricultural sector, but an agreement was finally signed on 17 June
2015.

China also completed negotiations for an FTA with the Gulf Cooperation
Council (GCC), with the agreement entering into force on 1 July 2014. As
major oil exporters, GCC countries are essential to China's economic
development. Chinese President Xi Jinping was directly involved in these
negotiations and successfully pressed for their rapid conclusion.

China is still in the process of negotiating FTAs with Norway and Sri Lanka.

The Regional Comprehensive Economic Partnership (RCEP) is a 16-party FTA
for which negotiations were launched by the leaders of the Association of
Southeast Asia Nations (ASEAN) and their current FTA partners (Australia,
China, India, Japan, Korea and New Zealand) at the 21st ASEAN meeting, held
in Phnom Penh, Cambodia. The negotiations for the RCEP have progressed
relatively well and are expected to be concluded by end-2015.

China’s growing cooperation with other emerging economies, particularly
the BRICS countries (Brazil, Russia, India, China and South Africa), coupled
with its position within the G20 – has strengthened Beijing's weight in world
trade and economic fora. In the March 2013 BRICS summit held in Durban,
participants announced the creation of a 'Bank of Development', which is
generally seen as an alternative to the current, dominant financial
institutions, the International Monetary Fund and the World Bank.
Significantly, the currency to be used by the Bank of Development to finance
trade credits is not the US dollar, but rather a combination of the currencies
of Brazil, Russia, India, China and South Africa. In October 2014 China also
launched the Asian Infrastructure Investment Bank (AIIB)4, in which China was
initially foreseen to hold about 49 % of the total stakes5. The AIIB will serve as
chef de file for a range of infrastructure development projects, mainly in Asia.
This project should bring Chinese businesses trade and economic
opportunities far beyond the PRC's borders.

2 The Wall Street Journal, Asia powers agree on Free-trade negotiations (14 May 2012)
3 MOFCOM, Ministry of Commerce of China, The First Round of China-Japan-ROK FTA
Negotiations Held in ROK (29 March 2013)
4 To have a benchmark note that in the Asian Development Bank (ADB), which is often
labelled as ‘US-led institution’, the United States only hold 15% of the capital.
5 According to recent declarations China seems will only hold 23-30% of the stakes.

http://online.wsj.com/article/SB10001424052702303505504577401843152321480.html
http://english.mofcom.gov.cn/article/newsrelease/significantnews/201304/20130400074907.shtml
http://english.mofcom.gov.cn/article/newsrelease/significantnews/201304/20130400074907.shtml
http://thediplomat.com/2015/05/a-big-step-forward-for-chinas-aiib/
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3 EU - China partnership

3.1 Trade in goods with the EU

The first half of 2013
witnessed a decrease in
exports from the EU-28 to
China.

The total merchandise trade between the EU-28 and China increased in 2014
for both imports and exports. Total exports from the 28 EU Member States to
China accounted for EUR 164.7 billion in 2014 – an increase of almost
EUR 16.5 billion from the previous year. Imports from China increased during
the same period from EUR 280.1 billion to EUR 302.5 billion. In total, the EU-
28’s trade deficit with China slightly increased, from EUR 131.9 billion in 2013
to EUR 137.8 billion in 20146, largely due to the recovery of EU consumption.

Figure 6:
Top 10 EU 28 trade partners (2014)

Exports Imports

Source: European Commission

Germany remains the largest
exporter and importer of
goods to and from China.

Germany remains the EU’s largest exporter of goods to China, providing 45 %
of EU-28 exports (EUR 35.9 billion) in the first half of 2014, well ahead of UK
(10 %) and France (9 %)7. Germany is also the largest importer of Chinese
goods, absorbing EUR 28.1 billion in 2014, or around 20 % of all the EU-28’s
imports from China. Except for Finland and Germany, all EU-28 Member
States had a trade deficit with China during the first six months of 2014, with
the largest registered by the Netherlands (EUR 22.7 billion) and the UK
(EUR 11.4 billion)8.

6 Eurostat, First estimate for the fourth quarter of 2013: EU-28 current account
surplus 47.9 bn euro 42.1 bn euro surplus in trade in services, 7 March 2014
7 Eurostat, EU - China Summit: EU-28 deficit in trade in goods with China down to
62 bn euro in the first six months of 2013, 19 November 2013
8 Eurostat, EU - China Summit: EU-28 deficit in trade in goods with China down to
62 bn euro in the first six months of 2013, 19 November 2013

http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/2-07032014-AP/EN/2-07032014-AP-EN.PDF
http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/2-07032014-AP/EN/2-07032014-AP-EN.PDF
http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/6-19112013-BP/EN/6-19112013-BP-EN.PDF
http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/6-19112013-BP/EN/6-19112013-BP-EN.PDF
http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/6-19112013-BP/EN/6-19112013-BP-EN.PDF
http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/6-19112013-BP/EN/6-19112013-BP-EN.PDF
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Figure 7:
EU-28: trade in goods with
China (in EUR billion)

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

China

Exports 48.4 51.7 63.7 71.8 78.3 82.4 113.5 136.4 144.2 148.2 164.7

Imports 129.2 161.0 195.8 233.9 249.1 215.3 283.6 294.8 292.0 280.1 302.5

Balance -80.8 -109.3 -132.1 -162.0 -170.8 -132.9 -170.1 -158.4 -147.8 -131.9 -137.8

Total extra-EU-28

Exports 945.2 1049.5 1152.4 1234.3 1309.1 1094.0 1353.2 1554.3 1684.2 1736.6 1702.9

Imports 1027.4 1183.9 1364.6 1446.8 1585.2 1235.6 1532.1 1728.3 1795.9 1684.9 1680.5

Balance -82.2 -134.4 -212.2 -212.5 -276.1 -141.7 -178.9 -174.1 -111.7 51.7 22.3

China / Total

Exports 5.1 4.9 5.5 5.8 6.0 7.5 8.4 8.8 8.6 8.5 9.7

Imports 12.6 13.6 14.3 16.2 15.7 17.4 18.5 17.1 16.3 16.6 18.0

Source: Eurostat

Figure 8:
EU-28 trade in goods with
China (per product, in EUR million)

Exports Imports Balance

Jan-Jun 2013 Jan-Jun 2014 Jan-Jun 2013 Jan-Jun 2014 Jan-Jun 2013 Jan-Jun 2014

Total 71454 78600 133856 140069 -62403 -61469

Primary
products: 8400 8156 3569 3634 4831 4522

Food & drink 2258 2511 2079 2074 180 437

Crude
materials 5283 4355 1401 1456 3882 2899

Energy 859 1290 89 104 769 1186

Manufac-
tured goods: 62054 68429 129755 135871 -67701 -67442

Chemicals 8804 9214 6806 7065 1998 2150

Machinery &
vehicles 40995 46395 67711 69119 -26716 -22724

Other manuf’d
articles* 12255 12820 55238 59688 -42982 -46868

Other 999 2015 532 564 467 1451

Source: Eurostat
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Figure 9:
EU-28: trade in goods with China
(per EU Member State, in EUR million)

Exports Imports Balance

Jan-Jun 2013 Jan-Jun 2014 Jan-Jun 2013 Jan-Jun 2014 Jan-Jun 2013 Jan-Jun 2014

EU-28 71454 78600 133856 140069 -62403 -61469

Belgium * 3300 3849 6506 6495 -3207 -2645

Bulgaria 268 257 382 417 -114 -159

Czech Republic 707 717 3069 3255 -2362 -2537

Denmark 1251 1416 2415 2339 -1164 -923

Germany 32345 35953 27729 28172 4616 7780

Estonia 49 61 315 269 -266 -208

Ireland 726 723 949 944 -223 -221

Greece 181 157 1127 1215 -946 -1059

Spain 2017 2051 6697 7550 -4680 -5499

France 7229 7276 11942 12101 -4713 -4825

Croatia 27 23 771 217 -744 -193

Italy 4777 5169 11465 11869 -6688 -6701

Cyprus 19 17 103 106 -84 -89

Latvia 42 44 167 152 -125 -108

Lithuania 43 52 274 304 -231 -252

Luxembourg 114 85 543 465 -429 -381

Hungary 710 663 2738 2459 -2029 -1796

Malta 26 13 72 63 -45 -50

Netherlands* 4104 4076 25058 26743 -20954 -22667

Austria 1308 1454 2102 2301 -794 -847

Poland 759 764 3943 4776 -3185 -4012

Portugal 330 414 676 764 -345 -350

Romania 224 284 929 1114 -705 -830

Slovenia 90 101 474 535 -384 -433

Slovakia 772 639 1174 1183 -402 -544

Finland 1387 1219 851 891 536 328

Sweden 2361 2241 2927 3063 -566 -821

United
Kingdom 6289 8882 18457 20307 -12169 -11425

Total extra-
EU-28 870950 829139 841520 831731 29430 -2592

China / Total 8.2% 9.5% 15.9% 16.8%

* Dutch imports and therefore the trade deficit are over-estimated because of the 'Rotterdam effect'; goods destined
for the rest of the EU arrive in Rotterdam, and are therefore recorded in harmonised EU external trade statistics, in
Dutch ports. This then has a positive effect on the external trade balances with China of those Member States to which
the goods are re-exported, as these shipments would be recorded as intra-EU trade with the Netherlands rather than
extra-EU trade with China. To a lesser extent, Belgian trade figures are similarly over-estimated.

Source: Tables provided by Eurostat
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3.2 Trade in services with the EU

The EU-28's trade in services
recorded a surplus with China
in 2013.

The trade in services between the EU and China has grown continuously
since 2010, yet still presents enormous potential for future expansion. In
2013, the EU-28 exported services to China valued at EUR 29 billion – mainly
surplus activity in the areas of travel and 'other services', including royalties
and license fees, computer and information services, and other business
services.

Imports of services from China were valued at EUR 20.9 billion, with 'other
services' experiencing a steady increase. In total, the services trade provided
the EU-28 with a surplus of EUR 8.1 billion in 2013 – EUR 3 billion more than
the year before.

Figure 10:
EU-28: trade in services with
China (EUR million)

Exports Imports Balance

2011 2012 2013 2011 2012 2013 2011 2012 2013

Total 21 548 25 068 28 993 17 817 19 956 20 896 3 731 5 112 8 098

of which:

Transport 7 086 7 863 7 824 8 500 8 843 8830 -1 414 -980 -1 006

Travel 3 169 4 225 5 339 2 236 2 509 2 408 933 1 716 2 931

Other services 11 293 12 980 15 831 7 080 8 604 9 659 4 212 4 376 6 172

of which:

Construction 275 354 322 136 150 174 140 204 148

Insurance and pension services 327 354 1 165 256 266 224 71 88 942

Financial services 453 534 654 183 262 292 270 272 362

Charges for the use of
intellectual property n.i.e. 2 128 2 286 2 209 35 80 177 2 093 2 207 2 033

Telecommunications,
computer, and information
services 2 072 2 184 2 806 599 646 841 1 473 1 538 1 965

Other business services 5 276 6 136 7 589 5 228 6 469 6 629 49 -333 960

Personal, cultural, and
recreational services 105 119 214 51 40 67 54 79 147

Government goods and
services n.i.e. 250 314 369 132 133 125 118 181 244

Manufacturing services on
physical inputs owned by
others 242 309 114 361 469 676 -120 -160 -562

Maintenance and repair
services n.i.e. 163 194 229 84 60 441 79 134 -212

Total extra-EU-28 610 614 675 783 709 695 472 169 514 872 531 603 138 444 160 911 178 093

China 3.5% 3.7% 4.1% 3.8% 3.9% 3.9%

Source: Eurostat
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3.3 Bilateral investment

Chinese investment in
Europe boomed in the
aftermath of the financial
crisis.

In an effort to diversify its foreign assets, which amounted to nearly
EUR 5.8 trillion in 2014, China has progressively removed all restrictions on
overseas direct investment by its companies. As a result, Chinese overseas
direct investment, in the form of large mergers and acquisitions, has
surged. Europe was not, however, one of Chinese investors' preferred
destinations until 2010. With the financial crisis, and later the euro crisis,
opportunities have opened in Europe. Indebted European countries,
plagued by a lack of liquidity and private companies' difficulties in
accessing credit, welcomed Chinese investors. These investors have, in turn,
become increasingly keen to diversify their portfolio and acquire
technologies, R&D capability, talent and brands, and have invested in
sectors in which Europe holds a comparative advantage (e.g. automotive,
rail transit equipment, aerospace and aviation, high-precision machinery).
The trend of incoming Chinese investment in the EU – which reached an
average annual inflow of about USD 10 billion over the last four years –
peaked in 2014, when it reached USD 18 billion9.

Figure 11:
Chinese foreign direct
investment (FDI)
transactions in the EU28

Source: Rhodium Group, Baker McKenzie 2015

Chinese investment
concentrated on Europe's
core.

Between 2000 and 2014, Chinese investment was concentrated in the EU's
pre-2004 enlargement countries, while the peripheral countries in the east
and north-of Europe were less often targeted. There exist several factors

9 Rodhium Group, China Observatory FDI monitor, April 29, 2015.
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that may explain this pattern, including:

i. The geostrategic position of the eastern countries with respect to
Russia. This may have discouraged China from stepping into areas
of 'Russian influence'.

ii. The lower risks involved in investing in 'core' EU countries than in
emerging markets.

Figure 12:
Chinese foreign direct
investment (FDI)
transactions in the EU-28
by country group, 2000-
2014 investment value
(USD million)10

Source: Rhodium Group  2015

The EU countries hit hardest
by the crisis welcomed
China's investments.

Chinese foreign direct investment (FDI) into Europe sharply increased
starting in 2011. Chinese investments in Europe nearly tripled. Funding
reached out to almost all countries in Europe, though more was devoted to
the 'core’ EU states (Austria, Belgium, Denmark, France, Germany,
Luxembourg, Netherlands, Sweden and the UK). Even before 2011, those
states received more than 77 % of Chinese investments.

The share of Chinese investments directed to PIIGSC states (Portugal,
Ireland, Italy, Greece, Spain and Cyprus) has steadily increased, growing
from about 8 % of China’s European FDI in 2009-2011 to 33 % in 2012-
201411. Although these inflows are reaching significant levels relative to the
size of these economies, PIIGSC remains a secondary destination for China's
investment outflows.

10 'Core EU States' refers to Austria, Belgium, Denmark, France, Germany, Luxembourg,
Netherlands, Sweden, and the UK.
'PIIGSC States' refers to Portugal, Ireland, Italy, Greece, Spain, and Cyprus
'Other EU States' refers to Bulgaria, Croatia, Czech Republic, Estonia, Finland, Hungary, Latvia,
Lithuania, Malta, Poland, Romania, Slovakia, and Slovenia.
11Rodhium Group, Baker & McKenzie, Reaching new heights. An update on Chinese
investment into Europe, 2015.
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Figure 13:
Chinese FDI transactions
in the EU-28 by recipient
country (quarterly
investment value)

Source: Rhodium Group 2015

China has diversified its
overseas investments.

The sectoral distribution of Chinese investment in Europe has also shifted.
While Chinese large-scale acquisitions were once concentrated in energy
and natural resources, Chinese investors have come to focus on food, real
estate, technology transport, telecommunications and other advanced
services sectors, especially in the first quarter 2015.

Figure 14:
Chinese FDI transactions
in the EU-28 by industry
(quarterly investment
value)

Source: Rhodium Group 2015

The EU is one of the top five
investors in China.

European investment flows into China are still much larger than those in
the other direction, with FDI from EU Member States accounting jointly for
about 20 % of China's inward FDI. As a result, the EU is one the top five
investors in China, along with Taiwan, Hong Kong, the USA and Japan12.

12 EU Trade, Facts and Figures on EU-China Trade, March 2014

http://trade.ec.europa.eu/doclib/docs/2009/september/tradoc_144591.pdf
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For years, Germany was the
principal European investor
in China, but France
assumed the leading role in
2015.

According to the latest estimates, European companies invested an average
of USD 2 billion per quarter in China in 201413. In the 1st quarter of 2015,
this amount climed substantially, to USD 3.5 billion.

Germany has been one of the most active EU countries in investing in
China, followed by France. China’s automotive and chemical sectors have
received most EU FDI, with recently data (from the first quarter 2015)
suggesting that an increasing share of EU investment is devoted to
consumer products.

Figure 15:
EU investment in China
by country origin
(quarterly investment
value)

Source: Rhodium Group 2015

Figure 16:
EU investment in China
by industry (quarterly
investment value)

Source: Rhodium Group 2015

Members of the EU business community in China still report they face a
number of regulatory and market access barriers. In 2013, these were

13 Rhodium Group 2015.



Trade and economic relations with China 2015

17

Recent policy
developments have paved
the way to further
improvements in bilateral
investment relations.

estimated to have resulted in lost revenues of EUR 21.3 billion14.

Policy developments in the first quarter of 2015 will likely affect the current
investment situation in China. A new draft foreign investment law was
released for comments in February 2015. The proposed new legislation
aims at further liberalise the foreign investment regime by limiting
restrictions to a negative list and to national security and competition
concerns. While this is a step forward, the draft law still includes elements
undermining a level playing field for foreign and domestic companies.

In March 2015, China also revisited its FDI catalog of restricted, encouraged
and prohibited industries, removing some industries such as steel, general
manufacturing and many services sectors. The tangible impact for these
industries is nevertheless expected to be limited15.

Finally, in April 2015 China's central bank announced that foreign exchange
restrictions would be loosened for firms in the Shanghai Free Trade Zone
(FTZ), making the currency – the RMB – freely convertible to foreign
currency for all companies with FTZ accounts. Both for inward and outward
investments are expected to gain.

4 EU - China bilateral relations

4.1 Towards an EU-China FTA?

The EU and China have
launched talks on a bilateral
investment treaty.

Negotiations for an EU-China Partnership and Cooperation Agreement (PCA)
were launched in 2007, based on two pillars: first, political cooperation and
trade and, second, investment liberalisation. The PCA is not a free trade
agreement, since it does not include tariff reductions for agricultural and
industrial products or specific commitments for services. However, it may
include provisions that facilitate trade and investment. China has always
shown a much lower level of ambition than the EU, and has made it clear that
it would prefer an agreement mainly covering broad cooperation and
dialogue principles. According to the European Commission, some of the 22
chapters on the trade and investment have been finalised, but the conclusion
of the deal does not appear to be within reach16.

At the 15th EU-China summit held on 20 September 2012, China and the EU
agreed to launch negotiations on a bilateral investment agreement.
Negotiations started in January 2014, and the fifth round of talks took place
on 17-19 March 2015.

During his visit to the European institutions on 31 March 2014, President Xi
actively promoted opening negotiations for a comprehensive EU-China FTA.
This represented a radical change in the Chinese position, apparently

14 European Chamber of Commerce 2014
15 Rodhium Group, China Observatory FDI monitor, April 29, 2015.
16 European Commission, Trade relations with China (Memo, 2010).

https://www.rolandberger.com/media/pdf/Roland_Berger_Business_Confidence_Survey_20140602.pdf
http://trade.ec.europa.eu/doclib/docs/2010/july/tradoc_146366.pdf
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triggered by the parallel launch of negotiations on the EU-US Transatlantic
Trade and Investment Partnership (TTIP), and by the slow but steady advance
of talks on the TPP (Trans Pacific Partnership), which links the US and a
number of Asian countries.

The TPP has sometimes been depicted as an anti-Chinese tool whose goal is
to create an economic ‘containment belt’ around the People’s Republic.
Others have suggested that the TPP's aim is to convince China to become
more open to discussing trade and economic issues (including global
imbalances) with the US17.

The EU’s first reaction to the Chinese proposals was cautious. In the final
communiqué of the summit, both parties agreed that negotiating and
concluding the 'EU-China Investment Agreement, covering investment
protection and market access, will convey both sides' joint commitment
towards stronger cooperation as well as their willingness to envisage broader
ambitions including, once the conditions are right, towards a deep and
comprehensive FTA, as a longer term perspective18’.

As has been the case previously, Beijing hopes to convince the EU to 'work
jointly to create conditions for launching a feasibility study of a China-EU
free-trade agreement'19. The European Commission, however, considers that
the necessary conditions for formally opening preliminary talks on an
ambitious EU-China FTA have not yet been met.

Moreover many representatives of EU industry do not believe that China
would be ready to implement what might be agreed in the EU-China FTA
(just as China failed to adhere to some of its promises when joining the WTO).
This would create an unbalanced situation giving Chinese businesses
advantages over their European competitors. The Commission’s Directorate-
General for Trade is also currently overstretched with its work on TTIP and
other pending negotiations; the personnel there is currently unable to ensure
the proper follow-up to a deal of this kind.

4.2 Restrictive trading practices applied by China

China is a difficult market for
foreign operators. Several trade
restrictions de facto restrict
market access and investment.

China is known to be a difficult market for foreign operators. In particular,
behind-the-border market regulation and discriminatory market practices have
de facto restricted market access for foreign investors, with sector-differentiated
impacts. By June 2013 the European Commission had reported some 36 trade-
restrictive measures, mainly in the form of behind-the-border restrictions. Until
2013, China was responsible for 6.3 % of the protectionist measures that
members of the Group of 20 (G 20) had implemented.  In the Commission's latest

17 Financial Times, It won’t be easy to build an ‘anyone but China’ club (22 May 2013). But
these conclusions have been criticised by other scholars, see e.g. Brookings The
Containment Fallacy: China and the TPP (24 May 2013).
18 European Commission, Joint Statement: Deepening the EU-China Comprehensive
Strategic Partnership for mutual benefit (31 March 2014)
19 The Diplomat, Beijing Pushes For China-EU Free Trade Deal (28 January 2014)

http://europa.eu/rapid/press-release_STATEMENT-14-89_en.htm
http://thediplomat.com/2014/01/beijing-pushes-for-china-eu-free-trade-deal/
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report, its share had increased to 8.4 %. The country's shift towards greater
protectionism has coincided with its weakening growth.

Figure 17
Trade-restrictive measures
introduced by China since
2008 and in 2013-2014

Source: EP Policy Department based on data provided by the European Commission

Market access in a few sectors
(food, public procurement and
the medical sector) has
deteriorated recently, despite
minor advances in foreign
investment regulation.

Despite a few, isolated efforts to liberalise trade20, China implemented a further
23 trade-restrictive measures in 2013 and 2014. These included border and
behind-the-border measures, as well as stimulus packages.

China's numerous behind-the-border measures affect some sectors more than
others. In the food industry, for example, new requirements on imports of dairy
products entered into force on 1 May 2014; these included a registration
obligation for all companies exporting dairy products (and infant formula) to
China. Other trade-obstructing provisions affect the medical sector: on 1 June
2014, China's basic regulation on medical devices21 entered into force, with
implemented more stringent requirements for foreign medical device
companies.

Public procurement is also a problematic sector, which continues to deteriorate.
Issues centre on the interpretation of legal provisions – such as 'domestic goods'

20 e.g. the implementation of the "Reform of Paperless Customs Clearance" on imports and
exports via air, sea and land at all sites of 12 customs offices; the launch of the "China
(Shanghai) Pilot Free Trade Zone"; the revision of the regulation on foreign investment in
the insurance industry; a temporary tariff reduction of 60% by the Ministry of Finance on
760 tariff lines; less burdensome investment approval procedures (The EC's 11th Report on
potentially trade-restrictive measures, 2014, p. 214).
21 This provision was complemented by the “Updated Registration Measures” regulation on
Measures related to the Administration of Registration and Filing of Medical Devices, which
entered into force on 1 October 2014.

http://trade.ec.europa.eu/doclib/docs/2014/november/tradoc_152872.pdf
http://trade.ec.europa.eu/doclib/docs/2014/november/tradoc_152872.pdf
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– by central and local authorities, which often goes beyond the existing, strict
legal requirements. In some cases, local content requirements22 reached 70 %; in
others, foreign companies were completely cut out of the bidding process. In
June 2014, the Ministry of Finance (MOF) and Civil Administration of China
(CAAC) issued a notice that states a preference for domestic airlines in the
purchase of tickets for government personnel travelling for business purposes.
Additionally, foreign companies bidding must partner with a Chinese
company23.

Burdensome technical requirements have also been imposed on IT products and
services, with a new, required testing procedure for the security of products and
services used for government procurement.

Some issues have also arisen regarding patent protection and standards. In some
cases, Chinese courts have not recognised the terms of certain licences and have
imposed new licenses from foreign companies, claiming the Chinese
antimonopoly law had been breached.

A Chinese anti-dumping/anti-subsidy investigation on imported wine initiated in
June 2013 – in response to the EU anti-dumping case on solar panels – was
terminated on 21 March 2014 with an agreement involving technical
cooperation and exchanges between the EU and China.

Rolled-back measures:

China suspended the previously-imposed measures on VAT affecting the
logistics industry24.

Investment measures:

On 19 January 2015, the Ministry of Commerce of China issued a draft 'Foreign
Investment Law', which, once finalised, would replace three existing laws – the
Foreign Invested Company Law, the Sino-Foreign Equity Joint Venture Law and
the Sino-Foreign Cooperative Joint Venture Law. In addition to simplifying the
situation, the new law aims to grant 'national treatment' to all foreign
investments, with the exception of those in sectors included in a 'Special
Administrative Measure List' (a 'negative list')25.

In March 2014, China approved some amendments to the PRC Company Law,
relaxing some requirements for foreign investors26. Since 25 July 2014, foreign
investors are allowed to wholly own hospitals in selected provinces of the
country27.

22 Local content requirements are particularly stringent for public procurement procedures
regarding wind power equipment, the development of infrastructure projects and the
railway and automotive sectors.
23 The EC's 11th Report on potentially trade-restrictive measures, 2014, p. 133.
24 The EC's 11th Report on potentially trade-restrictive measures, 2014, p. 196.
25 The Negative List sets out the range of industries and activities in which foreign
investment is either restricted or prohibited in China.
26 OECD-UNCTAD, Eleventh Report on G20 Investment Measures, June 2014, p.87.
27 Beijing, Tianjin, Shanghai, Jiangsu, Fujian, Guangdong, Hainan. See OECD-UNCTAD,
Twelfth Report on G20 Investment Measures, November 2014, p.81.

http://trade.ec.europa.eu/doclib/docs/2014/november/tradoc_152872.pdf
http://trade.ec.europa.eu/doclib/docs/2014/november/tradoc_152872.pdf
https://www.wto.org/english/news_e/news14_e/g20_oecd_unctad_report_jun14_e.pdf
https://www.wto.org/english/news_e/news14_e/g20_oecd_unctad_report_oct14_e.pdf
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In October 2014, new rules easing the procedure for outward direct
investments28 were also approved.

4.3 Intellectual property rights (IPRs)

Despite improvements, China
is still the chief violator of
European intellectual
property rights.

Since its accession to the WTO in 2001, China has made a measurable effort
to comply with the WTO Agreement on Trade-Related Aspects of Intellectual
Property Rights (the TRIPS Agreement). Beijing introduced a rather complete
and modern framework of laws and regulation into its legislative system to
protect the intellectual property rights (IPRs) of domestic and foreign right
holders.

Despite these efforts to comply with international rules, critical changes to
China's legal framework are still needed in a few areas, such as copyright
protection on the internet and criminal IPR enforcement.

As acknowledged by the United States Trade Representative (USTR) office in
its 2013 annual report to the Congress on China's WTO compliance, 'effective
enforcement of China's IPR laws and regulations remains a significant
challenge. Despite repeated anti-piracy campaigns in China and an
increasing number of civil IPR cases in Chinese courts, counterfeiting and
piracy remain at unacceptably high levels and continue to cause serious
harm to US businesses across many sectors of the economy'29. Similar
considerations apply to EU exporters.

The global picture is, however, gradually improving. In fact, in the same
report, the USTR acknowledged that Beijing's efforts to develop innovative
industries and technologies demonstrate that China 'has an increasing stake
in effective IPR enforcement'. That said, 'real progress was made, but much
more work remains to be done'.

China is still the first source of counterfeited products seized by the EU
customs authorities at European borders (64 % of the total). Most European
companies operating in China report serious IPR violations with a potentially
strong negative impact on their revenues in China30. The most serious,
unresolved issues reported by the Commission include difficulties in
protecting trade secrets and registering patents, poor quality utility models
and bad-faith trademarks applications.

4.4 Public procurement

China is slowly progressing
toward full membership in
the WTO's Government

China applied to accede to the WTO Agreement of Government Procurement
(GPA) in late 2007. However, its offer was deemed 'very disappointing' for the
lack of genuine openness of its markets. Although the Chinese market has
vast potential, it also presents sizeable obstacles — again, a lack of

28 OECD-UNCTAD, Twelfth Report on G20 Investment Measures, November 2014, p.81.
29 United States Trade Representative, 2013 USTR Report to Congress on China’s WTO
Compliance (December 2013).
30 European Commission, Facts and figured on EU-China trade (March 2014)

https://www.wto.org/english/news_e/news14_e/g20_oecd_unctad_report_oct14_e.pdf
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Procurement Agreement
(GPA), but its procurement
market remains largely closed.

The EU's proposed legislative
scheme to rebalance public
procurement could have an
impact on China.

transparency and of a clear legal framework. Following negotiations, Beijing
has agreed not to require Chinese companies to purchase Chinese goods,
although Chinese companies operating in 'sensitive' sectors continue to
receive preferential treatment31.

The US administration estimated in 2007 that Chinese accession to GPA could
open as much as USD 35 billion (EUR 31 billion) of the public procurement
market in the PRC. The PRC procurement market is currently far from
transparent and efficient. The situation is even more opaque when it comes
to regional and local public entities.

The Chinese government seems to have been inspired by restrictive US
practices rather than EU legislation, which is designed to prevent 'buy
national' and other restrictive practices. As stated above, procurement laws
passed in China in 2003 do not impose the mandatory purchase of Chinese
goods, although they do allow preferential treatment for domestic
companies in certain sensitive sectors, such as informatics.

During the period of reference (2014), operators reported increasing local
content requirements (imposed especially by provincial and local
governments), which, coupled with murky procedures, prevented foreign
companies operating in the country from competing on equal footing with
Chinese companies in public procurement bids.

In December 2011, China put forward a new offer to the GPA. The EU judged
the offer's content to be a step forward, but the US still considered it
insufficient. In particular, the US complained that state-owned enterprises
(SOEs) and a number of local entities were not included in the proposal.

The European Commission asked China to table a revised GPA offer along
with additional market access commitments on SOEs and local entities
(provinces in particular). The EC also asked that some exclusions in China's
offer — mainly involving industrial policies — be removed. In January 2015,
China submitted a revised GPA offer. The European Commission
acknowledged progress in terms of coverage at sub-central level, but also
made it clear that significant further improvements were needed, in
particular with regard to the coverage of SOEs.

The EU has devised a legislative scheme to 'increase our leverage to secure
improved symmetry in access to public procurement markets in developed
and large emerging economies'32. The original proposition for the scheme,
which was due to be published in 2011, was postponed due to intense
opposition from within and outside the European Commission. The proposal
is still pending the European Parliament’s and Council's approval33.

31 For more details on Public procurement in general and with regard to the PRC please
refer to the DG EXPO Policy Department briefing note entitled Public Procurement and
International Trade, 2012
32 European Commission, Trade, Growth and World Affairs, trade policy as a core
component of the EU’S 2020 Strategy.
33 See Public procurement: access of third-country goods and services to the Union’s
internal market and procedures supporting negotiations on access of Union goods and

http://www.expo.ep.parl.union.eu/expo/webdav/site/myjahiasite/shared/podp/documents/Themes/External_Economic_Relations_Trade_and_Globalisation/public_ procurement_2012.pdf
http://www.expo.ep.parl.union.eu/expo/webdav/site/myjahiasite/shared/podp/documents/Themes/External_Economic_Relations_Trade_and_Globalisation/public_ procurement_2012.pdf
http://trade.ec.europa.eu/doclib/docs/2010/november/tradoc_146955.pdf
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5 Trade irritants with the EU

Generally displeased with the
EU's trade defence measures,
China has urged the EU to
grant it 'market economy'
status.

Like other third countries, China has often complained about a European
overemphasis on health, safety and other regulatory issues, which Beijing
views as excuses hindering access to European markets.

China is also worried that the EU may raise trade barriers more often as
European prospects of growth darken and unemployment surges, affecting
the already-declining rate of Chinese manufactured goods shipped to the EU.
Anti-dumping (AD) and countervailing (CVD) measures applied by the EU on
Chinese products have already contributed to a slowdown in the EU's
imports of Chinese goods. A similar evolution has taken a toll on Chinese-US
trade.

The reform of the EU's Generalised System of Preferences (GSP), which
entered into force on 1 January 2014, de facto excluded China from the list of
GSP beneficiaries34.

Finally, Beijing has expressed strong objections to the EU's insistence on
defining the Chinese economy as a 'non-market economy' (NME). (See below
for more on this.) Generally displeased with the EU's trade defence measures,
China expects the EU to grant it 'market economy' status by end of 2016 (see
below).

5.1 Trade defence instruments

China is by far the first target
of the EU's trade defence
measures.

An anti-dumping (AD) case on
Chinese solar panels ended
with a 'price modulation',
which was welcomed by
Chinese producers.

On 31 March 2015, the EU had 53 definitive anti-dumping and countervailing
duty measures against Chinese products in force (two fewer than in 2014),
affecting less than 2 % of EU trade with China35. The 53 measures represent
about 50 % of all the trade defence measures enforced by the EU. In 2014, the
EU initiated only three new anti-dumping investigations into Chinese
products and one countervailing duty investigation. China has always
criticised the imposition of trade defence measures on its products and
considers the EU anti-dumping measures a protectionist tool36.

The most notable recent case involved anti-dumping and countervailing
duty investigations against Chinese solar panels. The case ended with a price
undertaking: the Commission set a minimum price and a volume limit on
European imports of renewable-energy technology until the end of 2015, but
exempted Chinese producers from paying additional customs duties. The

services to the markets of third countries (2012/0060/COD).  This legislative proposal is
pending before the EP's Committee on International Trade and the Council for
consideration.
34 Legislative Observatory, Reform of the EU GSP Schemes (recapitulative table). For more
details on the proposed reform please refer to the DG Expo Policy Department briefing
entitled The Reform of the EU GSP Scheme: an early impact assessment (August 2011)
35 European Commission; Anti-dumping, Anti-subsidy, Safeguards, the first month of 2014
(March 2014).
36 European Commission, Trade defence statistics 2014.

http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2012/0060(COD)&l=en
http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?lang=en&reference=2011/0117(COD)
http://www.expo.ep.parl.union.eu/expo/webdav/site/myjahiasite/shared/podp/documents/Themes/External_Economic_Relations_Trade_and_Globalisation/reform_eu_gsp_scheme_2011.pdf
http://trade.ec.europa.eu/doclib/html/152184.htm
http://trade.ec.europa.eu/doclib/docs/2014/december/tradoc_152994.pdf
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decision not to impose anti-dumping and countervailing duties was
welcomed by the Chinese government and helped to defuse the tensions
that had brought the EU and China to the brink of a trade war.

5.2 Market economy status (MES)

Despite progress, the EC
considers that China may not
deserve for market economy
status.

China considers the issue of
market economy status an
obstacle to EU-China trade
relations.

China's lack of market economy status (MES) is one of the country's principal
points of contention with the EU. China's WTO accession protocol allows
WTO members to treat China as a 'nonmarket economy' until 2016. This
applies only to anti-dumping investigations, and often makes it easier for the
EU to impose duties and apply higher anti-dumping rates.

A bilateral process was initiated by the EU to examine whether changes in
China's economy allow MES status to be granted before 2016. This process
demonstrated that many aspects of the Chinese economy remain under state
control and that the country therefore does not qualify for MES status.

To be considered a 'market economy', a country must have a floating
exchange rate, a free market, a non-intrusive government, effective business
accounting standards and, lastly, a clear definition of property rights and
bankruptcy laws.

In a 2011 report, the Commission concluded that China had only fulfilled one
of the five criteria required by the EU to gain MES status — the 'absence of
barter trade and absence of state-induced distortions in the operations of
enterprises linked to privatisation'. Since the Commission's report was
published four years ago, China has made no appreciable progress in the
other areas.

Yet China has often criticised the EU's persistent refusal to recognise the
country as a full-fledged market economy. Beijing considers this issue a
serious obstacle to the development of closer commercial relations with
Europe.

The market status of Vietnam is relevant to the issue. Vietnam announced in
2014 that the EU might be ready to grant the country MES status in the
context of on-going FTA negotiations, which could be concluded in late
201537. This might in turn pave the way to reconsidering China’s MES status.
The Commission only has the right to propose that countries obtain MES
status; the final decision must be taken by the EP and Council under ordinary
legislative procedure.

China’s accession agreement seems to suggest that the MES provision should
expire 15 years after China joined the WTO, i.e. on 12 December 2016. While
some analysts have argued in recent years that the EU may not be obliged to
abandon its MES methodology for China after 11 December 2016, China
expects the EU (and the US) to automatically repeal rules as of this date.
Beijing is likely to bring the EU (and US) to the WTO if they fail to adjust their

37 Vietnam Briefing, Vietnam-EU Free Trade Agreement Expected by Late 2014 (18
November 2013)

http://www.vietnam-briefing.com/news/vietnam-eu-free-trade-agreement-expected-by-late-2014.html/
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legislation.

The European Commission has made it clear that it will not automatically
accord China MES. The Commission has also not disclosed whether or when it
will forward a legislative proposal on the issue.

6 WTO dispute settlement cases

6.1 Offensive cases

6.1.1 DS 425 China – Definitive anti-dumping duties on x-ray security inspection
equipment from the EU
(Procedural stage: panel)

The EU attacked Chinese AD
measures on X-ray security
inspection component.

The WTO panel found that
China breached WTO rules
and asked Beijing to
implement its decision.

On 25 July 2011, the EU requested consultations on China's definitive anti-
dumping duties on x-ray security inspection equipment. The EU argued that
these measures did not comply with the WTO Agreement on Anti-Dumping.

Consultations took place on 19 September 2011 in Geneva. On 9 December
2011, the EU requested the establishment of a panel for the case. The panel
was established at the 20 January 2012 meeting of the Dispute Settlement
Body (DSB). India, Japan, Norway, Thailand, Chile and the United States
reserved their third-party rights.

On 26 February 2013, the WTO Panel found that China's anti-dumping
measures were in breach of WTO rules on three grounds: (a) China did not
apply a WTO-consistent methodology in analysing the effects of EU exports
on prices of X-ray security scanners in China's domestic market; (b) China's
assessment of injury caused to its domestic X-ray security scanners producers
was flawed; (c) the Chinese investigators failed to respect certain procedural
requirements, notably related to the transparency and motivation of
decisions38.

On 26 February 2013, the panel report was circulated to WTO Members. The
panel found that China violated WTO rules in all aspects of the investigation
challenged by the EU (price effects analysis, injury determination and
causality and transparency claims), including crucial aspects of China's
assessment that determined the imposition of the duties. While the panel
rejected a limited number of EU claims and exercised judicial economy
regarding certain other claims, the outcome was clearly positive to the EU.

China did not appeal the report, which was consequently adopted by the
DSB on 24 April 2013. At the following DSB meeting (24 May 2013), China
asked for a reasonable period of time to implement the recommendations
and rulings.

On 19 July 2013, China and the EU agreed that the reasonable period of

38 European Commission, Q&As: China's anti-dumping duties on X-ray security scanners
from the EU found illegal by WTO panel (reference memo 13/137 du 26 February 2013)

http://europa.eu/rapid/press-release_MEMO-13-137_en.htm
http://europa.eu/rapid/press-release_MEMO-13-137_en.htm
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time to implement the DSB's recommendations and rulings would be 9
months and 25 days. This expired on 19 February 2014.

6.1.2 DS 432 China – Measures related to the exportation of rare earths, tungsten, and
molybdenum
(Procedural stage: implementation)

The EU attacked Chinese
measures limiting exports of
rare earths from China.

The WTO panel report found
that China acted incompatibly
with its obligations.

On 13 March 2012, the EU, the US and Japan jointly requested consultations
with China on Beijing's export restrictions on various forms of rare earths, as
well as tungsten and molybdenum. The restrictions are chiefly export duties,
export quotas, a minimum export price system and requirements and
procedures linked to quota administration and licensing.

According to the European Commission, Chinese export restrictions on rare
earths are in breach of the 1947 General Agreement on Tariffs and Trade
(GATT) and the commitments contained in China's Protocol on Accession to
the WTO. The EU alleged that the Chinese measures were in particular in
breach with Articles VII, VIII, X and XI of the General Agreement on Tariffs
and Trade (the 1994 update to the GATT) and that they were inconsistent
with China's obligations under Part I of its accession protocol to the WTO
(2001)39.

Consultations took place in April 2012 in Geneva but did not lead to progress.
As a result, on 27 June 2012 the EU, together with the US and Japan,
requested the establishment of a WTO Panel. The panel was established in
September 2012.

On 26 March 2014, the panel's report was circulated to WTO members. The
report concluded that Beijing had breached international trade rules by
applying restrictions on its exports of various forms of rare earths, tungsten
and molybdenum. The WTO panel essentially upheld the EU's and other
complainants' allegations and dismissed most of China’s arguments.
According to the panel, ‘the overall effect of the foreign and domestic
restrictions is to encourage domestic extraction and secure preferential use
of those materials by Chinese manufacturers’.

China appealed the panel's report on 25 April 2014 and the Appellate Body
report was issued on 8 August 2014. The Appellate Body rejected virtually
all argument brought by China in the appeal.

The panel and Appellate Body reports were adopted at the DSB meeting of
29 August 2014. At the DSB meeting of 26 September 2014, China stated its
intentions to comply and the need for a reasonable period of time for
implementation. On 8 December 2014, the EU and China notified the WTO
that they agreed on a reasonable period of time of 8 months and 3 days,
which expired on 2 May 2015. On 31 December 2014, China issued the 2015
Catalogue of Goods subject to Export Licensing Administration.

39 See reference at GATT 1994, China's Protocol of Accession to the WTO (2001)

http://www.wto.org/english/docs_e/legal_e/06-gatt_e.htm
http://www.wto.org/english/thewto_e/countries_e/china_e.htm
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According to the notice, the export quotas on certain forms of rare earths,
tungsten and molybdenum, which were found to be inconsistent with the
WTO rules, were constantly removed.

6.1.3 DS 460 China - Measures imposing anti-dumping duties on High-performance
stainless steel seamless tubes (HP SSST) from the European Union
(Procedural stage: panel)

On 13 June 2013, the European Union requested consultations with China
concerning Chinese measures imposing anti-dumping duties on certain
high-performance stainless steel seamless tubes ('HP-SSST') from the
European Union. The measures were included in Notices No. 21 [2012] and
No. 72 [2012] of the PRC's Ministry of Commerce (MOFCOM).

The European Union claimed that the measures were inconsistent with the
Anti-Dumping Agreement and Article VI of the GATT 1994.

A panel on the matter was established on 13 August 2013. On 13 February
2015, the panel's report was circulated to WTO members. The panel
concluded that MOFCOM acted inconsistently with the Anti-dumping
Agreement on several grounds.

The panel ruling is not definitive and may still be appealed by China.

6.2 Defensive cases

6.2.1 DS 397 – EC – Definitive anti-dumping measures on certain iron or steel
fasteners from China
(Procedural stage: compliance panel)

China attacked certain EU AD
practices on the treatment of
non-market economies.

The EU lost the case and

This case, which Beijing brought against the EU, was the first offensive case
against the Union since China joined the WTO in 2001. At stake are various
aspects of EU anti-dumping practices, and in particular, Article 9(5), the
provision in the EU Basic Anti-Dumping Regulation on the ’individual
treatment' of exporters from non-market economy countries. China has also
criticised other technical aspects of the EU’s anti-dumping investigation.

Both the WTO Panel and Appellate Body ruled (at least partly) against the
EU. While both courts found that alleged violations of WTO law did not
undermine the general soundness of the anti-dumping measure, they also
concluded that the EU's ’individual treatment’ procedure was in breach of
WTO law, because it subordinates the determination of individual dumping
margins and the imposition of individual anti-dumping duties to the
fulfilment of an ‘Individual Treatment Test’.

The EU accepted the WTO ruling. On 19 January 2012, the European Union
and China agreed that a reasonable period of time for implementing the
DSB recommendations and rulings would be 14 months and 2 weeks from
the date the DSB adopted the report, which meant the period expired on 12
October 2012.

On 30 October 2013, China requested consultations with the European Union
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pursuant to Articles 21.5 and 4 of the Understanding on Rules and
Procedures Governing the Settlement of Disputes, claiming that the EU had
failed to fully implement the DSB recommendations and rulings in this
dispute. The EU accepted China’s request for consultations.

On 5 December 2013, China also requested the establishment of a
compliance panel. The DSB established this panel on 18 December 2013.

6.2.2 DS 492 – EU – Measures Affecting Tariff Concessions on Certain Poultry Meat
products (procedural stage: consultations)

On 8 April 2015, China requested consultations with the European Union
regarding EU measures modifying the Union's tariff concessions on certain
poultry meat products.

The measures are the result of two EU requests, in 2006 and in 2009, to
modify these tariff concessions under Article XXVIII of the GATT 1994. The
EU's modifications were adopted in 2007 after a WTO panel ruled against
the EU and in favour of Brazil and Thailand (DS 269/DS286) on the issue.


