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Abstract 

2012 will be a politically interesting but difficult year for China. The 18th National Congress of 
the China's Communist Party, due to take place in the autumn, is unlikely to dramatically 
modify the economic and trade strategy that Beijing has followed so far. However, the 
Chinese policy-makers will have to make long-lasting decisions this year — including how to 
deal with the global financial turmoil that has gripped its most important trading partners, 
the United States and the European Union — in order to ensure that the country remains 
stable. 

Chinese trade and economic policy will thus be determined by both internal and external 
factors. External factors include the problem of sovereign debts in the Euro area. This has 
already severely impacted Chinese export performance, as demand for Chinese goods has 
fallen to levels rarely seen in the past two decades. To offset this threat to its industry, China 
must seriously reconsider the structure of its economy and its status as an exporting country. 
The country's economic growth strategy will have to be adapted to boost domestic 
consumption. 

A sustained internal market will therefore be essential to maintain China's GDP growth at 
healthy levels and avoid a potentially disruptive slowdown of the national economy. Major 
issues that will need to be addressed include:  

 imbalances between the rural areas and the industrial coastal areas,  

 a real estate market that needs to be kept under close scrutiny,  

 a potentially fragile banking system and  

 unsustainably high levels of investment.  

The EU's trade and economic relations with China are generally good. Negotiations for a 
bilateral investment treaty are underway, and Beijing has softened certain access barriers to 
its market. However, the EU is still dissatisfied with China's reluctance to fully implement its 
World Trade Organisation (WTO) commitments and to proceed with a new trade agreement 
that would replace the 1985 partnership and cooperation agreement. The EU has also 
recently challenged Chinese export restrictions on 'rare earths' before the World Trade 
Organisation. 
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1. Short economic overview 
 
 
 
China's economy will slow 
down in 2012. 

Economic growth in China is slowing down. This is due to a gradual 
reduction of exports that has been triggered by the global crisis as well as 
the tight credit policies implemented by China's National Bank over the 
last few months. The recession in Europe is severely impacting China's 
economic performance. Despite the still positive outlook, 'there is a risk 
that China could suffer a sharp slowdown in growth in the next five years. 
The frothy local housing market and excessively high levels of investment 
are the most likely sources of economic turbulence'1. 

In December 2011 and February 2012, when the Chinese GDP registered 
notable declines, the People' Bank of China conducted open-market 
operations and lowered the requirement ratios of bank reserves2. This has 
not affected interest rates, currently set at 6.59 %, as any decrease in these 
rates might lead to an increase in the inflation rate, which is currently 
above the 4 % target levels. 

Figure 1: 
Interest rates in China 

 
While inflation is relatively 
high, it is not posing 
immediate problems. 

Consumer price inflation, a longstanding issue for booming economies, is 
currently 5.5 % and is unlikely to be a major concern in 2012; the rate is 
expected to average a manageable 3.8 %3. This deceleration can be 
explained by the stability of global commodity prices and by restrictive 
monetary policies adopted in 2010. The forecast has been upheld by the 
latest report on inflation, for February 2012, which registered it at 3.2 %4.  

                                                               
1 Economist Intelligence Unit (EUI), China economy, worried about slowdown (24 
February 2012). 
2 Economist Intelligence Unit (EIU), China, May 2012. 
3 EIU, China. 
4 Trading Economics, Inflation in China, 10 March 2012. 
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Figure 2: 
Inflation in China 

 China is, however, likely to experience an increase in inflation towards the 
end of 2012, as input costs for companies and consumer demand will 
surge. All these forecasts may prove unreliable if food prices (which are 
important in the calculation of the Chinese consumer price index) 
continue to be volatile. Food prices are subject to (adverse) weather 
conditions and global oil costs, which in turn depend on Iran, a country on 
which China has imposed only mild sanctions for its nuclear programme. 

Figure 3: 
Annual growth rate of 
China's GDP 

 
 
 
 
 
 
 
 
 
 
 
 
 

According to most analysts, China's economy will continue to grow 
approximately 8.2 % annually. While impressive, this figure is modest 
when compared to the rates that China has become accustomed to —a 
remarkable average of 9.32 % from 1989 until 20115. Such a deceleration 
in growth would be the result of measures implemented last year in 
response to fears of overheating of the economy. The thankless task of 
presenting this year's lower growth target was left to China's Premier Wen 
Jiabao, rather than President Hu Jintao. In fact, China's growth target this 
year is a 'modest 7.5 %'6, as Chinese authorities anticipate a contraction 
after last year's restrictive measures7. 

As noted, demand for Chinese exports from the EU and the US is likely to 
continue to fall, particularly as the EU is struggling to convince markets 

                                                               
5 Trading Economics - GDP Growth. 
6 Bloomberg, Chinese Economy Already in Hard Landing, (15 March 2012) 
7 Il Sole 24 Ore, (15 March 2012) 
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China domestic 
consumption is likely to 
support economic growth in 
the future years. 

that some members of the Euro area will not default on their debt 
obligations. On the other hand, growth in China is expected to be fuelled 
by the increase in private consumption (estimated to increase by 9.2 %8), 
buoyed by a steady increase in wages and to, a lesser extent, job creation. 

Figure 4:  
GDP in China 

 
 
 
 
 
 
 
 
 
China's real estate bubble 
may explode, with 
unpredictable effects on the 
country and on the world 
economy. 

Good news has followed the announcement of a decrease in GDP growth, 
as the property market has deflated, though not to the extent of 
eliminating all risk that the bubble will collapse. As the increase in 
property prices has slowed, expanding household incomes may be able to 
catch up to housing costs. Between April and September 2011, a decrease 
in the price of houses was been reported9. More notably, in the first to 
months of this year, home sales decreased by 25 %10. 

There are, however, many reasons to maintain a close watch on the real 
estate market: the rates of investment are excessively high (a feature 
common to a number of Chinese markets) and may result again in 
overheating. Investors may also be driven to property by the low interest 
rates on deposits11. The property market in China is subject to economic 
distortion, as fixed-asset investment in the market surpasses demand12. If 
this persists, the bubble in the property sector may well burst, which 
would most dramatically affect first-time buyers and low-income workers. 

As predicted in our previous briefing, China's balance of trade surplus is 
continuing to shrinking, as the rate of growth of imports (+9.2 %) exceeds 
that of exports. Once again, this is due both to internal and external 
factors. On the one hand, Chinese internal demand is increasing (although 
'not fast enough' according to some analysts, given to the traditional 
Chinese proclivity for savings). And on the other, international demand 
(essentially from the US and the EU) is lagging behind. As a result, China's 
current-account balance has been predicted to shrink to 2 % of the GDP 
(down from 2.9 % in 2011). The surplus will continue to decrease, 
ultimately attaining negligible levels within 3 to 4 years. 

                                                               
8 EUI, China economy (24 February 2012). 
9 Financial Services, China Economy cools as lending slows - (15 March 2012) 
10 Bloomberg, Chinese Economy Already in Hard Landing, , (15 March 2012) 
11 EUI, China economy (24 February 2012). 
12See footnote 9. 
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Figure 5: 
China's balance of trade 

 

 
China's external trade may 
slow down in 2012 due to 
the negative global 
conjuncture. 

Although exports are expected to maintain a 7 % growth rate, largely 
fuelled by emerging-market demand13, export growth is gradually 
slowing, reflecting a loss in China's historic advantages. Labour costs are 
on the rise, and labour will be scarcer in the future due to a decline in the 
country's overall population. The most badly affected areas are, somewhat 
unsurprisingly, the developed coastal regions (Guangdong, Zheijian) 
where most of the export-oriented factories are located. Labour costs are 
increasing also as China has begun protecting its workers: as early as 2008, 
a law required companies to provide insurance and overtime pay to their 
employees14. 

 

                                                               
13 EUI, China economy (24 February 2012). 
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China's yuan has 
appreciated slightly, making 
Chinese exports less 
competitive.  

Another reason for the decrease in China's balance of trade surplus is the 
gradual appreciation of the currency, the renminbi (CNY or yuan). This has 
been a subject of intense dispute with China's net exporters, and 
particularly the US. Having been accused of maintaining an artificially low 
exchange rate, China has so far largely resisted pressures from abroad to 
appreciate the yuan. Yet the yuan has indeed acquired value in the past 
year (a 4.8 % increase on the USD), and it is expected to continue to 
appreciate in 2012, albeit at a slower rate.  

It is fair to say that the recent decrease in China's foreign-exchange 
reserves (denominated principally in USD), may suggest that the yuan is 
approaching parity levels with the USD. A weak yuan, however, would 
bolster China's slowing rate of growth15. 

Figure 6: 
Exchange rate USD-CNY 

 
 
 
 
China's public debt picture is 
not as rosy as it first appears. 
 

China's debt — that of both the national government and the local 
administration — is beginning to worry investors. Public debt is currently 
marked at 16.3 % of the GDP16. This may seem a reassuring figure when 
compared to figures from Western countries, yet the number is 
misleading. Public debt is rising fast, and most local government debt 
does not figure on the balance sheet. The combination of transparent 
bonds and opaque loans may prove a dangerous combination17. 

When China launched a stimulus package to promote growth last year, 
banks were instructed to loan large sums to local governments. The risk 
that the loans will not be repaid is substantial; banks have so far chosen to 
extend maturities in order to avoid the risk of multiple defaults, which 
could evolve into a nightmare for the Chinese economy. Compounding 
the problem, local governments have traditionally hidden losses from the 
balance sheets. Yet these debts will have to be repaid sooner rather than 

                                                               
14 Businessweek, Why China's factories are turning to temp workers, 8 March 2012. This, 
in turn, is pushing ever more companies to employ 'temporary workers' — a workforce 
now estimated to include 60 million and likely to surge in the coming years. 
15 The Economist, China's currency: Enough Appreciation for now - (12 March 2012) 
16 2011 estimate - CIA World Factbook 
17 Michael Pettis, Carnegie Endowment for International Peace, Everyone Is Wrong: China 
Is Not Rebalancing, And Consumption Is Still Being Repressed (10 March 2012). 
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later. It seems likely that the Chinese government will have to intervene to 
avoid large-scale default on the part of local governments, which would 
surely trigger unpleasant consequences in the financial markets. 

Figure 7: 
Ration of Chinese 
government debt to GDP 

 
 
 
 
 
 
 
 
 
 
China may not manage to 
surpass the US economy in 
the coming years. 
 

Despite spectacular growth in the past decade, China's economy is a weak 
one on many levels. Firstly, the country's economic imbalances pose a 
serious threat to long-term growth: internal demand is neither rising at a 
sustainable rate nor matching the decrease in international demand for 
Chinese goods. Secondly, the traditional Chinese propensity to save has 
translated into unsustainably high rates of investments, a fertile ground 
for market bubbles. This is particularly the case in the real estate sector 
and will have to be addressed soon. 

With 1.3 billion people, the world's most populous country has vast 
potential and ample manoeuvring room to become the world's leading 
economy. This is, however, unlikely to occur as quickly as suggested by 
some optimistic analysts, who suggested that China's GDP could overtake 
USA's level by 203518. 

China's public debt will also have to be closely monitored given 
widespread worries about off-balance expenses. The problem is closely 
linked with the country's strongly regulated banking system. The Chinese 
authorities have the power to reinforce and liberalise the banking sector 
by increasing competition and making operations more transparent. 
Otherwise they will have to increase public spending (and thereby also 
debt) to save local governments from defaulting. For an emerging 
economy, such public expenditures would be well spent elsewhere — 
particularly on education and infrastructure. 

 

 

 

                                                               
18 Albert Keidel - 'China's economy on track to overtake the U.S. by 2035', Carnegie 
Endowment for International Peace 
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2. Trade statistics 
 China is today the world biggest trade power, having outpaced Germany, 

Japan and, most recently, the US.  

Figure 8: 
China surpasses the US in 
trade volume 

 
source: Rieti Japan19 

Figure 9: 
Changes in total value of 
Chinese exports and world 
ranking 

source: Rieti Japan 

 
 
In 2011 China became the 
second world economy after 
the US. 
 
 
 
 
 
 

China accounts for about 12 % of the world trade in goods. China became 
the world second-largest national economy in early 2011. In doing so, the 
country dethroned Japan, which had held this position for more than 40 
years. 

The EU and China are the world's two largest trading partners, and trade 
has boomed between the two over the past two decades, as has foreign 
direct investment (to, and increasingly from, China). Beijing represents the 
EU's second most important trading partner after the US, accounting for 
9 % of EU exports and 17 % of its imports20. 

In the 2000-2010 decade, EU27 exports to China rose from EUR 26 billion 

                                                               
19 Rieti, World Trade Transformed with the Rise of China (November 2011) 
20 EU - China Summit - Eurostat (13 March 2012) 



Trade and economic relations with China, 2012 

 

11 

 
 
 
 
 
 
 
 
 
China's economy relies on 
foreign direct investments. 

to EUR 113 billion. Imports increased from EUR 75 billion to EUR 283 billion 
in 2010. Total EU imports from China in 2011 amounted to EUR 244 billion, 
an increase of 5 % over the previous year; exports totalled EUR 132.6 
billion21, an increase of 21 %22. Weaker EU demand resulted in a significant 
slowdown of Chinese exports in the first months of 2012; these dropped 
by 1.1 %, while EU exports to the PRC slightly increased.23. 

More than half of China's exports are currently produced by foreign 
invested enterprises (processing trade). Neighbouring Asian companies in 
Japan, Taiwan, Hong Kong and South Korea play a major role in this 
process. The role of European enterprises in China's processing trade 
regime is limited, despite the fact that the bulk of finished consumer 
goods is exported to the EU. 

2.1. Trade in goods 

The EU trade deficit remains 
substantial despite 
importing fewer Chinese 
goods as the result of 
depressed European 
demand. 

EU goods exported to China in 2011 amount to EUR 136.2 billion Euro 
(+20 % on 2010), while EU goods imports from China in 2011 equaled EUR 
292.1 billion (+3 % on the previous year)24. This represents a trade deficit of 
EUR 155.3 billion. As EU imports from China decreases, the trade deficit is 
expected to diminish in 201225. 

Figure 10: 

 

 
 

From the EU, China buys principally machinery and transport equipment 
for industrial purposes. The country exports industrial products, such as 
manufactured goods, chemicals, textiles and clothing. 

                                                               
21 Eurostat, EU - China Summit, EU27 exports to China up by 21% and imports by 5% in 
the first ten months of 2011 (February 2012) 
22 See footnote 21. 
23 China Daily, China-EU trade rises, (16 March 2012) 
24 European Commission. Bilateral Trade Statistics EU-China (2012) 
25 The tables included in this chapter are taken from the Eurostat document cited in 
footnote 21. 
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Figure 11: 

 

 
Germany is the EU's largest 
trade partner with China. 
 
 

Of the EU27 countries, Germany was the largest exporter to China in 2011: 
in the first ten months of the year, Germany exported EUR 53 billion — the 
equivalent of 48 % of total EU exports. France comes second, with EUR 11 
billion (or 10 %), followed by Italy and the United Kingdom, which each 
export EUR 8 billion (7% of total EU exports to China). 

Germany was also the largest importer in 2011, with EUR 54 billion, 
representing 22 % of total EU imports. Germany was followed by the 
Netherlands (17 %), the UK (13 %) and Italy (10 %). 

All EU Member States, except Finland, registered deficits in trade with 
China in 2011. The largest deficit was recorded by the Netherlands (EUR 36 
billion), followed by the UK (EUR 24 billion), Italy (EUR 17 billion) and Spain 
and France, both with a deficit of EUR 10 billion26.  

The large deficit registered by the Netherlands can be explained by the 
Rotterdam port, which acts as the gateway for sea trade to continental 
Europe. Some imports to Belgium, Luxembourg, Germany and France 
enter Europe at Rotterdam, where they are recorded and contribute to the 
'inflated' deficit statistics of the country27.. 

2.2. Trade in services 

 
The EU traditionally enjoys a 
surplus in its trade in 
services with China. 

The interchange between the EU and China also affects services, one 
sector in which the EU actually registers a trade surplus with China: 
exports amounted to EUR 22.3 billion in 2010 (representing 4.2 % of total 
EU exports), while the EU imported EUR 16.3 billion (3.7 % of EU imports). 
This produced a EUR 6 billion surplus, more than the EUR 5.4 billion 
surplus in 2009 or EUR 5 billion surplus in 2008.  The 2010 surplus was 
mainly due to surpluses in 'other business services' (EUR +3 billion), 

                                                               
26 Ibid. 
27 See footnote 21. 
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royalties and license fees (EUR +19.9 billion) and computer and 
information services (EUR +1.2 billion)2829. 

Figure 12: 

 

 
 

The EU services surplus is widening despite the fact that this market is still 
severely subject to public control in China. The potential to expand is thus 
vast. The surplus can be expected to widen further in the coming years, as 
Chinese tourism booms (particularly as Chinese travel to Italy and France) 
and the demand for foreign professional services steadily increases.  

2.3. Investments 
 

While the EU invests heavily 
in China, Europe is not a 
privileged destination for 
Chinese FDI. 

European Foreign Direct Investment (FDI) to China amounted to EUR 7.3 
billion Euro in 2010. Although expanding, Chinese FDI to the EU only 
accounted for EUR 0.9 billion in 2010 (corresponding to 1.7 % of the total 
FDI flow into EU)30. 

Figure 13: 
FDI flows between EU27 
and China 

                                                               
28 Data concerning 2011 has yet to be released 
29 See footnote 21. 
30 See footnote 20. 
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 China is increasingly a destination for EU investments, though it still lags 
far behind other regions, such as the United States and Europe. Chinese 
foreign investments in the EU are relatively small, but there is evidence of 
increasing interest from Chinese companies. Chinese companies use these 
investments to try to gain greater market access and acquire state-of-the-
art technologies to improve the quality of their products (see, for example, 
the 2010 acquisition of the Swedish carmaker Volvo by the Chinese Geely). 

3. Trade irritants with China 
 
 
 
 
 
Access to the Chinese 
service market is difficult for 
foreign companies. 

Access to the Chinese market, although improved in recent years, remains 
difficult. China has only partly implemented its obligations under the WTO 
Protocol of Accession and has not hesitated to protect its industry and 
service sectors. 

Certain key sectors, such as banking and telecommunications, remain 
particularly difficult for foreign companies to access. The Chinese 
government often applies excessive regulatory requirements that limit 
foreign investors and service providers. In this respect, and despite 
steady liberalisation, the Chinese government's control over the 
domestic economy remains relatively tight. For example, of the 22 000 
telecoms licenses granted since 2001 only 23 have gone to foreign 
companies. Foreign law firms in China are still not allowed to employ 
Chinese lawyers and their employees are not permitted to participate in 
bar exams to gain Chinese qualifications. 

China makes increasing recourse to country specific standards and other 
regulatory barriers that impose a heavy burden — both in terms of 
money and time — on foreign operators. Foreign companies in China 
often complain about the lack of a level playing field, which means that 
their competitors benefit from generous subsidies and other financial 
schemes. These companies report a persistent lack of transparency and 
predictability in government and rulemaking issues. 

Finally, intellectual property rights (IPR) infringement remains a serious 
problem for the majority of European companies operating in China. 

3.1. Indigenous innovation policy 

 
Indigenous innovation 
policy measures were partly 
suspended in 2011. 
 

In 2006, China inaugurated a series of policies aimed at developing its 
local technological capability. The set of policies was named the 
'Indigenous Innovation Policy' and served to link intellectual property 
with government procurement. The areas targeted for development 
included clean energy and 'information technology', with the aim of 
accelerating China's development of technology and thus improving the 
competitiveness of Chinese firms in the high-tech sector. The policy 
required foreign companies to share some of their technologies with 
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local labs, in the hope that local firms would profit from a technology 
'spill-over'31. 

This policy was perceived to be discriminatory towards foreign 
companies and came under heavy criticism in 2009 when 30 leading 
foreign firms publicly condemned the measures32. 

In March 2011, three key measures — included the linking of 
government procurement with indigenous innovation domestic firms — 
were suspended. The suspension was probably due to the 
unprecedented pressure applied on the Chinese government (and may 
have represented an implicit admission of failure). The EU also played an 
important role in having these measures revised and/or suspended33.  

3.2. 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 an important 
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 the international rules, some 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 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'34. Similar considerations apply to the EU exporters. 

The global picture is, however, improving. In another report, the USTR 
acknowledged that 'it is important to recognize that there were some 
improvements in China’s IPR situation in 2011. Specifically, the Chinese 
Government continued to carry out the Special IPR Enforcement 
Campaign that was begun in 2010, which resulted in some 
improvements in targeted sectors. In November 2011, Premier Wen 

                                                               
31 Wall Street Journal, Beijing is stifling Chinese Innovation, (1 September 2011) 
32 Forbes, China Pulls Back Indigenous Innovation Policies, ( 7 March 2012) 
33 The key pieces of legislation linking indigenous innovation to government 
procurement suspended by the Chinese Government are as follows: 
(a) evaluation measures on indigenous innovation products for government 
procurement, (b) administrative measures on budgeting for the procurement of 
indigenous innovation and (c) products and administrative measures on government 
procurement contracts for indigenous innovation products. 
34 United States Trade Representative, 2011 USTR Report to Congress on China’s WTO 
Compliance (December 2011). 
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Jiabao announced that this campaign would be made permanent, 
through the creation of a National Leading Group on IPR Enforcement. In 
addition, in a significant shift, Chinese Internet giant Baidu reached a 
landmark agreement with international music rights holders to ensure 
that its online music platform transmits legal content. Following that 
agreement, USTR removed Baidu from the Notorious Markets list. The 
United States is encouraged that on April 22, 2012, China’s Supreme 
People’s Court issued a draft Judicial Interpretation entitled Regulations 
for the Applicability of Laws in Hearing Cases Regarding Civil Disputes 
Concerning Infringement on Information Network Broadcasting Rights. This 
draft measure is intended to clarify, among other issues, legal standards 
surrounding inducement of infringement.'35 

Despite this important progress, China is still the first source of 
counterfeited products seized by the EU customs authorities at European 
borders, and seven out of ten European companies operating in China 
report serious IPR violations with a strong potential negative impact of up 
to 20 % of their potential revenues in China36. 

3.3. Public procurement 

 
China is slowly progressing 
toward full GPA 
membership, but its 
procurement market 
remains substantially closed. 
 
 

China applied for GPA accession in the 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 transparency and of clear legal 
framework. Following negotiations, Beijing has agreed not to require 
Chinese companies to purchase of Chinese goods, although * Chinese 
companies operating in 'sensitive' sectors continue to receive 
preferential treatment 37. 

The US Administration estimated in 2007 that Chinese accession to GPA 
could open as much as USD 35 billion (EUR 28 billion) of the public 
procurement market in the People's Republic of China (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 US restrictive 
practices rather than EU legislation, which is designed to prevent 'buy 
national' or 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. 

In December 2011, China put forward a new offer to the GPA. The EU 

                                                               
35 USTR, 2012 Special 301 Report [on IPR] (May 2012) 
36 European Commission, Facts and figured on EU-China trade (May 2012) 
37 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 
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judged this 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 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'38. The original proposition, 
which was due to be published in 2011, was postponed due to intense 
opposition from within and outside the European Commission. The 
proposal has just been sent to the EP and Council for approval39. 

4. Trade irritants with the EU 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Generally displeased with 
the EU's trade defence 
measures, China has urged 
the EU to be granted Market 
Economy Status. 
 

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

China is also worried that EU calls to raise barriers to trade may increase 
as European prospects of growth darken and unemployment surges, in 
turn impacting the already declining export rate of Chinese 
manufactured goods shipped to the EU. This evolution, which has 
already taken a toll on Chinese-US trade, may fuel tensions between the 
EU and China.  

Anti-dumping (AD) measures applied by the EU on Chinese products 
have already contributed to a slowdown in the EU's imports of Chinese 
goods..  

Beijing has expressed strong objections to the EU's insistence of defining 
the Chinese economy as a 'Non-Market Economy' (NME). (This will be 
discussed further below.) 

Finally, the proposed reform of the EU's Generalised System of Preferences 
(GSP), which is currently pending approval before the European 
Parliament and the Council, foresees the de facto exclusion of China from 
the list of GSP beneficiaries.40  

 

 

 

                                                               
38 European Commission, Trade, Growth and World Affairs, trade policy as a core 
component of the EU’S 2020 Strategy. 
39 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 
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. 
40 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) 
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4.1. Trade defence instruments 

 
China is by far the principal 
target of EU trade defence 
measures. 
 
 
 
 
In 2011, the EU imposed its 
first anti-subsidy measures 
against China. 
 
 

At the end of 2011, the EU imposed definitive anti-dumping measures 
against 55 Chinese products (5 more than in 2010), affecting less than 
1 % of EU trade with China41. In 2011, the EU initiated only eight new 
anti-dumping investigations into Chinese products42 and one 
countervailing duty investigation43. Yet China considers the numbers 
excessively high44.  

In May 2011, the EU imposed its first-ever anti-subsidy measure against 
China, on Chinese coated fine paper (used mostly in brochures and 
magazines). 'The duties to be applied will vary from 4 to 12 %.45. In its 
investigation, the European Commission found that the Chinese 
government strongly supported its coated paper sector by issuing cheap 
loans, allocating land below market value and granting tax incentives to 
the industry. With this financial support, the Chinese fine paper industry 
had become more competitive globally and subjected European prices 
to undue pressure46. 

The coated paper case however, goes well beyond its limited economic 
impact on China trade. The EU's decision is not an isolated example: the 
United States had already opened countervailing duty investigations 
against China. 

This EU decision marks the end of the EU's practice of avoiding anti-
subsidy investigations concerning non-market economies (NMEs) such as 
China. As noted by some experts, this decision 'has left many wondering 
whether its first imposition of such duties on Coated Fine Paper from 
China was a watershed moment in EU trade defence history or merely an 
aberration, and if the former, just how profound of an impact these cases 
might have in the future'47. 

4.2. Market economy status (MES) 

 
 
 
 
 

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 only applies to anti-dumping investigations and often 
makes it easier for the EU to impose duties and apply higher anti-

                                                               
41 European Commission;  
42 Global Trade Alert. EU-China (29 March 2012) 
43 European Commission, Anti-Dumping, Anti-Subsidy and Safeguard, statistics covering 
first four months of 2012) (April 2012) 
44 SINA English, China welcomes EU review anti-dumping measures against its 
products.(26 March 2012) 
45 European Commission, EU imposes first ever anti-subsidy tariffs against imports from 
China (14 May 2011) 
46 ICTSD, EU Slaps Anti-Dumping, Countervailing Duties on Chinese Paper (18 May 2011) 
47 Oxford University, World trade Review (authors: E. Vermulst and B. Gatta), Concurrent 
trade defense investigations in the EU, the EU's new anti-subsidy practice against China, 
and the future of both (April 2012) 
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Despite progress China is 
still not ready for Market 
Economy Status. 
 
 
 

dumping rates.  

A bilateral process was initiated by the EU to examine whether changes 
in China’s economy allow for 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 
accounting standards in firms and, lastly, a clear definition of property 
rights and bankruptcy laws.  

In a 2011report, 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 privatization'. No appreciable 
progress appears to have been made by China in the other areas since 
the Commission report was published last year. 

China has recently threatened to retaliate against the EU's refusal to 
recognise the country as a full-fledged market economy. China has 
warned that its willingness to acquire sovereign bonds in the Euro area 
would be linked to the question of the EU's position on the MES matter48. 

5. WTO dispute settlement cases 

5.1. Offensive cases 

5.1.1. DS 395 – China – Measures related to the exportation of various raw materials 
Procedural stage: compliance 

 
WTO dispute settlement 
cases with China are rare but 
often significant. 
 
 
 
 
 
 
 

On 23 June 2009, the EU requested WTO consultations with China 
regarding various export restrictions on the country's export of certain 
raw materials49. Beijing then rejected any proposals to amicably settle 
the dispute. 

The export restrictions in question consisted principally of quotas, export 
duties, and/or a minimum export price system. Additional requirements 
and procedures were also imposed on companies wishing to export 
these materials from the PRC. 

Consultations did not result in a satisfactory settlement, leading the EU 
and other WTO Members (the US and Mexico) to file requests for the 
establishment of a WTO panel. 

On 5 July 2011, the panel report was published. The panel found that 
export quotas imposed by China breached the WTO provisions 

                                                               
48 The Telegraph, Debt Crisis: 'EU refuses to recognise China as a market economy' (20 
September 2011)  
49 The materials in question are various forms of bauxite, coke, fluorspar, magnesium, 
manganese, silicon carbide, silicon metal, yellow phosphorus and zinc. 
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prohibiting quantitative trade restrictions and that China had not 
fulfilled the obligation it had endorsed when it acceded to the WTO 
(2001). 

The decision was appealed by China. The appellate body report, 
circulated on 30 January 2012, substantially confirmed the main findings 
of the panel and concluded that China was in breach of WTO rules. 

On 23 March 2012, China informed the Dispute Settlement Body (DSB) of 
its intention to comply with the Appellate Body’s recommendations and 
asked for a 'reasonable period of time' to proceed with the 
implementation of the WTO ruling. 

5.1.2. DS407 China - Provisional anti-dumping duties on fasteners from the EU 
Procedural stage: panel 

 
 
 
 
 
 
 

On 7 May 2010, the EU requested WTO dispute settlement consultations 
with China on China’s provisional anti-dumping duties on certain iron on 
steel fasteners from the European Union. 

Consultations between the EU and China took place on 4 June 2010 in 
Geneva. On 28 June 2010, China imposed definitive anti-dumping 
duties. The anti-dumping duty that had been applied to the sole co-
operating EU exporter was substantially lowered, and the case was de 
facto abandoned. 

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

 
 
 
 
 
 
 

On 25 July 2011, the EU requested consultations with the PRC on China's 
definitive antidumping 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 
DSB. India, Japan, Norway, Thailand, Chile and the United States reserved 
their third-party rights. The panel ruling on this case is expected later this 
year. 

5.1.4. DS 432 China – Measures related to the exportation of rare earths, tungsten, 
and molybdenum 
Procedural stage: consultations 

 
 
 
 
 

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 export 
restrictions are chiefly export duties, export quotas, a minimum export 
price system and requirements and procedures linked to quota 
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administration and licensing. 

According to the European Commission, Chinese export restrictions on 
rare earths are in breach of the GATT 1947 and the commitments 
contained in China's Protocol on Accession to the WTO. 

Consultations took place on 25 and 26 April 2012 in Geneva and did not 
result in any progress. It is therefore likely that the European Commission 
will request the establishment of a panel in the coming weeks. 

5.2. Defensive cases 

5.2.1. DS397 – EC – Definitive anti-dumping measures on certain iron or steel 
fasteners from China 
Procedural stage: implementation 

 
 
 
 
 
 
 

This was the first offensive case against the EU since China joined the 
WTO in 2001.  Beijing has faulted aspects of EU anti-dumping practice —
in particular, Article 9(5), the provision in the EU Basic Anti-Dumping 
Regulation on the ’individual treatment; of exporters from non-market 
economy countries50. 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 duly 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 two weeks from the date the DSB adopted the report. This 
reasonable period of time will expire on 12 October 2012. 

5.2.2. DS405 – EU – Anti-dumping measures on certain footwear from China 
Procedural stage: implementation 

 On 4 February 2010, China initiated its second WTO case against EU anti-
dumping measures. China faulted different aspects of the EU measures, 
in particular the definition of ‘like product’, the sampling procedures, the 
underselling calculation, the injury calculation, sampling and the 
confidentiality of the names of the complainants.  

                                                               
50 Under the EU rules, being eligible for "Individual treatment", means attribute a 
company specific duty rate to a nonmarket economy exporter. This was possible only if 
selected non-market economy companies can demonstrate their independence from 
the State. This provision was supposed to prevent a State from channelling all dumped 
exports via the State-owned company that meets the lowest duty rate. 
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The WTO panel report was published on 28 October 2011. In its report, 
the panel found that the EU acted inconsistently with WTO rules in only 
one area: Article 9(5) of the EU Basic Anti-Dumping Regulation (already 
condemned in the fasteners case). The panel rejected the remainder of 
China’s claims. 

On 23 March 2012, the EU informed the DSB of its decision not appeal 
the case and requested a reasonable period of time to comply with the 
Panel ruling. 

6. China's role in world trade 
 

China is a growing world 
trading power with a very 
active FTA agenda.  

China is increasingly expanding its trade and economic relations with 
third countries, implementing FTA agreements with partners far beyond 
its neighbourhood, such as Costa Rica, Peru or Pakistan. 

 

Implemented Under Negotiation Under Feasibility Study

ASEAN Gulf Cooperation Council 
(GCC) 

India 

Pakistan Iceland South Korea 

Singapore Norway Switzerland 

Table 1: 
China's FTAs 

Macao Southern African Customs 
Union (SACU) 

 

Costa Rica Australia  

Peru Japan / South Korea  

Chile   

New Zealand   

 

Hong Kong   

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

 

Supplementing its 2011 FTA network, China has recently successfully 
implemented one agreement — the one with Costa Rica, mentioned 
earlier. Negotiations with five other parties are under way51. 

On 13 May 2012, China, the Republic of Korea and Japan announced 
their intention to begin trade negotiations later this year. These 
discussions could pave the way to the establishment of a North-East 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 models, but it is likely that the 
process of integration among three leading Asian economies will 
continue some time before being completed.  At the same time, the 

                                                               
51 These figures are taken from the China FTA Network internet site 
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three countries' leaders have announced the conclusion of an 
investment treaty that should make cross investments in the region 
easier and safer52. 

China is also a strong promoter of the BRICS (Brazil, Russia, India, China 
and South Africa) meeting, which is held annually. China perceives this 
gathering as an alternative to the G20. In New Delhi, the BRICS discussed 
the possibility of setting up a 'Bank of Development', again perceived as 
an alternative to the current dominant institution, the International 
Monetary Fund. Significantly, the currency used to finance trade credits 
would not be the US dollar, but rather the currencies of Brazil, Russia, 
India, China and South Africa. China would happily become an influential 
contributor to this project and considers it an effective way to make the 
renminbi a world currency53. 

 

                                                               
52 The Wall Street Journal, Asia powers agree on Free-trade negotiations (14 May 2012) 
53 Corriere della Sera, Una Superbanca per i BRICS: parte la Sfida all'Occidente, (29 March 
2012). 


