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ABSTRACT

International networking is an essential tool foceess in the business climate of the multipolatidvdrelations
between the European Union (EU) and the PeoplgriBi& of China were established in 1975. In theerd years, the
EU is China’s largest trading partner and ChinthésEU’s second largest trade partner after theedrbtates. Since 2009,
the EU exports to China have increased by 38 pesrah China’s exports to the EU have increasedlbgedcent. In this
paper, an analysis has been attempted to studyotieatial for enhancing a comprehensive stratelfjanae between the

economies of Europe and China.

The paper is divided into four Sections whereinSattion 1, an economic perspective and a briehsanmation
of the main features of the growth model that harevailed in the two economies are outlined. Sec?igives a detailed
analysis of the current domestic and external ianzds and identifies some of the costs, distortants risks that are
involved. Section 3 takes a forward-looking perspecand based on the analysis identified in SecBdries to trace out
the long-term factors that will support the econorpblicies of a strategic alliance between Europd &€hina. The
concluding Section will highlight the various supie reforms and policy-making decisions that aeeded to strengthen

the measures for convergence between the two edesom
KEYWORDS: Domestic, External, Growth, Policy-Making DecisipReforms

INTRODUCTION
1. ECONOMIC PERSPECTIVE AND GROWTH MODEL

Rapid technological and scientific progress hasosgd international economies to an extremely coithgst
free-market, integrated economic environment, &figaheir patterns of development. Understandirgforces that have
led to the economic growth in the European Uniod)(Bnd China is important for deriving an analytbiat will in turn,

help to formulate a strategic alliance.

Europe, by convention is the planet’s sixth largesttinent and includes 47 countries and assorpértiencies,
islands and territories. The EU, an intergovernmenbdy composed of 28 European states, complifigetatgest single
economic area in the world. 18 EU countries shiagesiro as a common currency. Five European cearnk in the top
ten of the world’s largest national economies im$3rDomestic Product: Germany, the United KingdRuomssia, France
and ltaly. The EU operates through a system ofagiional independent institutions and intergovennta negotiated
decisions by the member states. The geographieatitg of China is located in Southeast Asia altimg coastline of the
Pacific Ocean. China is the third largest courtryhie world in terms of area but it is the larges$ed on population. The

country is a developing nation with a capitalistomemy that is controlled politically by communistabership.
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14 Ablin Carneiro-Alphonso

A demographic feature of the two economies reviies based on the total number of births, deatbsmigration rates
and the population of 2013, the current populatibthe economy of Europe comprises more than 73lompeople in 48
different countries while, the People’s Republiddifina is estimated to be about 1.354 billion, atb9.3 percent of the

world’s population.

Europe is gifted with many natural resources amdagricultural sector is in general highly devetbpEurope
has also a thriving manufacturing sector where trabthe continent’s industries are concentratethen'Blue Banana’, a
concept was developed in 1989 by RECLUS, a grouprefich geographers managed by Roger Brunet. Tivatawe of
this corridor covers Southern England, the BenelWgstern Germany, Eastern France, Switzerland athéin Italy.
The bulk of the EU’s external trade is done withir@h Mercosur and the United States, Japan, Rasglanon-member
European states. A cursory look at China reveas tihis economy is the world’s largest producer andsumer of
agricultural products. Animal husbandry constitutebe the second most important component of alimi@l production.
China is also the largest manufacturing econonwy,fistest growing consumer market in the world snthe largest

exporter and second largest importer of goodsannatbrid.

Since the end of the 1970s, China’s policy-makergehhad a system of incentives maximize the domestic
economic growth by pursuing a well-identified moaéleconomic development. This model has proveaessful in
increasing Gross Domestic Product (GDP) per capithattaining major gains in world trade share20h2, China was
the 18" fastest growing economy in the world where GDRuirrent prices was US $8.227 trillion and its GBR&rms of
purchasing power parity was US $12.405 trillion.e©the past decades, the Chinese authorities hese jpursuing a
growth model labelled as ‘managed capitalism’ thaeen as the outcome of a system of policy imnvesinitiatedin the
late 1970s. Given the country’s political and eaoiconditions, the new Chinese leadership hasestrio shape the
economy along a ‘producer-biasedbdel led by investment and exports, where thectsapport of the government to
firms and a systematically undervalued exchangewatre integral parts of policy-making. contrast, by the millennium
change, the EU dominated the economy of Europe dsimg of the five largest European economies ngrBdrmany,
the United Kingdom, France, Italy, and Spain. Thedd has evolved over time from a primarily economnion to an
increasingly political one and has many functioth® most important being the establishment and teaamce of a
common single market, consisting of a customs yréosingle currency that is adopted by 18 of ther@8nber states, a
Common Agricultural Policy and a Common Fisheriedidy. Europe in 2010 had a nominal GDP of $19.82(bn.
Europe’s largest national economy can be claimdzktGermany, which ranks fourth globally in nomi@GdbP, and fifth in

purchasing power parity (PPP).

Table 1.1: Direction of Trade between EU-China

Direction of Trade | Goods (2011)| Services (2010) Foreign Direct Investment (FDI 2010)
EU-CHINA €136,2 billion| €22,3 billion €7,1 billion
CHINA-EU €292,1 billion| €16,3 billion €0,7 billion
SourceEn.Wikipedia.Org/Wiki

In the recent years, the EU is China’s largestitigagartner and China is the EU’s second largestetpartner
after the United States. Since 2009, the EU exportshina have increased by 38 percent and Chagisrts to the EU
have increased by 31 percent. Table 1.1 indicdtesdirection of trade in goods and services betweBRChina.
With reference to the domestic and foreign polesues, freedom of expression and information remestricted in the

Chinese media. In the recent decade, developirggci@lations between Europe and China have beemlth of as the
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need for a multipolar system has arisen. Chinadsvigrg economy became the focus for many Europesitoxs and in
turn Chinese businessmen began to make frequert tni Europe. Enhancement of Sino-European rekteam be
strengthened by spinning a web of win-win econotieis resulting from the identification of the twimitations as well as

strengths.
2. DOMESTIC AND EXTERNAL IMBALANCES: COSTS, DISTORT IONS AND RISKS

Economic imbalances are an inherent by-product asinemic growth that can be analysed along several
dimensions. Transformation in the demographics obantry results in redrawing the parameters ofabentry’s future
that pose a serious risk to future economic groaslcjal harmony and political stability. Two sefdrstitutional changes
are crucial to understanding the demographic changeurring in the economies of China and Eurojist,Feconomic
and social reforms have shifted the locus of ecaaatacision making from the state to the family ahd individual.
Second, a fundamental shift in migration policy hiswed people to move freely across administeatisundaries. Given
the dynamic rise of Europe and China economicadlyvall as politically, it is essential to considee complexity of the

relationship between demographics and foreign polic
2a. Institutional Background of Demographic Changeand its Implications on Lab Our Market

The sizeable demographic factor in China has sggmf material advantages in pursuing its foreigticy
interests. In sharp contrast to the socialist ptaneconomy era, when much of the cost of childbgasias assumed by the
state, China’s emerging market economy has inarghsplaced the financial burden of raising childi@n the shoulders
of the Chinese family. Such changes have profommhcts on behaviors that relate to demographicgggmanging from
health care and mortality, to marriage, fertilaypd living arrangements. These changes includéstamntial decline in the
supply of young lab our and an aging society. lrbar future, China will undergo a notable dempigiatransformation,
with its old-age dependency ratio doubling to 24cpet by 2030 and the working population largelglaeed by the
smaller population born after the one child polionder the government’s family-planning programt theomoted later
marriages, fewer births, and longer birth interyvét® female mean age at first marriage rose frOri percent to 22.8
percent during the 1970s. Coale and Chen (1987pfatlee opinion that the total fertility rate (TFRgclined from 5.7
births per woman in 1970 to 2.8 births per womanl#v9. The dependency ratio, that is, the ratiopebple of
non-working age to those of working age has be#imdafrom a high of around 80 dependents per 1@dkers in the
mid-1970s to below 40 in the recent years.. Thtoating to Ma and Wang (2010) has implied thatrtheber of people
who are not able to save, but only to consumeopliiest and the youngest members of the populatisrbeen decreasing

in relative terms until recently.

Table 2.1: Demographic Indicators of China (1950-2T0)

Indicator/Year 1950 1982 1990 2000
Population size (millions) 551.96 1,016.54 1,143,33265.83
Percent urban 11.1§ 21.13 26.41 36.42
Birthrate (per thousand) 37.0 22.28 21.06 14.03
Death rate 18.0 6.6 6.67 6.45
Rate of natural increase 19.00 15.68 14.39 7.58
Life expectancy (Male) 42.2 66.43 66.91 71.01
Life expectancy (Female) 45.6 69.35 69.99 74.77
Infant mortality rate (Male) 145.85  36.47 32.19 A
Infant mortality rate (Female) 130.18| 34.54 36.83 29.15

Sourcéhe Demographic Factor in China’s Transition, WagNG and Andrew Mason, Pg. 138
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Another economic distortion that can be pointedistite dissolution of collective farming in rui@hina and the
termination of guaranteed lifetime employment imam China. There has been lab our reallocationsactioee major
sectors. Since 1990, approximately 100 million pedmve left the agricultural sector and 130 milliave moved from
the countryside to the cities. The redundant atitical lab our force has been largely absorbedhbyservices sector. This
has increased the economic risks among adult Ghiaed posed serious concerns for parents planairidir children’s
economic livelihood. A third core imbalance hasrbegcess reliance on the manufacturing sectordtput growth to the
detriment of the services sector. The underdevedoprof the services sector is at the root of weakleyment growth
and indirectly is also responsible for the low watpare and subdued consumption growth in Chingothl the services
sector has created around 150 million jobs sin@l 18Imost twice as many as manufacturing. Thiarttandicates that
services are more lab our-intensive than manufagfutt can be stated that employment creationbessn weak in the last
decade as a result of China’s capital intensivevtiranodel. Despite GDP growing at above 10 peroerdnnual average,
employment increased by less than 1 percent pemammthe 2001-2010 period. The share of employriretite services
sector out of total employment was only slightlyoe® 30 percent in China at the end of 2010. ThikemaChina a clear

underperformer by international comparison.

During its economic transition of the last two amdhalf decades, China has seen the huge increakeriastic
labor migration following the government’s reveredits earlier migration control policy. Migraticexposed many to the
urban consumer culture and the urban low fertiitwironment. Migration opportunities have also hesuin a new
household division of labor and new living arrangais at both the origin and the destination. Thikimclude rising unit
labor costs, together with frictional and structuraemployment, particularly arising due to skilismatches between
growing college graduates and corporations thatiregqnore specialized skills. Emergence of a laloarket that rewards
human capital has clearly intensified the desim @mpetition to provide increased and improvedstihg for children.
Similarly, according to Davis (2000), an emergiransumer culture is also encouraging Chinese holdho divert
expenditures from rearing children to investmenamial expenditures on housing, automobile, consulmeibles, clothing
and recreational activities.

Analysing the case of Europe, it can be noted thast of the economy is in Stage four of the Dempigia
Transition Model. In fact, most countries in Eur@pe either growing at a very slow rate, thatdsslthan | percent or they
are actually declining in population and their i®pectancy rate is rising as well. The SustainBlgeelopment Strategy
(EU SDS) identifies social inclusion, demography amigration as one of the EU's key economic andakaballenges.
The strategy sets out the objective of creating@adly inclusive society by taking into accountidarity between and
within generations and to secure and increase théty of life of citizens as a precondition forstang individual well-
being. According to the evaluation of changes emdemographic changes theme (EU-27, from 2000¥ott@ving is the

analysis:
* Increase in the proportion of 55 to 64 year oldsrmployment
» Life expectancy increased by 9percent for womeagat65 and 12 percent for men of the same age
» After stabilising between 2008 and 2011, the averagnber of births decreased slightly in 2011

» Since 2007 the ratio of income levels from pensioihelderly people relative to income level fromrréags has

been rising steadily
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» More than one third increase in public debt inEtuebetween 2000 and 2012

Table 2.2: Demographic Indicators in Europe (2005)

7

1

Pop. . Pop.
January Blr:tlhgolzer De:ilitg(s)oper Nat. Pop. Net 'Il;o(;cgl January
Tr?c?l?sa(r:gs) Population | Population Decrease/Increasg Migration Change TI‘?C?I?SGB.E':SS)

EU-25 459,488 10.5 9.7 0.7 3.7 4.4 461,507
Germany 82,501 8.4 10.1 -1.7 1.2 -0.9 82,456
France 60,561 12.6 8.8 3.7 1.7 5.4 60,897
UK 60,035 11.9 9.9 2.0 3.3 5.3 60,354
Italy 58,462 9.9 10.4 -0.5 5.8 5.3 58,772
Spain 43,038 10.9 8.8 2.1 15.0 17.1 43,781
Poland 38,174 9.4 9.7 -0.3 -0.3 -0.7 38,148
Netherlands 16,306 11.6 8.4 3.1 -1.2 2.( 16,338
Greece 11,076 9.4 9.2 0.2 3.1 3.3 11,1172
Portugal 10,529 10.5 9.7 0.8 3.9 4.7 10,579
Belgium 10,446 11.4 10.0 1.4 3.2 4.6 10,494
Czech Rep. 10,221 10.0 10.5 -0.5 3.5 2.9 10,2501
Hungary 10,098 9.6 13.5 -3.9 1.8 -2.1 10,076
Sweden 9,011 10.4 9.9 0.5 2.7 3.2 9,040
Austria 8,207 9.4 9.0 0.4 7.4 7.8 8,270
Denmark 5,411 11.8 10.3 1.6 1.4 3.0 5,428
Slovakia 5,385 10.0 9.8 0.2 0.8 0.9 5,390
Finland 5,237 11.0 9.2 1.8 1.7 3.5 5,255
Ireland 4,109 15.3 6.5 8.8 11.4 20.2 4,193
Lithuania 3,425 8.9 12.9 -4.0 -3.0 -7.0 3,401
Latvia 2,306 9.3 14.2 -4.9 -0.5 -5.4 2,294
Slovenia 1,998 8.8 9.2 -0.5 3.6 3.1 2,004
Estonia 1,347 10.6 13.1 -2.5 -0.3 -2.8 1,343
Cyprus* 749 10.9 6.7 4.1 27.2 31.3 773
Luxembourg 455 11.5 7.6 3.9 3.4 7.3 458
Malta 403 9.9 7.2 2.7 5.0 7.8 406
Other EEA
Iceland 294 14.2 6.2 7.9 2.0 10.0 297
Liechtenstein 35 10.8 6.4 4.5 3.8 8.3 35
Norway 4,606 12.4 8.8 3.7 4.7 8.4 4,645
EEA 464,423 10.5 9.7 0.7 3.7 4.4 466,484
Switzerland 7,415 9.6 8.3 1.3 4.7 6.0 7,460
Accession &
candidate 105,472 16.0 8.3 7.6 -4.1 7.5 106,276
countries***
Croatia 4,444 9.4 11.1 -1.7 2.6 0.9 4,448
Bulgaria 7,761 9.0 14.6 -5.6 -1.8 -7.4 7,704
Romania 21,659 10.2 12.3 -2.1 -0.5 -2.5 21,604
Turkey** 71,609 18.9 6.2 12.6 -5.9 12.6 72,520

Notes:*Greek part of Cyprus only. **Data for Turkey on netigration are from 2003. ***Excluding Macedonia

Source: EUROSTAT, Chronos Database Migrationinformation/Sigs/Default/Files/.../Pop-Table1-Jun06.Cfm

Furthermore, most Europeans have a very high eiducktvel that includes four years of universitylmyond

and they hold professional positions. As resulthis low or non-existent growth, European counthiase experienced a

sharp and increasing shortage of workers for Iguesd and less professional positions. The impachisf shortage was

first felt in the United Kingdom, France, Germamd&aScandinavia, but is now common in southern Eeirapst notably

Italy and Spain. Realising this trend, the govemi®en these countries began to establish immignagiolicies in the

www.iaset.us
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1970s that encouraged the migration of mostly dieskivorkers into Europe to fill positions in consttion, sanitation,
restaurants and selected other service industfesans and Asians have been the dominant immiggaoups to satisfy
these needs and are usually labeled as ‘Guest Vegrithere, they are given work visas and as longhay pay their
taxes and avoid problems with the law, they carticoe working in Europe indefinitely. This classlabour earns very
good wages compared to their home countries arydcihatribute much needed labour to the local Eusoponomy. The
large waves of foreign immigrants that settle indpean cities have brought tremendous social clsafgeny Europeans
see their once ethnically homogenous cities bectargely heterogeneous with significant neighborloaf mostly

immigrant groups. The EU unemployment rate was p@r8ent in April 2012 and the unemployment ratettimse aged

15-24 years was 22.4 percent.
2b. Implications for Trade Policy

Transition that is fuelled by sect oral reallocatitechnological progress and low unit lab our £d&s serious
implications for trade policy. Relations betweere tEU and China have developed fast since diplont#g were
established in 1975. In particular, the creatiothef EU-China Comprehensive Strategic Partnershg903 has deepened
and broadened cooperation in a wide range of ameddhe EU and China have become highly interdegrrab a result.
The EU and China have both put forward strategieligment plans — China’s two centenary goals &ed1fth Five
Year Plan, the EU 2020 Strategy that present pateotr synergies to enhance cooperation for win-vasults. The year
2013 marked the 10th anniversary of the establistiroé the China-EU comprehensive strategic partniprsThe two
sides are committed to promoting the EU-China Cahnensive strategic Partnership in the next dechuehat
perspective, both sides jointly adopted the EU-@18620 Strategic Agenda for Cooperation. The EUGInida enjoy one
of the world’s biggest and most dynamic tradingtiehships. Their trade and investment exchanges bacome a major

engine driving their respective economic developnaewl innovation.

Considering, the export-led growth model adoptedCimna, on one hand, it has resulted in boostind® @er
capita and gaining export market shares while herother hand, it has produced domestic and extenbalances that are
associated with economic inefficiencies, finangtdbility risks, social unrest and tensions withjondrading partners.
There have been some disputes, such as the dispeitdextile imports into the EU. China and the &té increasingly
seeking cooperation, for example China joined tladil€ project investing €230 million and has bérrying Airbus
planes in return for a construction plant to bdtbiChina; in 2006 China placed an order for #&nes during a visit by
the French President. Also, despite the arms embardeaked US diplomatic cable suggested thaDiB2he EU sold
China €400 million of defence exports and lateleotmilitary grade submarine and radar technol8&gyilarly, there is a
dispute over textile imports into the EU with dotmed€European manufactures losing out to cheapend3ai imported
goods. Under the terms of the agreement, Chinadgreexchange for the release of 80 million itdmakl in European

ports, only half of these are deducted from itsoekguotas for 2006.

Table 2.3 (A): EU-China Trade in Goods (2011-2013)
Year | Trade in Goods 2011-2013 (€ Billions

EU Imports | EU Exports | Balance
2011 294.8 136.4 -158.4
2012 291.6 144.0 -147.6
2013 280.1 148.3 -131.8

SourceFact Sheet: Facts And Figures on EU-China TradeciM2014
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Table 2.3(B): EU-China Trade in Services (2010-20)2
Year | Trade in Services 2011-2013 (€ Billions

EU Imports | EU Exports | Balance
2010 17.1 23.3 6.2
2011 18.1 25.4 7.3
2012 19.9 29.2 9.4

Source:Fact sheet: Facts and figures on EU-China tradecivi2014

As seen from Tables 2.3 (A) and (B), EU-China trads increased dramatically in recent years. Ciittze EU’s
biggest source of imports by far, and has also imecone of the EU’s fastest growing export markétse EU has also
become China’s biggest source of imports. ChinakEumpe now trade well over €1 billion a day. Elports from China
are dominated by industrial and consumer goodshimary and equipment, footwear and clothing, fund@tand lamps,
and toys. EU exports to China are concentrated aohinery and equipment, motor vehicles, aircraftj ahemicals.
Bilateral trade in services, however, only amountd/10 of total trade in goods, and the EU’s eipaoif services only
amount to 20 percent of EU’s exports of goods. Assallt, the EU records a significant trade defigth China. This is in
part a reflection of global and Asian value chaibst in part also due to remaining market accesseba in China.
Investment flows show vast untapped potential, @afig when taking into account the size of ourpextive economies.
China accounts for just 2-3 percent of overall Pean investments abroad, whereas Chinese investrimeB&urope are
rising, but from an even lower base. Chinese expastrictions on raw materials such as rare eatbsdentified as a
major trade obstacle. China imposes a set of exsitictions, including export quotas, export dsitand additional
requirements that limit the access to rare eamhsdmpanies outside China. These measures signifjcdistort the

market and favor Chinese industry. The EU consitlesthe Chinese restrictions are in violatiomefheral WTO rules.
3. ECONOMIC POLICIES FOR STRATEGIC ALLIANCE

Multi-polarity and economic globalization have deped; cultural diversity and IT application haveeibe
enhanced; the overall strength of emerging mariats developing countries has been growing; countreeve become
more interdependent with their interests more inti@ed; and peace, development and win-win coomrdtave become
the trend of our time. In the twenty-first century,order to navigate into the international worldgeopolitical strategy is
required to maintain a position. The principlesao§eopolitical strategy is to manage the geopslitit physical trade

flows, the creation of buffer zones and areas fhfiémce that will constitute levers to reach aicaitthreshold of power.
3a. The Geopolitics of Trade Flows

As an indispensable node of worldwide energy, comiak financial and demographic networks, the Euld
take over, develop and direct the trade flows reamgsfor its energy security and its economic egman The active
consolidation of its position as a major crossrdadsvorld trade is slowing down the gradual lo§#®central position in
the world in favour of Asia. In the setting of alipg of diversification and security for energy andmmercial trade
routes, the opening of a Eurasian and an Arctiderauould offer an alternative to the Cape and SQamal routes.
The transit routes coming from Russia need to bdareed at the same time. The links with Sibe@antral Asia and the
Far East would be improved by these two new corsid@he system would consist of a network of carttal and
maritime lines crossing the heart of the Euras@mtinent and two sea routes around the Eurasiatineo by the South
(the Cape and Suez) and by the North (the NorthRassage and the North) Through the Arctic Oceaonp@litics Exist

in Terms of Financial and information Flows Where the Financial and information networks tend tcdme a
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20 Ablin Carneiro-Alphonso

Subsystem of the range of geopolitical forces bamseof a power strategy between states, Econordi€imancial Circles
and information organs. A geopolitics of financaid information flows could be linked to a Europegaopolitical
strategy.

The current legal framework under which contempprt-China relations are structured is the Tradd an
Economic Cooperation Agreement (TECA) which dataskbto 1985. Since then, the EU-China relationstsigrading
partners has expanded organically through sepanailer framework agreements on cooperation aaldglie in specific
policy areas. Since 2007, negotiations have beaterway to upgrade this to a new Partnership andp@abion
Agreement and there are already 24 sectoral diabb@nd agreements from environmental protectioediocation
economic cooperation continued, with the EU's “Nasia Strategy”, the first Asia—Europe Meeting in969 the 1998
EU-China summit and frequent policy documents degicloser partnerships with China. Although the971%Asian
Financial Crisis dampened investors enthusiasnmahieathered the crisis well and continued to bepr focus of EU
trade. Chinese leaders were anxious to return tinedean interest and made high level visits througithe 1990s, visits
that were accompanied by major EU sales to Chirende was leading the EU's desire for closer tiesrder to establish
a multipolar world and was the first, along withsRia, to establish strategic partnerships with &hfowever EU-China

have experienced a cool down after China cancaled&U-China yearly summit in November 2008.

Given the differences in history, cultural traditjgolitical system and stage of economic developras well as
the increasing competition between China and theire&bme sectors in recent years, the two sides H@agreements
and frictions on issues of value such as humargigs well as economic and trade issues. Chinaveslithat these issues
should be properly handled through dialogue insjbieit of equality and mutual respect and encowahe EU to move in
the same direction. However, while there are mamjlenges, China’s market and rapid developmemt etsitinues to
offer huge opportunities, with significant potehtiar further expanding trade and investment amdngjthening of the
relations. The launch of the negotiations on atditd investment agreement is an important forwaoting initiative that
aims to promote bilateral investment by providingnsparency, legal certainty, and market accegsvastors from both
sides. Topics arising in the bilateral trade andtétment relationship are discussed in a rangéatdglies, including the
annual Joint Committee and the EU-China High Lesebnomic and Trade Dialogue (HED). The last Joiatm@ittee
was held on 24 October 2013 in Brussels.

The European Union’s concerns include:
» Industrial policies and non-tariff measures in Ghivhich may discriminate against foreign companies

* Astrong degree of government intervention in tben®my, resulting in a dominant position of stateied

enterprises
» Unequal access to subsidies and cheap financing
» Inadequate protection and enforcement of intellgiwoperty rights in China
3b. Developing Long-Term Vision of Cooperation

Over the past decade since the release of Chimatspblicy paper on the EU by the Chinese goverminie
October 2003, the China-EU Comprehensive StratBgitnership has made important headway. Guidedéahnual

China-EU Summit and focusing on the three pilldrpditical, economic and people-to-people exchangshina and the
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EU have promoted all-dimensional, multi-tiered amide-ranging cooperation to deepen the ComprehenSivategic
Partnership. China is the EU’s second largestrigagiartner. The EU has been China’s top tradingnpafor 10 years.
The annual trade volume has exceeded 550 billiordalBrs and there have been over 5 million visgsveen the two
sides each year. China and the EU have workedhegeév tackle the international financial crisisdaadvance global
governance reform, stepped up communication anddowdion on major international and regional issuand

contributed significantly to world peace, develomtnand cooperation.

During the European sovereign debt crisis, seveuabpean countries required EU and Internationahé&fary
Fund bailouts. China assisted Europe by buyingpbal of euros worth of junk Eurozone bonds, inipatar from Greece,
Ireland, Italy, Portugal and Spain. Some analyatggested China was buying political influence ie 88U but China
maintains they are building strong trade ties amaberting the European economy so that trade issaesnove ahead
more smoothly. Multilateral cooperation may malg atvn contribution to setting the right incentivies China in the
context of the upgrading of the G20 as the prirlciparld forum for policy impulse. In order to reattis goal, all G20
members and the European members primarily shadgdect their global responsibilities and fully honthe pledges
made, most recently, in Los Cabos and Mexico Qit2012. In the case of China, this includes committs to further
strengthening social safety nets, continuing tonmie the liberalization of interest rates and mgwvimore rapidly towards
greater exchange rate flexibility and capital actdiberalization. In the absence of the lattercpralitions, China will

continue to be a global economic power withoutargt global currency.

The first China's EU Policy Paperwhich has been implemented effectively, has plagedmportant role in
guiding the development of China-EU relations. Witk significant growth of its overall strength, i@ is playing an
important role in major international and regioa#ihirs. But China remains a developing country thdfers from severe
lack of balance, coordination and sustainabilityitéy development. On the domestic front, China ésnmitted to
comprehensively deepening reform to make the cgumtmoderately prosperous society in all respdoternationally,
China pursues a greater opening-up and peacefela@ment. It works to build an open world economg a new type of
international relations featuring equality, muttrakt, inclusiveness, mutual learning and win-waogeration, with a view
to contributing more to world peace and common Wgreent. Due to the impact of the internationahfinial crisis, the
EU is facing the most serious challenge since titead the Cold War and has to urgently addresgiassef deep-seated
structural and systemic issues. But its strategiecton of integration remains unchanged. With #iforts of steady
enlargement and accelerated structural reformEthéas worked hard to advance economic, fiscaniiial and political
integration. A 28-member EU, the biggest economyhim world with strong overall strength, continuesbe a global

player of great strategic importance and a keyipatte evolving international landscape.

China and the EU, the world's most representativeerging economy and group of developed countries
respectively, are two major forces for world peasethey share important strategic consensus odifgib multi-polar
world. The combined economic aggregate of ChinataadeU accounts for one third of the world economsgking them
two major markets for common development. Beingnaportant representative of the oriental culture #me cradle of
western culture and with a combined population antiag for a quarter of the world's total, Chinadahe EU stand as
two major civilizations advancing human progressthwio fundamental conflict of interests, China ahd EU have far
more agreement than differences. Both sides aaecaicial stage of reform and development and Ghidaelations face

new historic opportunities. Deepening the China&dnprehensive Strategic Partnership for Mutual Beaad Win-win
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Cooperation will provide impetus to the developmehChina and the EU and contribute to peace andparity of the

world.

The Chinese government places high importance ersttus and role of the EU, and is committed toking
with the EU and its member states to fully impleirigie China-EU 2020 Strategic Agenda for Cooperatinrihe course
of comprehensive deepening of reform in China aswhemic recovery in Europe, build partnershipsgdeace, growth,

reform and civilization and further increase thebgll impact of China-EU relations.
3 C. Economic Cooperation and Trade

China views the EU as one of its most importanddrand investment partners and hopes that botls side
contribute to the long-term, steady and in-deptietigmment of their economic and trade relations@iipina consistently
supports a stable financial market in both EU mansitetes and the Euro Zone and measures of EUWuitatis and the
European Central Bank to achieve financial stabdihd tackle the European debt issue. China steealy to provide

necessary support in various ways to the stalufithe European financial market.

» Strengthen the China-EU Economic and Financialdgja¢ and the Working Group between the People'k Bfin
China (PBoC) and the European Central Bank (ECRBpaed exchanges on macroeconomic policy, conduct
dialogue on government procurement, maintain ckom@munication on international economic and finahci

hotspot issues and expand practical cooperatiendnomic and financial fields.

* China welcomes financial institutions from EU membfates to start business in China under rele@hitiese
laws and regulations. China encourages Chineseisesunstitutions to enter the EU securities nedrivhen
conditions are ripe and actively supports Chinegerprises to get finance from the EU securitiesketa China
hopes EU member states will actively open theirkeisr to the Chinese financial sector and suppomese

financial institutions in setting up branches anihd business in the EU.

e Continue to enhance cooperation between ChineseElhéhsurance sectors, conduct exchanges on insiran
business and relevant rules and laws through GBuhdnasurance Talks and jointly promote healthy atable

development of Chinese and EU insurance markets.

e China attaches great importance to the role that Ehropean Investment Bank (EIB) plays in promoting
European integration, economic recovery and efforeddress climate change and is willing to furteengthen
two-way win-win cooperation with the EIB in tackijrclimate change, pursuing ecological progressnpting

mutual investment and cooperation in the fieldiodfice.
3d. Cooperation on Industry, Agriculture, Transportation, Science and Technology and Information Tectology

» Enhance the China-EU Industrial Dialogue and Cdasah Mechanism, increase mutual understandiraplve
differences, expand common ground for mutually feia¢ industrial development, and promote susthiea
industrial development and industrial prosperityooth China and the EU. Continue exchanges andecabpn
in the automobile industry, industrial energy aéficcy, raw materials, ship building and small anediom sized
enterprises, further develop cooperation in thildief electronic industry, consumer goods, avigti@erospace
and peaceful use of nuclear energy, deepen unddistpof each other's policy and exchange relatéatrnation

and development experience.
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e Give play to the guiding role of the China-EU Digle on Agriculture and Rural Development, achieagt f
growth of trade in agricultural products, promothir@-EU cooperation in pursuing balanced urban ramal
development, protecting and benefiting from agtioal cultural heritage, building the model of
environment-friendly agriculture, promoting divdisd rural economy and farmers' vocational educatimping
with the impact of climate change on agricultuesearch on agricultural science and technologygrgeical

indication and quality and safety of agriculturaebgucts.

« Continue to enhance cooperation on scientific meseimnovation within the framework of the China-Btkering
Committee and the China-EU Innovation Cooperatidgaldgue. Draw on each other's advantages and achiev
mutual benefit in innovation strategy, human resesy technology, research facility, financing arpl@tation of

research findings.

» Continue to deepen scientific and technologicalperation in the field of energy, promote researcbperation
on reducing energy consumption and emissions oflssnd medium sized enterprises and clean techgplog
advance cooperation on the peaceful use of nucteesrgy, enhance coordination on the International
Thermonuclear Experimental Reactor Project andrdénge international science projects, and coetittumake
use of carbon capture and sequestration techndtogghieve near-zero emission in demonstration-lcaséd

power stations.

» Encourage the establishment of China-EU technaddgiooperation network or joint research base apdte a
China-EU industry alliance on strategic emergindustries such as renewable energy, digital infaonat
advanced manufacturing, nanotechnology, healthraedicine based on the industrial cluster of then&tU
High-tech Park.

e Strengthen China-EU Dialogue on Information Techgg] Telecommunication and Information, conduct
exchanges and dialogue on related strategies,igmland regulations and actively promote cooperatind
exchanges on trade in IT products and industriahrielogy. Encourage broader exchanges on intefiectu
property rights and technical standards and coettiouraise the level of China-EU cooperation orliattual
property rights. Strengthen China-EU cooperatiod @axchanges on information security, especiallyecyb

security.
3e. Cooperation in the Fields of Education, CulturePress, Publication and Youth Exchange

* Fully harness the leading role of the China-EU Higivel People-to-People Dialogue and actively prteamo
cooperation in the fields of education, cultureegs; publication and youth exchange between Chidatle EU

as well as EU member states.

 Expand exchanges between students and scholargpramibte friendship and mutual understanding between
Chinese and European young students, and striexgand the interflow of students between the twdessito
300,000 person times per year by 2020; enhanceecatipn in the teaching of Chinese and Europeaguiages
and training of teachers and continue the ChinaBdlogue on Education Policy; support the estabtisht of
centers for Chinese studies and centers for Europational and regional studies by European andheSki
higher learning institutions and make an efforbtild the China-EU Platform for Higher Educationdperation

and Exchange; encourage European and Chinese sitis®rto carry out high-quality cooperation in murg
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schools, jointly advance high-level scientific raisdh programs and help high-level talents to emerge

Follow through on the outcomes of China-EU Yeatrmércultural Dialogue and ensure the long-terneaifiof
cultural cooperation supported by sound institigioBhina supports the efforts to strengthen Chidadi&logue
on cultural policies as well as experience shaimngultural industries, heritage preservation andtemporary

art.

Promote exchanges and cooperation in the fieldefpand publication, and encourage the media fiminsides
to enhance mutual understanding so that they casept a comprehensive and objective picture of ettudr's
politics, economy and culture, produce documergaied publish books and news articles that reflach other's
economic development, history, culture and custansperate in making films and TV programs, andt|gi
hold film and TV exhibitions and festivals and bofalirs. Continue to strengthen interactions andharges
between government departments, support the itistial building and deepening of regular China-Eddm
exchanges, and carry out cooperation through varahannels and in various forms, with a view tcating a

favorable public opinion environment for the soamdl stable growth of China-EU relations.

Make use of new media tools to expand the ChingpEitform of information exchange and enable thelipub
better understand each other's policies, ideagloement goals, strategic orientation and cultaciievements.
Strengthen youth exchange and consolidate the mgts@f China-EU Year of Youth and the China-EU High
Level People-to-People Dialogue, improve the ClithhYouth Policy Dialogue and the platform for exobes
between youth organizations, encourage youth ozg#aons at all levels from different places of Ghind the
EU to carry out exchange and cooperation, and kailide-ranging, multi-tiered pattern for China-Buth

exchanges.

Strengthen and expand China-EU consular cooperadiot facilitate the personnel interflow betweea thvo
sides. China hopes that the EU could take creditelps to protect the safety and lawful rights amdrésts of
Chinese citizens in Europe, and make it easieCfunese nationals to travel to Europe by, amongrathings,
streamlining visa, immigration and residence proces. Push for the establishment of China-EU tauris
cooperation mechanism, further explore each othauissm market, maintain exchanges of tourismqpedi and
statistics, and work for the early signing of Memorandum of Understanding on Bilateral Tourisnmo@eration.
The relevant EU member states are urged to spe#tewgdoption of the Chinese language as an dffaiguage
of the World Tourism Organization. Strengthen caafien on exit and entry administration, exchangemeen
border inspection and immigration departmentsrgioais with direct flight link, joint case investiion and fight

against illegal immigration.

CONVERGENCE BETWEEN EU-CHINA: BUILDING BLOCKS OF A STRATEGIC

PARTNERSHIP

Strategic partnerships are vital to the impleméartabf the holistic approach, which seeks a ‘pusitway’ of

permanent dialogue and active cooperation in afledisions of foreign policy, in order to prevent ftichand promote

security and social, economic and political develept. EU and Chinese interests converge on mamgsssf global

governance, in particular as regards the key rbiaultilateral organizations and systems. Throudtrtner reinforcement

of their cooperation, the EU and China will be bethble to promote these shared visions and ingrederein, the
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partnership holds particularly great potentialiia aireas of trade and science and technology.
4a. Reforms and Policy-Making Decisions in Trade ahInvestment

The EU-China Investment Agreement will provide foogressive liberalisation of investment and with& to
create the conditions for continued high and sograivth in EU-China trade. By enhancing the EU-Chindustrial
Dialogue and Consultation Mechanism, policy exclesni facilitate industrial products trade, paittcly in the fields of
automobile industry, industrial energy efficientgyw materials, ship building and small and mediizad enterprises will
be strengthened. By making use of the EU-China €aijon Plan in Agriculture and Rural Developmentier the
auspices of the annual bilateral Agricultural Dgle, cooperation in the fields of sustainable adftical production,

organic agriculture, rural development and agricaltresearclean be enhanced.

With the view to enhance win-win research and iratimn cooperation in the field of food, agricultuaed
biotechnology, the EU and China will collaboratesdly using their respective research and innowgtimgrammes to
develop joint initiatives of common interest, inding potential joint calls for proposals, twinniagtivities, joint labs,
researchers’ exchanges and seminars. Negotiatiorss lmlateral investment agreement is an importanward-looking
initiative that aims to promote bilateral investrhdyy providing transparency, legal certainty, andrket access to

investors from both the economies.
4b. People-To-People Exchange

People-to-people exchanges are an essential vettpeace, while contributing to economic developmen
Together the EU and China represent over a quaftére world’s population. Expanding contacts beteeoples on
both sides is crucial to enhance common undersignaind foster cross-fertilisation between societieghe last three

decades, China’s sustained economic growth hassgmrorted by three major domestic factors:
» robust capital accumulation, which is a featur€bina’s investment and producer-biased growth model

e a strong increase in labour productivity due to figration of workers from the rural to the indietrsector,

which also sustained downward pressure on wagedlaar@fore, unit labour costs

» rapid total factor productivity (TFP) growth as esult of the progressive liberalization of the etadntrolled

economy after 1978
5. CONCLUSIONS

The EU and China face the common task of achievwimgpvative, inclusive and sustainable development.
Innovation has an important contribution to makeathieve sustainable development, and that effeqirotection of
Intellectual Property Rights is crucial to supptire effective development and deployment of innieeasolutions and
emerging industries. For the EU as well as Chirsrategic partnership based on these shared viewsdveontribute

significantly to the realization of their foreigolcy strategy.

In a way, both the European Union and China caedes as new global strategic actors in the politiddary
dimension of world affair and the emergence of Ewe and China as global strategic actors constitatesw structural

factor that has an enormous impact on the worlémadd on world events.
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