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China is the EU’s first trade partner in the first seven months of 2020

As China surpassed the US to become the first trading partner of the EU in the first months of 2020, this week we
present to you our brief analysis of China-EU trade relations, especially after the economic impact of the Covid-19
pandemic. If China-EU trade maintains the current momentum, this year may become a turning point in the EU's
economic and trade history.

On Wednesday European Commission President Ursula von der Leyen held the State of the Union speech, in which
she presented the priorities for the year ahead and a new target for the EU'’s emission reduction by 2030: to achieve
this goal, the green transition will be fundamental in the development of the EU economy. The China Chamber of
Commerce to the EU believes that Chinese companies can play their part in the newly launched China-Eu green
partnership, which the CCCEU monitors closely in order to identify opportunities for its members.

China becomes the first trade partner of the EU, taking over the US

According to data released on 16 September by Eurostat, the statistical office of the EU, the total trade
volume of the EU-27 and China was EUR 328.7 billion from January to July 2020. In the same period of
2019, it totalled EUR 320.5 billion. Surely, the 8 billion increase does not seem a major year-on-year

variation, especially given the much higher value of China-EU trade. Yet, the numbers tell another story: in
the first seven months of 2020, China replaced the United States of America as the EU’s top trade partner.
With a total trade volume of EUR 323.5 billion for the same period, the US ended up in the second spot for
the first time in the EU’s history. In fact, since the birth of the European Economic Community (EEC) in 1958,
the US had always been the major trading partner for the continent — until now.

A closer look reveals that, in the past months, the overall trade dynamic did not change. The US remained
the first destination of EU exports, and China the biggest source of imports for the EU and its third-biggest
export market: after Brexit, the UK became the EU’s second export destination. In brief, business as usual
for the China-EU-US trade relations. Nonetheless, the value of the total trade volume reveals a key element:
China-EU trade has surpassed US-EU trade due to a sharp decrease in the latter, with -9.9% for EU export
to the US and -11.7% for US exports to the EU. The reasons for this decrease are manifold but clearly linked
to the repercussions of the Covid-19 pandemic on the US economy.

Quoting data from the US Bureau of Economic Analysis, the World Economic Forum reported that the

Covid-19 pandemic has caused the biggest blow to the US economy since the Great Depression, with GDP
falling at a 32.9% annualized rate. In a Report evaluating the effects of the economic response to Covid-19
published in August 2020, the Council of Economic Advisers to the White House wrote that the measures

adopted reduced the impact of the stark economic contraction, especially on households and industries,
and that measures in support for employment paid back, as an estimated 80.6% of layoffs are likely to be
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Nonetheless, it is clear that the difficulties faced by the Trump administration in the management of the
pandemic further jeopardised the well-being of the US economy and the possibilities of a quick rebound
in 2021. In an article titled “Lessons from the past on how to revive the US economy after COVID-19', the
international consultancy McKinsey identifies three key components of successful government responses
to previous crises: prioritising human welfare and human capital, taking pre-existing economic trends into

a c o o] u n t a n d p I a n n [ n g

long-term policy accordingly, and starting early alongside crisis-relief efforts. Although the article only
recommends these guiding principles, it lays in plain sight that various national government — including the
Trump administration — failed to propose a coherent plan for the economic recovery in a prompt manner.

Having undergone the toughest phases of the pandemic earlier than the US, China could go back to close-
to-normal economic activities and trade exchanges with the EU earlier than the US. A report from the

Organisation for Economic Cooperation and Development (OECD) also argues that a sharper-than-

expected recovery is taking place in China: China is the only G20 country in which output is projected to
rise in 2020. Being the first hit, China took immediate action and conducted relentless efforts to contain the
economic damage of the pandemic, and the results prove it now: quoting data from the National Bureau
of Statistics (NBS) China Daily reports that China's economic recovery gains steam, as key indicators further

improve.

In a nutshell, each country’s response to the pandemic and to its economic impact clearly conditioned the
trade flows over the past of months. Interestingly, the question now is whether this exceptional change in
trade relations will remain stable in the second quarter of 2020, and in the years to come. As a matter of
fact, it seems a rather natural continuation of the exchange trend China and the EU have built over the
years.

Back in 1958, when the EEC counted only the six founding countries - Belgium, France, (Western) Germany,
Italy, Luxembourg and the Netherlands — total trade between China and the “EU-6" totalled just EUR 0.4
billion according to the Statistical Yearbook on external and intra-EU trade by Eurostat. In the following

decades, China grew its economy and expanded its trade relations worldwide, while the EEC welcomed
more European states — and their trade relations grew accordingly. In 1979, when Deng Xiaoping's reforms
were launched, China trade with the EU-9 — now also comprising Denmark, Ireland and the United Kingdom
—was worth EUR 3.4 billion and in 1981, when Greece joined the club, EUR 4.2 billion. When Portugal and
Spain became EU members in 1986, its trade with the EU-12 amounted to EUR 10.7 billion.

At the time of the enlargement to Austria, Finland and Sweden in 1995, the dynamics of China-EU trade
had changed. The EU-15's exports to China constitute about 35% of the total EUR 41 billion trade volume
and, from that moment onwards, China’s exports to the EU have always outnumbered its imports from the
EU. As data form the EU Commission trade database Comext show, in 2004, when the EU welcomed 10
new members from Central and Eastern Europe, the total trade volume reached EUR 177.6 billion, of which

only EUR 48.4 billion were exports from the EU-25 to China. After the accession of Romania and Bulgaria
in 2007, the trend consolidated with the EU-27, with a trade volume of EUR 304.7 billion. When Croatia
joined the EU in 2013, the trade volume between China and the EU-28 had grown to about EUR 428 billion
and in 2019 — the last year with the EU-28 as we used to know it — it amounted to EUR 645,9 billion. Despite
the UK's departure, the trend is not likely to change: the UK is now the second destination of EU export,

which is totally in line with the 55 years the country spent as a member of the EU Single Market, but it will
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not replace China as the source of EU imports because of the differences in industries, production and
investment.

In conclusion, for the first time in recent history, China has become the largest trading partner of the EU,
and the US lost their usual spot on the top of the podium. Whether this will result in a stable trend in the
coming months and years, it is only to be examined as it comes. For now, this piece of information tells an
important element of the story: the global economy revolves around independence and trade favours those
who support it with an open approach, like China and the EU. The CCCEU believes that, although it is too
early to fully understand the implications of this development, this reveals that the Sino-European
economic partnership stood strong amid the difficulties and it is ready to help restart the global economy.

Details of the progress of China-EU Comprehensive Investment Agreement negotiations

The Covid-19 outbreak has not stalled the pace of negotiations on the China-EU Comprehensive
Investment Agreement (CAl). Since the beginning of this year, both sides have increased their pace and
made positive progress. At the China-Germany-Europe Leaders’ Meeting on 14 September, the leaders of
China and the EU also reiterated once more that they must strive to achieve the goal of completing the
negotiations within the year.

On 17 September, Ambassador Zhang Ming, head of the China Mission to the EU, attended the online
seminar "Prospects and Challenges of China-EU Relations” organized by the European Policy Centre (EPC)
and delivered a speech. Later, in the Q&A on the CAIl negotiations, Ambassador Zhang affirmed that since
December 2019 both negotiating teams have significantly increased the strength of the negotiations,

basically holding a round of talk every month. The EU Commission Executive Vice-President Dombrowskis
also stated that the negotiations have made significant progress so far, especially on the technology transfer,
subsidy transparency, and the discipline of state-owned enterprise. On the issues of sustainable
development and market access, the two sides are coming towards each other. A new round of negotiations
on these issues will be held on 21-25 September.

China and the EU launch their green partnership

At the recent Leaders’ Meeting, the leaders of China and the EU decided to build a China-EU green
partnership: the two sides will constructively participate in the global multilateral processes to tackle climate
change and to boost the protection of global biodiversity. China and the EU also pledge to cooperate
closely 2021, as the second half of the year sees two major events in this domain: the United Nations
Climate Change Conference in Glasgow and the 15th Conference of Parties to the Convention on Biological

Diversity in Kunming.

In the meantime, the China Council for International Cooperation on Environment and Development
(CCICED) held a Policy Research Release in Beijing on 17-18 September. Zhao Yingmin, Vice Minister for
the Ecology and Environment and Secretary-General of the CCICED, delivered a speech at the event, which

focused on the CCICED's report "From Recovery to Green Prosperity: Accelerating the transition toward
high-quality green development during the 14th Five-Year' and the 2020 report "Moving Forward in
Recovery'. Founded in 1992, the CCICED is a non-profit, international high-level organization providing

policy advice on these key topics. Over the past two decades, the CCICED has participated in China's rapid

economic and societal development and has played a unique and important role in the country’s
sustainable development process.
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EU policies: the objectives for the year ahead

[ European Commission ] On Wednesday 16 September, European Commission President Ursula von der
Leyen held the traditional State of the Union address in front of the European parliament. In her speech,
she highlighted the main policy objectives for the economic recovery and for the EU’s green and digital
transformation.

[ European Commission ] The European Commission presented its plan to reduce EU greenhouse gas
emissions by at least 55% by 2030, compared to 1990 levels. The new target will require modifications to
existing EU law and regulations. The same day, the Commission also launched a €1 billion call for research

and innovation projects falling into eight areas linked to the ongoing climate crisis and to biodiversity

protection.

[ European Commission ] The European Commission set out strategic guidance for the implementation of

the Recovery and Resilience Facility in its 2021 Annual Sustainable Growth Strategy. The Facility is the key
recovery instrument at the heart of NextGenerationEU which will help the EU emerge from the current crisis,
providing EUR 672.5 billion of loans and grants in frontloaded financial support for the crucial first years of
the recovery.

Updates on the EU’s economy

[ Financial Times ] The European Central Bank relaxes the bank leverage regulation in an attempt to boost
economy: the temporary extra capital relief aims to avoid a pandemic-driven credit crunch in the Eurozone.

[ Eurostat ] The statistical office of the EU reports that in July the seasonally adjusted industrial production
rosby 4.1% in both the euro area and EU, compared with June 2020. This is a positive sign hinting to a V-
shaped trend in industrial production, which fell greatly in the first quarter of the year but rapidly grew back
in June by 9.5% in the euro area and by 9.6% in the EU.

[ Guardian ] The UK GDP grew by 6.6% in July, but a tough autumn looms ahead: the Guardian reports that,
despite the positive growth in July, the economy is still 7.6% smaller than in the previous quarter, with
declines across all main sectors of the national economy. In Q2 it shrunk by 20.4%.

[ Financial Times ] Diverging fortunes for Europe’s two-speed economy: Germany in the north is rebounding
from the pandemic more strongly than southern nations like Spain, and this will most likely lead to problems
in the economic governance of the continent.

The latest from the digital sector

[ China Daily ] China has over 110 million 5G users and is expected to have more than 600,000 5G base
stations by the end of this year, covering all cities at prefecture level and above, according to the 5G
Innovation and Development Forum held during the Smart China Expo Online in southwest China's
Chongging municipality.

[ POLITICO ] Facebook will be forced to stop moving data from its European users to the United States as
early as next month after Ireland’s data protection watchdog told the social networking giant that its current

means of transferring digital information across the Atlantic is illegal.
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[ Financial Times ] US President Donald Trump flagged some concerns about the Oracle-TikTok deal, as he
is unhappy about reports stating that ByteDance will retain majority stake in new company. The agreement
proposed so far foresees ByteDance retaining a majority shareholding, and Oracle holding minority stake.

[ China Daily ] Huawei Technologies aims to help accelerate innovation in scientific research institutions,
industry organizations, and medical institutions through its new platform Huawei Research, a senior
company official said.

[ Financial Times ] The Spanish company Telefénica teams up with the Japanese Rakuten in search of 5G

networks alternatives: the move is expected to bolster ‘open RAN' technology, and it will likely strengthen
smaller suppliers competing with the more equipped Huawei and Ericsson.

The Long Read - suggested readings, selected for you by the CCCEU

o “Special Report - Luxembourg as a Financial Centre” — This report by the Financial Times shows that
Luxembourg is among the biggest winners from Brexit, as businesses shift their operations out of UK.
This result comes from the fact that the Grand Duchy has built on its strengths in private banking,
investing, insurance and corporate lending developed over the past half century. [ link ]

e “Unpacking President von der Leyen’s new climate plan” — European Commission President Ursula von
der Leyen has set a new destination for EU climate policy: a 55% emissions reduction by 2030. This is a
good and necessary step on the way to climate neutrality by 2050, but getting there will not be easy,
and Europe should prepare for a bumpy road ahead — writes Simone Tagliapietra, Research Fellow at
Bruegel and Senior Researcher at the Fondazione Eni Enrico Mattei. [ link ]

e “The New Urgency of Global Tech Governance” — The COVID-19 pandemic is accelerating the diffusion
of digital technologies and international rules and standards governing data need to catch up. The
more that policymaking remains stuck, the fewer benefits the Fourth Industrial Revolution will yield.
[link ]

e “Towards a "Principles First Approach” in Furope's China Policy’ — The Berlin-based think tank MERICS
analysed the ongoing shifts in the EU’s policy towards China, reaching the conclusion that current
developments in EU-China relations are a culmination of trends that have been visible for some time.
[link ]

e “Central Banking's Next Act? — Howard Davies, Chairman of the Royal Bank of Scotland and former
Deputy Governor of the Bank of England, writes that central banking seemed to have reached an “end
of history” moment in the mid-1990s, when inflation targeting spread round the world after its success
in New Zealand. A generation later, history has started again, with unpredictable consequences. [ link ]
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