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Crossing Final Hurdles
Will China and EU hammer out their investment deal by the end of 2020?

Editor's note: China and the EU are in the final sprint to conclude their talks on an investment agreement, but it remains
to be seen whether the two sides will close the remaining gap and clinch such a significant deal by the end of this year,
as repeatedly promised by leaders of both sides since April 2019. In this issue of Weekly Updates, we focus on the
progress the negotiations have registered and difficulties in this tough final stage. We hope you will enjoy reading and
have a nice weekend.

Following the successful signing of the Regional Comprehensive Economic Partnership Agreement (RCEP),
the intensive talks on the China-EU investment agreement, which entered the final juncture, have captured
attention across China, Europe, and beyond. During the call on November 24, the leaders of China and
Germany reiterated that China and EU will work further in a bid to seal a deal by year-end. The next round
of the talks, the 35th version since launched in 2013, is slated for between December 7 and 11.

As talks stayed close-door, details have been by and large kept limited. European Commission executive
vice-president, Valdis Dombrovskis, earlier said that negotiations “are at an advanced stage”; MEP Fragkos
Emmanouil also mentioned that 80% of the agreement has been confirmed, with 20% still needs progress.
Head of the Chinese Mission to the European Union (EU) Ambassador Zhang Ming recently said in an
interview that the negotiations registered “good progress on the text and the negative list” and breakthroughs
were made on the level-playing field issues.

According to a report released by the European Commission’s Directorate-General for Trade, negotiations
on sustainable development, notably the mechanism for addressing differences and labor, intensified during
the latest round of talks last week. They also discussed market access and the institutional framework of the
agreement, whilst technical discussions focused on taxation matters and horizontal exceptions.

The deal is of great significance to both Beijing and Brussels. As to China, if reached, it will very likely mark
the country’s most advanced bilateral investment treaty. Furthermore, it is expected to benefit the Sino-EU
partnership, unleash the great potential of two-way investment, and inject impetus into China’s “dual
circulation” development pattern.

For the EU side, it will forge the bloc’s first EU-wide investment deal with a third country in its exclusive
jurisdiction powered by the Lisbon Treaty which came into force in 2009, replacing the 26 bilateral investment
protection agreements currently in place between China and 27 EU Member States (all but Ireland).

The official idea of such a deal came as early as February 14, 2012, at the 14th China-EU summit. More than
a year later, during the 16th China-EU summit in Beijing, the two sides agreed to launch China-EU investment
agreement negotiations. In January 2014, negotiators sat down for

their very first discussion. Since then, Beijing and Brussels have in turn witnessed almost all of their 30 plus
rounds of negotiations. From January 2020 on, they have significantly sped up their meetings.

The China Chamber of Commerce to the EU (CCCEU) is a platform between China and the EU and it serves
the best interests of Chinese enterprises investing in the EU. Established in August 2018, the CCCEU
speaks on behalf of its 62 members and represents about one thousand Chinese enterprises.
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Here are some of the milestones outlined by the Commission:

March 2020: EU-China Summit

December 2019: Exchange of revised offers (market access and discriminatory measures)
April 2019: EU-China Summit setting 2020 as a target date for concluding an ambitious CAI
July 2018: Exchange of first offers (market access and discriminatory measures)

January 2016: Agreement on the scope and establishment of a joint negotiating text

Talks are indeed a tough row to hoe. Compared with traditional bilateral investment agreements, the China-
EU investment agreement aims higher with items on investment liberalization, introducing pre-entry national
treatment, a negative list, and so forth, which dramatically increased the difficulties. Since the 24th round of
negotiations in November 2019, Brussels has renamed the agreement as to the "EU-China Comprehensive
Agreement on Investment." The rebranding speaks volumes.

Regarding investment liberalization, market access matters most. According to the Sustainability Impact
Assessment issued in 2018, the EU mainly focuses on six key economic sectors comprising transport
equipment, mining and energy extraction, chemicals, manufacture of food and beverages, finance and
insurance, and communication and electronic equipment. The EU's key objective is to significantly improve
EU investors’ access to the Chinese market, in particular by eliminating quantitative restrictions, equity caps,
or joint venture requirements.

In this regard, China has made unprecedented efforts. The number of sectors that are off-limits for foreign
investors was cut to 33 in the 2020 version while in pilot free trade zones, the number of prohibited industries
slumped to 30 from 37. In terms of specific sectors, China has further eased the market access for agriculture,
manufacturing, and mining, and expanded the opening up of service industries such as telecommunications
and finance. Nevertheless, Brussels seems to be asking for more.

Han Bing, an associate research fellow at the Institute of World Economics and Politics (IWEP), Chinese
Academy of Social Sciences (CASS), said that China should well consider how much it would like to
compromise. Overall, the core function of the bilateral investment agreement should be investment protection.

For Chinese investors, there are many invisible barriers in the EU; in the past year or two, due to the rise of
protectionism and the EU’s cornerstone policy of "strategic autonomy", the political environment has become
more inwardly in the bloc and the investment environment is becoming less favorable. Take the EU’s FDI
screening regulation, member states are on track to strengthen their screening mechanisms; in addition, the
EU also mulls to adopt legislative measures against foreign subsidies; policies on telecommunications and
5G have also been tightened. As a result, more uncertainties are being created for Chinese investment in
Europe.

Han suggested that China should improve its domestic security screening system and seek balance
concerning potential entry barriers during negotiations; on the issue of state-owned enterprises or foreign
subsidies, the negotiations should focus on the principle of non-discrimination.

Negotiation is the art of compromise. There are only dozens of days left this year, and we truly hope China

and the EU will strike their investment agreement that will usher in a new era of bilateral investment for the
two continents.

[Other Updates])

Euobserver: On November 26, Minister Xia Xiang, Head of the Economic and Commercial Office, Chinese

Mission to the EU, published an Op-Ed named “China’s Supply Chains and Markets Lend Strong Impetus to
Growth of European Companies” on Euobserver.
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He said the current global industrial layout is a manifestation of the objective laws governing economic
operation; China is also dependent on the EU supply chains in many sectors, and the country’s industrial
chains and markets have created huge benefits and new sources of growth for European companies.

Associated Press: The federal government recognized President-elect Joe Biden as the “apparent winner”

of the Nov. 3 election, formally starting the transition of power after President Donald Trump spent weeks
testing the boundaries of American democracy.

Politico: In a round of phone calls with leaders in Brussels, U.S. President-elect Joe Biden spoke Monday

with European Commission President Ursula von der Leyen and European Council President Charles Michel,
who extended congratulations for his victory over Donald Trump. Michel invited Biden to Brussels to attend
a meeting with EU heads of state and government.

China Daily: Chinese President Xi Jinping spoke by telephone with German Chancellor Angela Merkel on

Tuesday evening, calling for greater progress in areas such as vaccines, bilateral cooperation and
negotiations on the China-European Union Bilateral Investment Treaty.

CNBC: Chinese President Xi Jinping on Wednesday congratulated Joe Biden on winning the Nov. 3 U.S.

presidential election, voicing hope the two countries could promote a healthy and stable development of
bilateral ties, the official Xinhua news agency reported.

SCMP: Chinese Foreign Minister Wang Yi has told his French counterpart that Beijing supports Europe’s
push for “strategic autonomy”, amid calls for the EU to work with the new US administration to tackle China.

Euronews: European Commission President Ursula von der Leyen said Wednesday that the first European
citizens might be vaccinated before the end of December.
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