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Minutes — Meeting of EU Trade Counsellors on 6 July 2015

Shanghai
1. Adoption of agenda
2. "If EU companies are granted ‘National Treatment’ under the EU-China
Comprehensive Agreement on Investment, will this increase your market

access in China?" Presentation by . . o

See Annex |

3. Debrief of EU-China Summit
The EU China Summit, and 1

S

elated events, took place on 29 Jun

discussion ?ocused on investﬁm
and 28 September was agreed asia
where inter alia, parties ﬁ%i
connectivity. Also,
Fund. .7

ﬁciuding FFSI and the silk road initiative,
ﬁh Level Economic Dialogue (Beijing)
s -Synergies on investment, digital and
dler Li proposed an FU China Investmen

=

—_

. _ . .

During the EU-China was also organized a side event to celebrate the 10™ anniversary of
the EU-China IP Dialogue Mechanism. At this occasion, an MoU to enhance IP
cooperation has been signed between Commissioner C. Malmstrom and Minister Gao. The
main highlight of the MoU is the level-up of the IP Dialogue to Vice-ministerial level with
a reporting mechanism to the Joint Committee and to the HED. The role of the IP
Dialogue will be also to provide guidelines to the IP Working Group based on list of
agreed priorities.
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Introduction

Purpose
To assess whether granting of national treatment to foreign investors in China under the

EU-China Comprehensive Agreement on Investment (CAl) would assure market access.

Underlying Questions

.

Domestic Restrictions: To what extent are Chinese investors themselves subject to
market access restrictions, so that enjoying national treatment would not assure market
access?

. Enforceability: Would a Chinese violation of national treatment obligation be provable/

enforceable?

Approach

1

2

Discuss government approval processes at central and locals for domestic investments;

Review fundamental policies guiding investment screening processes, especially
industrial policies and policies supporting state sector;

- Provide examples in 10 illustrative industry sectors of interplay of processes and policies

for approving domestic investments; and

. Consider input from EUCCC.

COVINGTON 2




Introduction

Ten lllustrative Industry Sectors

1

Automobile Manufacturing

: Chemical Manufacturing

Construction & infrastructure

:. Distribution

Energy
Financial Services

;. Healthcare

8,

)

Mining
Professional Services

1¢. Telecommunications

Five Illustrative Provincial-Level Governments

. Beijing
. Chongqing

Guangdong

. Shanghai
. Tianjin

COVINGTON




Domestic Investment Approval Process (3 Crimcat Steps)

Administrative Discretion: High, iediven, or Low
Step 1. Anti-Monopoly Law Review -- if Necessary

Step 20 Name Registration by Relevant AIC

Specific Project-Related Approvals From Various
Authorities - if Relevant {e.g., land use, zoning, construction,
environmental}

Step 4a:  Project Approval - if Applicable
or 4p:  Project Filing --if Applicable

Step 51 Licensing from Industry Regulator - if Applicable

Step 6:  Enterprise Registration with Relevant AIC

COVINGTON 5

Step 1: Anti-Monopoly Law Review - if Necessary

Applicability
Investment subject to AML review by MOFCOM if —

= investment made by way of concentration (i.e., merger, or acquisition of assets or equity
conferring control), or by way of acquisition through contract or other means conferring control or
“decisive influence” over another entity; and

= all participating entities (i} have combined turnover of over RMB 10 billion worldwide or RMB 2
billion in China, and (ii) at least two participating entities each have turnover in excess of RMB 400
million in China.

Exceptions if —

= investment made by establishing greenfield solely-owned or solely-controlled enterprise,
= one party owns at least 50% voting equity or assets in each other party, or

# uninvolved third party owns at least 50% voting equity or assets in each involved party.
Also unclear if MOFCOM has authority to review —

= mergers of SOEs

» SOE transactions related to central role of SOEs in national economic development plans.

COVINGTON 6




Step 1: Anti-Monopoly Law Review - if Necessary

Evaluation Criteria

MOECOM will decide whether to allow investment and/or impose conditions by
judging potential impact on competition in relevant market, taking into account —

% market share of participating entities,
= degree of market concentration, and

= impact of concentration on technological advancement, consumer welfare, and
national economic development.

Potential Concerns — Related to both Domestic Restrictions and Enforceability

# Broad administrative discretion to implement industrial policy and state sector
priorities and to extract extra-legal concessions.

@ Uncertain application to SOE-related transactions.

COVINGTON

Step 4a: Project Approval -- if Necessary

= Project approval process used by NDRC and local counterparts to ensure investments
align with national economic priorities and industrial policies.

s 2004 Decision of State Council on Investment System Reform, and accompanying
Catalogue of Investment Projects Subject to Approval of the Government (“Government
Approval Catalogue”), liberalized project approval process.

» 2004 Decision essentially groups investments into three categories:
Category 1 (Fixed Assef Investments included in Profect Approval Catalogue)

~ Generally require project approval by NDRC, local DRC, or other specified regulator
(sometimes by State Council).

Category 2 (investments not included in Project Approval Catalogue}
» Technically, project filing required with local DRCs for all such investments.

. In practice, given NDRC jurisdiction over “industrial” rather than services sectors,
domestic investors generally only file if investments involve construction,
manufacturing, or other fixed assets.

Category 3 (Domestic Investments with Government Funding)

» SASAC approval also required.
COVINGTON




Step 4a: Project Approval - if Necessary

2014 Project Approval Catalogue (76% reduction in central govt. approval items since 2004)
= Covers 42 specific project types falling within 12 industry categories:

1. agriculture & water conservancy; 7. light industry;

2. energy; 8. new & high-end technologies;
3. transportation; 9. urban construction;

4. information industry; 10. social undertakings;

5. raw materials 11. foreign investment;

6. machinery manufacturing; 12. outbound investment.

Evaluation Criteria
NDRC or designated regulator (or local counterpart) is to evaluate application based on:
i Compliance with laws, regulations, and macro-control policies;
z Compliance with development planning, industrial policies, technical policies, and market
access standards;
s Rational development and efficient utilization of resources;
#. Potential effect on China’s national security, economic security, and ecological security; and
s Potential for adverse effects on public interest, especially in project location.

Potential Concerns
# Significant Domestic Requirements and Enforceability concerns.

COVINGTON 9

Step 5: Licensing from Industry Regulator - if Necessary

m Central and local level measures impose licensing requirements to engage in
various types of business activity.

Previously, such licenses were usually required before AIC processed enterprise
registration (Step 6), but new reform trend sometimes reverses this order.

# Central government maintains online Consolidated List of Administrative Approval
Items by Departments under the State Council (“Consolidated List”).

+ Current list contains 1624 administrative approval items, including 1579
licensing requirements and 45 project approval requirements (tracking the
Government Approval Catalogue), administered by 60 central-level agencies.

(6 have been canceled and 59 delegated to local authorities per various notices)
= We have categorized items on List by --
industry

. type of license (i.e., project approval, non-project approval market entry,
product, personnel, or operations)

- applicability to foreign and/or Hong Kong/Macao investors

COVINGTON to




Step 5: Licensing from Industry Regulator - if Necessary

COVINGTON

Step 5: Licensing from Industry Regulator - if Necessary
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Step 5: Licensing from Industry Regulator - if Necessary

Breakdown of 1624 items on Consolidated List by License Type

A Project Approval

& Market Entry Licensing

# Product ticensing

# Perdonne] Loensing

% Other Operations Licensing

*» Consolidated List useful reference
tool but not a substitute for
comprehensive review of industry-
specific measures, which may
prescribe additional licensing
requirements.

List doesn’t Include licensing
requirements imposed at sub-
central level.

Significant potential for Domestic
Restriction and Enforcement
concerns.

COVINGTON 13

Role of Local Government in Investment Approval Process

b

@

Recent trend to delegate approval authority to provincial-level governments and
below, depending on industry sector and size of investment.

Goal is to balance competing goals:

Advantages of Central Approval Advantages of Local Approval
* Support national economic goals &  * Address disparities between
priorities localities

* Ensure coordination & cooperation  ® Foster competitive spirit of local
between localities authorities

* Free up central level officials to
handle more complicated, nation-
wide issues
Some centrally-imposed requirements allow low level of discretion to local
officials, who simply ensure that technical application requirements are met.
Others allow medium-to-high level where close understanding of local conditions
is required.

Approval requirements also sometimes issued locally to reflect local goals &
conditions.

COVINGTON 14




Domestic vs. Inbound Foreign Investment Approval Processes

(HIGH ADMINISTRATIVE DISCRETION)

B
Step la: AML Review -- if Necessary Step 1: AML Review -- if Necessary

(HIGH ADMINISTRATIVE DiSCRETION) (HiGH ADMINISTRATIVE DISCRETION)
Step 1b: National Security Review if Necessary N/A

Step 2: Name Registration by Relevant AIC
{Low ADMINISTRATIVE DISCRETION}

Step 2: Name Registration by Relevant AIC
(LOW ADMINISTRATIVE DISCRETION)

Step 3: Spacific Project-Related Approvals From
Various Authorities -- if Relevant
(MEDIUM ADMINISTRATIVE DISCRETION)

Step 3: Specific Project-Related Approvals From
Various Authorities -- if Relevant
(MEDIUM ADMINISTRATIVE DISCRETION)

Step 4: Project Approval
(HiGH ADMINISTRATIVE DISCRETION)
or
Project Filing -- if Applicable
{MEDIUM ADMINISTRATIVE DISCRETION)

Step 4: Project Approval
(HIGH ADMINISTRATIVE DISCRETION)
or
Project Filing -- if Applicable
(MEDIUM ADMINISTRATIVE DISCRETION)

Step 5: Licensing from Industry Regulator -- if
Applicable
(HIGH ADMINISTRATIVE DISCRETION)

Step 5: Licensing from Industry Regulator — if
Applicable
(HiGH ADNINISTRATIVE DISCRETION)

(HIGH ADMINISTRATIVE DISCRETION)

Step 6: Enterprise Approval by Commerce Authority

N/A

{Low ADMINISTRATIVE DISCRETION)

Step 7: Enterprise Registration with Relevant AIC

Stap 6: Enterprise Registration with Relevant AIC
{Low ADMINISTRATIVE DISCRETION)

COVINGTON

Preliminary Checklist for Domestic Investor Market Access

(Applicable to private investors not relying on government funding.)

5. 1s AML clearance required?

>, What project-related approvals from local authorities will be required

(e.g., land use, zoning, construction, environmental)?

s. Is project approval required (i.e., is project type listed in Project Approval

Catalogue)?

s, Are licenses required per Consolidated List?

wt

. Does review of industry-specific measures promulgated by central and

local government agencies reveal any other licensing/approval

requirements?

If any such approvals or licenses are required, next step is to assess laws,

economic/industrial policies, competitive environment, and local conditions
likely to inform approval authorities’ review of investor’s application.

COVINGTON




Industrial Policy in China

#

#®

B

#

PRC originally followed Soviet model and used industrial planning documents to set
specific production targets.

Industrial policy documents now used to galvanize government agencies, officials,
state-owned banks, and SOEs to pursue national economic goals in coordinated
mannetr.

Current focus on developing priority industries, especially in the state sector, by --

.. promoting “indigenous innovation”;

: helping China move up value chain; and

s building domestic “champion” companies {especially SOEs} capable of competing giobally.
Regulators required to evaluate investment applications on basis of industrial policies.

Implementation often driven through regulations that guide and incentivize market
actors to engage in preferred activities.

COVINGTON 18




Industrial Policy in China

industrial policies appear in many forms, ranging from general, high-level policy
guidelines to specific, legally-binding goals, targets, and restrictions:

a Five Year Plans

Outline of the Twelfth Five-Year Plan for National Economic and Social Development sets
broad policy directions for 2011-2015 period.

At least 31 additional 12t FYPs covering specific social/economic sectors have also been
issued by State Council to promote goals highlighted in 12th FYP:

1. Indigenous Innovation 12.Strategic Emerging Industries 22.Development of Western
2. Energy Development 13.Integrated Transportation Regions
3. Services Industry 14.Food Safety 23.Drug Safety
4. Healthcare Industry 15.Energy Saving/Emission 24.AIDS
5. Air Pollution Prevention Reduction Industries 25.Endemic Diseases
6. National Ocean Economy 16.5ocial Security 26.Environmental Protection
7. Domestic Trade 17.Sewage Treatment/Recycling 27.Greenhouse Gas Emissions
8. Energy Saving/Emissions 18.Waste Treatment 28.Population Development

Reduction 19.Government Informatization 29.Safe Production
9. Electronic Ports 20.Medical/Health System Reform  30.Aging Services industry
10.Ethnic Minority Affairs 21.Revitalization of NE China 31.Energy Saving/Emission
11.Public Service System Reduction

COVINGTON 9

Industrial Policy in China

# Medium- and Long-Term Plans

MLTPs look beyond 5-year window.
We've identified 7 currently-effective MLTPs issued by State Council:

National Medium- and Long-Term Plan for the Development of the Logistics Industry (2014-
2020)

National Medium- and Long-Term Plan for the Development of the Satellite Navigation
Industry

. National Medium- and Long-Term Plan for the Construction of Major Science and Technology
Infrastructure (2012-2030)

National Medium- and Long-Term Plan for Animal Epidemic Disease Prevention and
Treatment {2012-2020)

Ancillary Policies to the Outline of the National Medium- and Long-Term Plan for Science and
Technology Development (2006-2020)

|

~

w

&

o

[=2]

Outline of the National Medium- and Long-Term Plan for Science and Technology
Development (2006-2020)

Nationa! Medium- and Long-Term Plan of the Ministry of Health and Other Departments for
Schistosomiasis Prevention and Control (2004-2015)

~

COVINGTON 20
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Industrial Policy in China

s Industry-Specific Policies and Plans

. Notice of the State Council on Issuing the Planning for
the Development of the Energy-Saving and New Energy
Automobile Industry (2012-2020)

. Replies of the General Office of the State Council on
Further Promoting the Development of the Service
QOutsourcing industry

. Notice of the General Office of the State Council on

We've identified 12 currently-effective industry-specific policies and plans issued at the
central government level for the ten illustrative sectors:

. Opinions of the State Council on Promoting the 8. Guiding Opinions of the Ministry of Transport, the
Development of the Service Outsourcing Industry National Development and Reform Commission, the

- Several Opinions of the State Council on Promoting the Ministry of Education and Seven Other Departments on
Healthy Development of the Photovoltaic Industry Promoting the Transformation and Upgrading of the

. Opinions of the State Council on Deepening the Vehi?le Maintenance Industry to Improve Service
Circulation System Reform and Accelerating the Quality
Development of the Circulation Industry 9. Notice of the General Office of the National

Development and Reform Commission and the General
Office of the Ministry of Industry and Information
Technology on Matters concerning the Government
Verification and Approval of Investment Projects of
Enterprises in the Manufacturing and Communications
Sectors

10.Management Rules for Manufacturing Schoo! Bus and
Market Access of Products

Issuing the Comprehensive Work Plan for Reducing icies f
Distribution Costs and Improving Distribution Efficiency 11.Policies for the Coal industry

. Guiding Opinions of the National Energy Administration 12.Outiine of the Reform and Development of the

on Controlling the Total Amount of Coal and Optimizing

Circulation Industry

Industrial Layout

COVINGTON 21

Industrial Policy in China

é“x?

o

w

(2]

~

Local and Provincial industrial Policies
Local governments and their constituent agencies often issue industrial policies highlighting
their own economic goals & priorities.

We've identified seven currently-effective broad industrial policy documents issued by the
five illustrative provincial-level governments {or by local governments under them):

- Notice of the People’s Government of Beijing Haidian District on Issuing the Implementation Measures for

Promoting the Development of Major Industries

. Implementation Opinions of the People’s Government of Guangdong Province on Promoting the industrial

Restructuring

- Notice of the People’s Government of Shanghai Yangpu District on Issuing the Several Policy Opinions for

Promoting the industrial Development

- Notice of the People’s Government of Shanghai Songjiang District on Issuing the Implementation Opinions for

Prioritizing the Development of Advanced Manufacturing Industry

- Notice of Shanghai Municipal Commission of Economy and informatization on Management of Industrial

Investment Projects

. Implementation Opinions of the People’s Government of Shanghai Fengxian District on Supporting the

Development of Super Industries and Major Projects

. Notice of the People’s Government of Tianjin on Approving and Forwarding the Tianjin Development and

Reform Commission’s Draft Catalogue on Guidance the Development of Industrial Technology

COVINGTON 22
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Industrial Policy in China

« Catalogues
1ssued from time-to-time by central and local governments to list industry sectors eligible for
designated treatment.

We've identified thirteen currently-effective catalogues issued by central government
agencies, including, e.g., Project Approval Catalogue and Foreign Investment Catalogue:

1. Catalogue of Investment Projects Subject to 8. Catalogue of Guiding Elimination of Outdated
Government Verification and Approval Processes, Equipment and Products in Certain

2. Catalogue of industries Encouraged to Develop in the Industries
Western Region 9. Catalogue of Equipment (Products) of Environmental

3. Catalogue of Priority industries for Foreign Protection Currently Encouraged by the State
Investment in Central & Western China 10.Catalogue of Encouraged Key Industries Enjoying

4. Catalogue for Guiding Industry Restructuring (2013 Income Tax Preferential Treatment in Distressed
Amendment) Areas of Xinjiang Province

5. Catalogue for Guiding Development of Key Products  11.Catalogue of Ministry of Culture for Guiding
& Services in Strategic Emerging Industries investment in the Cultural industries

6. Catalogue for Guiding the Locality of Industries 12.Catalogue of Key Techniques and Products of China’s

Information Industry with indigenous intellectual
Property Rights

13.Catalogue for Guiding Development of Renewable
Energy Industries

~

. Catalogue of Industries for Guiding foreign
Investment

COVINGTON 2

Industrial Policy in China: Examples

State Council: Several Opinions of the Policy states, "Whlle expandmg the photovoltatc generatlon and
State Council on Promoting the Healthy " “applications, control overall production capacity, eliminate
Development of the Photovoltalc Industry gbsolete production capacity; and work hard to adjust industrial
2313) - . . structure and technological advancement.’ It calls for different
: levels of support to different photovoltaic enterprises, emphasizing
_ support for key enterprises that have “high technical level [and]
strong market competitiveness..., eliminating inferior enterprises.
Policy sets specific thresholds and targets for various aspects of
industry’s development. It includes provisions advocating mergers
_ ‘and acquisitions and industrial restructuring to “cultivate a batch
‘of integrated photovoltaic cell manufacturing enterprises
that... [among other thmgs] possess indigenous mtellectual
property.’

COVINGTON 24
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Industrial Policy in China: Examples

State Councd Severai Opmaons of the
State Cotincil on Pmmotmg the -
Sustainable and Healthy Development o
the Rare Earth industry D01 enhancing the concentratlcn ofthe

Document calls for gcvemmem: to! ccntrol total vaiume and

optimize inventary, acce[erate lmplementat:m of the large
enterprises, large groups’’ stratepy for the mdustry, and "further
te earth mdustry i alse
descr ibes how govemment j5 to rsctbz manage access ta the

General Office of the Staté Council: These Guiding Opinions, in promoting the development of the

Guiding Opinionhs of the General Office of . - domestic film industry, call.on government agencies to “work hard »
the State Council on Promoting the to cultivate and develop a batch of state‘owned or state-
Prosperity and Development of the' Film controlled leading backbone enterprises.”

Industry {2010)

COVINGTON &g

Industrial Policy in China: Examples

National Enel;gy Administration: Notice on NEA calls fcr advancmg energy-| related technology developnient in

Issuing the Guiding Opinion for Energy the country through development of i important projects. It states:
Workin the Year 2014 {2014) . - “We shall-adhere to indigenaus innovation, and encourage the

Introduction; digestion; absorption, and re-innovation [of.
technologyl, taking major énergy projects as the carrier, government
as the leader and enterprises as the subject to establisha
mechanism for indigenous innovation systems which combines the
force of the government, entarprises, schools, research institutions
and users, and shalt promote Iocalization of energy equipment. and
the ‘Upgrading’ of scientific and technological energy equipment
We shall speed up the building of an indigenous innovation
technology platform hy energy enterprises:and energy equipment
manufacturing enterprises;, promote localization of energy.
equipment, enharice the fevel of independénce of energy
equipment, form an internationally competitive energy equnpment
Industrial system, and actively support energy eqmpment .
‘enterprises to ‘g0 Eabroad}’ -

COVINGTON 26
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Industrial Policy in China: Examples

PBGC, CBRC, CSRC, CIRC: Guiding Opinions
on Eurther Supporting the Restructuring and
Revitalization of Key Industries and Curbing

Ministry of Science & Technology, “The pramotion of the international develapment of strategic
MOECOM, et. al.; Guiding Opinions on- emerging industries:requires us to'understand recent developments
Promoting the Development of in economic globalization; gradually deeperi international

Strategic Emerging Industries’in cooperation, actively explore new models of coaperation, and

International Markets(2011) participate In international cooperation at & higher level s as to
: ; enhance the capability of independent development and the core

competitlveness of strategtc emergmg industries.

“We shall encourage all banking financial mstltuﬂons o k1novate in
financial products; support enterprises in key industries that innovate,
import. or absorb key technologies and:major equipment which have

~Overcapac1ty in Some Industries through potential for development and have a high degree of industrial
Financial Servnce 2009} & linkages; and promote the indigenous innovation of domestic
' | enterprises and localization of the manufacture of major technical
equxpment : - .
COVINGTON
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Differentiated Treatment of State-Owned Enterprises

= Party policy continues to maintain that state sector should be “dominant.”

s As of 2013, China had approx. 155,000 non-financial SOEs, with assets of RMB
104 trillion, net profits of RMB 1.9 trillion, and 37 million employees.

» Centrally-owned SOEs include:

112 SOEs managed by the State-Owned Assets Supervision and Administration
Commission (“SASAC”);

. Financial SOEs managed by China Banking Regulatory Commission (CBRC), China
Insurance Regulatory Commission {CIRC), and China Securities Regulatory Commission
{CSRC)

e.g., Bank of China; China Life Insurance (Group) Company;
. SOEs managed by other central government ministries and agencies

e.g., China National Tobacco Corporation (China Tobacco) managed by State Tobacco Monopoly
Administration

= Our previous China Investment Restraints Report searched 250,000 laws &
regulations and found relatively small number of measures favoring SOEs.

COVINGTON

28
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Differentiated Treatment of State-Owned Enterprises

15

COVINGTON 2

Differentiated Treatment of State-Owned Enterprises

» However, still effective 1999 Decision of the Central Committee of the CPC
on Major Issues Concerning Reform and Development of State-Owned
Enterprises provides that state-owned capital must play leading role in:

o industries related to national security;

» natural monopoly industries;

- industries involving major infrastructure or important mineral resources;

. industries that provide vital products and services to the public; and

. pillar industries and backbone enterprises in high and new technology sectors.
= Together, Chinese measures and policies have been implemented by

regulators in ways that have substantially benefitted SOEs and impacted
competitive environment in China.

- Evidenced by leading role played by SOEs in ten illustrative sectors, as
discussed below.

COVINGTON 30

15



Checklist for Domestic Investments

1. Approval ltems

Is AML clearance required?

«» What project-related approvals from local authorities will be required, if any
(e.g., land use, zoning, construction, environmental)?

B

Is project approval required (i.e., is the project type listed in the Project Approval
Catalogue)?

& What licenses are required, if any, in accordance with the Consolidated List?

What other licenses and approvals are required, if any, under industry-specific
measures promulgated by central and local government agencies?

&

:. Approval Criteria and Related Factors

« What qualifications and conditions for granting the required approvals identified
above are prescribed in relevant laws and regulations?

»» What guidance for approval authorities is contained in relevant central and local
fevel economic plans and industrial policies?

» What role do SOEs play in the specific industry sector?

COVINGTON
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Approval Mapping Database (Questions 1¢-1¢)

Automobile manufacturing

63

187

745%

*Note: Some of the 695 licensing items shown on following charts contain more than one licensing requirement.

COVINGTON 33
Approval Mapping Database (Questions 1c-1¢)
Number of Licensing Items per Sector
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Approval Mapping Database (Questions 1c-1e)

Number of Government Agencies per Sector

18

# Numiber of Government
Agencias per Sector

COVINGTON 35

. - lice
"Wes" or 'No' . Include Industrial Policy
' . Elements

Dpréct Seliing
Companies

Telecommunications . . Yes
Services o
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Domestic Investor Market Access for 10 Sample Project Types

il

@

Preceding table shows:

SOEs occupy majority market share in 8 out of 10 project types.

Project approvals (explicitly designed to screen projects on industrial
policy grounds) required for 4 out of 10 project types.

Market access-related licensing requirements required for all 10 project
types.

Conditions for obtaining licenses, as provided in relevant measures,
include industrial policy elements (as opposed to containing only
objective technical qualification requirements) for 9 out of 10 project

types.
Industrial policy provisions exist for all 10 project types.

All 10 project types subject to some type of discretionary approval
process and some type of industrial policy consideration.

COVINGTON 37
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EUCCC Input

» Preceding table shows:
« EUCCC industry groups cited 28 issues involving administrative discretion
and 14 related to dominance of SOEs.
. Of 63 relevant issues raised overall, only issues directly addressed by
grant of national treatment are 20 related to promulgated measures that
explicitly discriminate against foreign investors.

COVINGTON 39
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Conclusions

Q. Will foreign investors gain market access in China in sectors currently
prohibited or restricted , on the basis of “national treatment” alone,
under CAI?

A. If (i) project type not on negative list, and (i) investment not blocked on
“national security” grounds under “essential security” exception, then
answer depends on:

« types of approvals required for specific investment;
= approval criteria set forth in relevant laws, regulations, and policies; and

a whether administrative discretion likely to be exercised in non-discriminatory
manner.

COVINGTON 4

Conclusions

1. Potential foreign investors should review approval requirements and
policies for domestic investors in their sectors to determine whether
national treatment alone would open new doors in China.

& “Negative list” showing exceptions to national treatment won’t capture all
industries subject to market access restrictions, because some restrictions are
applicable to domestic as well as foreign investors.

2. Itis important that transparency provisions in CAl are adequate to ensure

that administrative decisions are non-discriminatory and subject to

effective administrative and judicial review.

5. Even if current laws and policies for domestic investors in particular sector
would not biock investments by foreign investors enjoying national
treatment, it is important to ensure that the CAl would protect against
adverse changes in such laws and policies.

. If market access is a fundamental objective of CAl, should it include
affirmative market access commitments (cf. Canada-European Union

Comprehensive Economic Trade A\greement)?
COVINGTON 2
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Market Access Checklist for Foreign Investors with National Treatment

1. ldentify specific types of proposed business activity.

2. Confirm that business activity types are not on “negative list.”
Is national security review required?

;. Determine types of approvals required for domestic investors:
. Is AML clearance required?

% What project-related approvals from local authorities will be required, if any (e.g., land use,
zoning, construction, environmental)?

. ' |s project approval required?
. What licenses are required, if any, in accordance with the Consolidated List?

.+ What other licenses and approvals are required, if any, under industry-specific measures
promulgated by central and local government agencies?

. Determine approval criteria and related factors:
« What qualifications and conditions for granting the required approvals identified above are
prescribed in relevant laws and regulations?
w» What guidance for approval authorities is contained in relevant central and local level
economic plans and industrial policies?
+ What role do SOEs play in the specific industry sector?
COVINGTON 4

Discussion

tstratford@cov.com
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,;,*ﬁ*ﬁ, EUROPEAN UNION
“‘;; gf DELEGATION TO THE PEQPLE'S REPUBLIC OF CHINA AND MONGOLIA
- g
* The Head of Trade Seclion

Beijing, 15 September 2015
Limited

NOTE FOR THE ATTENTION OF EU TRADE COUNSELORS, BELJING

Subject: Minutes of the Meeting of Trade Counsellors, 9 July 20 iS
Dear colleagues,

Please find attached the aforementioned minutes for ol ‘ i e will be
helpful. : ;

Warm regards,

15, Dongzhimenwai Dajie, Sanlitun, 100600 Beijing, China. Tel +(8610)8454 8000; Fax +(8610) 8454 8011
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Prime Minister Li visited France from Ju
President Hollande and Prime Minister Val
cultural stop and Toulouse for an €copo
and Airbus HQ visit).

- Belgium: fao 4
The King and the Queen of the Belgians paid a State visit to China from 20 till 27 June.
They visited Wuhan, Beijing, Shanghai, Suzhou and Shenzhen and had official, business
and academic meetings in all § cities visited. Over the visit, a little less than 100 contracts
were signed in the healthcare, financial services, clean tech, high tech sectors as well as a




twinning between the Provinces of Guangdong and Limburg and a Custom’s Cooperation
agreement around CITES.

In Beijing, the King held bilateral talks with President Xi Jinping, Prime Minister Li
Kegiang and Yu Zhengsheng, Chairman of the Chinese People’s Political Consultafive
Conference (CPPCC). The Vice-Prime Minister and Minister for Foreign Affairs Didier
Reynders had a bilateral meefing with his counterpart.

FUDEL gave an overview on the "Made in China 2025" strategy mier Li
in his government work report to the NPC last March Council
notice on 8 May. The ambitious long term industrial policy strategy a ng China
a world power by climbing up the value chain, mov uality. China
should be transformed from a large manufac anufacturing one
in three decades (until 2045 and even 2049 for the versary "new China"). This

requires speeding up and upgrading China!
technology industries. 2025 will be the first s \
sectors (almost identical to the seven Strategic emerg
Five-Year plan) have been ident comprehenst
the board.

f the long - strategy. Ten priority
ing industries identifies in the 12%
[y upgrade Chinese industry across

Two main features of "Made 1 “ are the multiple signs of economic
pationalism (e.g. the objective i itute foreign inputs for core components and
materials by domestic_ones) and th ao emphasis put on investment (either for going
out — via the export aduction capacity fo third countries — or bringing in foreign key
technologies that.¢an ¢ ute upgrade of Chinese industry). A final characteristic
is the horizontal nature he stratégy which goes beyond the traditional approach to

: wi}yl#‘ée needed with appropriate budget to implement "Made in
withi*an appropriate coordination between all the Ministries and
volved (the State Council "small leading group” chaired by Vice
instrumental, with four Ministries having a key role: MIIT, NDRC,




ning the value of trade affected by anti-dumping

, which gives an idea of the magnitude of trade distorting
gainst China affect a trade value of around 29 billion

}z%ngzy exports to the EU). China's measures in force against the

wound 1.4 billion EUR (1% of EU exports to China). The EU
distorted by the weight of the Solar Panels case (see below).

Solar Panels

[Art. 4.1¢b)] recalled that the EU solar panels case was the largest EU trade defence case ever. At
mitiation stage, the estimated value of Chinese exports of solar panels to the EU was 22
billion EUR.

[Art. 4.1(b)Jirecalled that Solar panels AD and AS definitive measures were imposed in December
2013 for 2 years (namely till 5 December 2015).

The price undertaking covers around 90% of China's exports of Solar panels to the EU.
For Chinese exporters not party to price undertaking, the average duty is 47.7%. The price
undertaking incorporates a quarterly adaptation mechanism. The EU Commussion

i



monitors the implementation of the price undertaking. |

On 6 May 2015, the EU Commission initiated a partial interim review limited to the
benchmark of the quarterly adjustments of the price undertaking. This follows EU
ProSun's request for a change of the adjustment mechanism (aiming to exclude the
quotations of Chinese prices in the database which is used as benchmark for the MIP
quarterly adaptation).

On 29 May 2015, the EU Commission initiated an anti-circamvention investigation of
the AD and AS measures via Malaysia and Taiwan, based on a complaint by EU
ProSun. The complaint claims that Chinese producers have been trans-shipping solar
modules and cells originating in China via Malaysia and Taiwan. Some other companies
are alleged to assemble modules exclusively from Chinese cells and sell:them in the EU as
originating in the country of assembly. As cells determine the origi tels, such a
practise also constitutes circumvention and customs origin fr ion has
nine months to conclude this investigation. In case circumyention isti
measures against China may be extended to Taiwan and Malaysia, b
and Malaysian exporting producers will be exempted from the extended

On 5 June 2013, the Commission published the Regulation giforting:
undertaking for 3 exporters (out of more than 420). 5
Solar', 'ET Solar', ReneSola'. \

Steel products

Provisional measures

: éi;n}}@ig@fgmceeding concerning Stainless Steel cold-rolled flat products
imported from Ehifia, the EU imposed provisional duties ranging between 24.3% and 25.2%
in March 201 ¢ value of China exports to the EU of this product is around 288 million

EUR in 2014. The product concerned is used notably in car parts and refrigerators.

In the anti-dumping proceeding into Grain-Oriented Flat-Rolled Products of Silicon-
Electrical Steel (GOES) imported inter alia from China, provisional measures have been
imposed at the rate of 28.7% in May 2015. Provisional measures are in place for 6 months.
This is a small case. The value of Chijna exports to the EU of this product is around 8
million EUR in 2014.

Initiations
In April 2015 was the initiation of an anti-dumping proceeding concerning imports from

China of high fatigue performance steel concrete reinforcing bars ("HFP rebar™).The
product concerned is used to reinforce (principaily concrete) structures, to strengthen and

6



hold the concrete in tension. The large majority of the EU sales of HFP Rebar is in the UK
and Ireland. The value of China exports to the EU of this product in 2014 is around 70
million EUR.

In May 2015 was the initiation of an anti-dumping proceeding into certain cold rolled
flat steel products imported from China and Russia. Cold-rolled flat steel product is an
industrial input purchased by end users for a variety of applications, mainly in
manufacturing but also in construction. The value of China exports to the EU of this
product in 2013 is around 300 million EUR.

ommented that there are blatant overcapacities in the steel sector in China.
MOFCOM recently reported that China's steel export in the first four months of 2015
soared by 32.7 percent. 1(a) Q

[Art. 4.1(

Cases initiated by China recently

Only one new case has been initiated by China {&c%%gy
"unbleached sack kraft paper” (HS Code: 4804210{2§ﬁglﬁating
This is a small case in value. EU export value in 2014 to China
EUR. This case concerns mainly the followin
MOFCOM issues provisional measures (if an? 4
mvestigation. ’
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*;wﬁr** EUROPEAN UNION
’:‘; ;" DELEGATION TO THE PEOPLE’S REPUBLIC OF CHINA AND MONGOLIA
W
* The Head of Trade Section

Beijing, 16 September 2015
Limited

NOTE FOR THE ATTENTION OF EU TRADE COUNSELORS, BEIJING

Subject: Minutes of the Meeting of Trade Counsellors, 27 A ’%%*‘2615
Dear colleagues,

Please find attached the aforementioned minutes for y,mﬁ%3 }ec
helpful. | A

Warm regards,

15, Dongzhimeawai Dajie, Sanlitun, 100600 Beijing, China. Tel +(3610)8454 8000; Fax +(3610) 5454 8011



Minutes - meeting on 27 August, Beijing 10:00 to 12:00

EU Delegation South Wing — Prodi meeting recom

1. Adoption of agenda

See annex 1 for participants’ list.

2. '‘Outlook of the latest export/imports in China’ including the "trade impacts’ of
the stock-exchange fluctuations and devaluation of the yuan [Art £1(b)] ?

See annex 2 for PPT
1. Trade statistics EU-Chma

According to Chinese official data from the Customs General A
international trade went down by 7% year-on-year during the first
figure well below the trade growth target. Whilst expt :
those last year, imports have experienced a significant,
has been particularly acute with China's traditionakdra
11%]). By contrast, CN-US trade increased % from la
the situation has been better with countries 51

: g§d by 8.3% voy to US$ 195.1
med, the slump reaches - 12.3%,
o the EU over Jan-July 2015. Imports also

%yﬂy period, imports from the EU have

billion in July. As far as exporty {0
thereby resulting in a 4.3% dec i
fell by 8.1% to USS$ 152.1 billx

gone down by 12.3%.

Data taken from the European side
Indeed, Eurostats:gsﬁggﬁ hiat Chi
over Jan-June 2015 and
rising by 34.3%.
between EU and CN

semester and the "Hong-Kong” factor itself could not account for such differences. The
Spanish. delegate suggeste nvestigating the growing impact of trade that ‘escapes’ from
! istics, in particular e-commerce trade.

's exports to the EU have increased by 19.2% yoy
#ts had also increased by 7.4% with the trade balance
to be no obvious explanation to these significant differences

re. closely at the trade structure, EU exports seem fo lag in the sectors of
mient (-5.6% yoy), machinery and appliances (-1.8%) which account for

more than a third of EU total exports to China. Yet, these figures have to be put into

perspective with outstanding export performances registered by those sectors in 2014.

3. Exchange on recent and upcoming visits
See annex 3 for the lists of MS and EU events

4. Update on Cyber Security Law
See annex 4 for PPT

[Art. 4.1(b)]

]
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blueprint are still scant but it seems that already earlier news is confirmed that SOEs
would be grouped into various industries which each its own rules for privatization. It
seems however unlikely that China will give up easily its control on strategic sectors so
this new system will probably for other types of SOEs.

ITA - On 18 July a deal was re .

Finally, the deal includes our e adios, as well as a small ex out on resistance
measuring instruments proposed , at the result is approved, negotiations on
staging can start in the fall and “Asexparision can become a deliverable for the 10th
Ministerial in Nairobi. (Products covered b¥ this expansion include new-generation semi-
conductors, GPS. stem médical equipment, as well as machine tools for
manufacturing prin ircuits, telecommunications satellites and touch screens. Global trade
of those products val

On Tianjin: Many foreign companies affected, especially in the car sector with car losses due
to explosion were huge. Toyota lost up to 3450 cars, Volkswagen 2748 cars and Renault 1500.
Customers will likely have up to 6 months delay in the delivery of their cars. It is clear that is
will have had an effect on trade as many ships were rerouted to Shanghai to deposit their
deliveries. Production in affected companies is still not up and rupning as companies are still
not allowed to enter their own sites. Inspections are ongoing but no foreign company is
allowed to take samples of water of dust, only SOEs are in charge. However according to
official info the Tianjin port and customs are already back on operation again. [ %
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ANNEX 2

China Admin of Forelgn Exchange

mio US$

Goods and Service Trade Balance
L Export .

46506
21083
-164326]

46973
177549
-130575]

13829 40579
1824307 199082
-168602 -158503

80002
191151
-131149]

59654
161447
-101792]

311400 58844
163973  180710§
-132833 121868

-12681
16101

-28783

-17313

*mioUs$

o import

250000

® Goodsand Service Trade Balance
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ANNEX 2

Mainland China Trade with EU 28 . (June 2015}

Saurce: Cusioms General.

f the Peaple's R
June 2015

blic of China

fotah: | s

o 5
ot
EU 28 16504 |-~ 100% 5% ]

100%:
7,695 -12%

Unit: million USD
- Accumulated 2018
ot % % % X 3

P
change
3%

Trade total

271,733

% Tride:
ehangs: [ batanice’

1.983

ST 64,321

T40
2,214

2%
&%

176774
36,745

T
~10,8%6
17200

1428

Provisional data for July 2016: (in US$ ferms)

+ July CN Exports: § 1951 billion |
oEW iz

S _43%over Jan-July 2015
ollS 13%

> +7,3 % over Jao-July 2015

TR
5%

31,941
24.489:
21.781

over Jamduly 2015

23,522
1,505
5355
itz
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EU28 Total Imports. from China EU28 Total Exports to China
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ANNEX 2

Conclusions

1. Significant differences between EU and CN stats = na obvious explanation

, ‘ EU exports o {EU imports from] '
e e
Eurostat | 749 14.9%

. 3% . o g

2




ANNEX 2

2. Investment flows update Q2
based on 'China Observatory of FDI Monitor' by Rhodium

s FDI into China remains stable iﬁ@spite
growi ing @mmmac wa@s.ﬁ

Figure k Foreign Direct Investment Flowa in Ching, 20 201220 2018
Rustehty FER o B 500 i, pRTINE Yhar-Uapony ikl

s IMOFCOM, Utilized FDUHLett Axis)
e 700 D1 YTD % YO Growth, 3rama {Right Axis)
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ANNEX 2

Figure 4 EU-28 FDJ Transuctions in China by Country of Origin, 30 2013-20 2018
Srartely beesotment vabin B 180 ¥
A2

14
Hothertands

30 40T W0 0QIOM 00 e
Souroe: Bhodjer: Group, *Frefisinary data subjsct to adjvstmenta.

2. Investment flows update Q2 :
_based on 'China Observatory of FDI Monitor’ by Rhodium.
e Chinese ODI soars in response to new

. official stats show Oﬁtbﬁund»FDI/.gging i
29% year-on ye - L
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Flgure 5 Chineso Outbound FOI Flaws, 20 2012-2a 2018
Rty OFDE Sows 0 GO0 wllion’, purient yagt-ompnar growwth

ROFCOM, Non-Raaneial DR fLedt Avis
e bon-iancial OFOEYTD % Yo Growth, dmma [Fight Axin}

Figure 7: Chinesa FI Tranzactions In the EU-28 by Entry Made 20 2013202015
gy 54 i vl i S4BT rillion

# Investmant in MBA Dealt (Right Axis)

1 Invastimant in Multivear Gresnfiold [Right &xis}

st Investmeat in New Graenfield Projacts iRight sl
4 Number of New Sroenfisld Projects fLaft Axis

+ Mumber of k&4 Deals (Laft Axis}

3323 13 102034 20204
Sourcs: Fhodier Group.
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30 2013-20 2016
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ANNEX 2

3. Trade ipats of Stock exhge

» The Chinese stock market was egtz«mflgheﬁ
in 1990 {L@:‘mdi}n

13



ANNEX 2

3. Trade impacts of Stock exchange
» The Chinese stock market has its own
characteristics: ' |
o As it is young, it lsydescnbed as lmmature

3. Trade impacts of Stock exchange
e From January to May 2015 the Shanghai and

 Shenzhen stock exchanges‘ have surged 147% ;

and 153% respectlvely
owever from 12 June%

14



ANNEX 2

3. Trade impacts of Stock exchange
* e.d. plunge of 8.48% on 27 July
» on 10 August a State Council decision on SOE

reform is announced and we see nmmed:ateiy
highest razse of 4 92%

15



ANNEX 2

o

18.

% ey

v

FE U U VN I

e

SCUINDEN = 35th of July until 25th of Bugust

1% -1536.1230.24.22

W
-t
o
o~
oL
A
1
~
o
4]
I
Bo
<
<
=
o
>
£
pred
]
i
o
P
=
£
]
N
e
B
]
1%

o
o

16



ANNEX 2

3. Trade |mpacts of Stock exchage
» Biggest consequences

- Investor confidence has been clearly affected

- Adverse effects of governmental mtervent;on
_ both politically and economically and seem
lkely to deiay new reforms

' -4_‘
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ANNEX 2

4. Trade impacts of RMB depreciation

s What happen@d’?

- In a move which surprised many, on 11t
August the PBOC medtﬂed the mechamsm

CRY par 1 EWR

26 Aug 2013 00:00 UTC+ 26 Aug 2015 08:31 UTC
EURICNY ¢lose’7.35448 low:8.56826 high:8.68271

18



ANNEX 2

4. Trade impacts of RMB depreciation
* What to make of it? (1)

19



ANNEX 2

4. Trade |mt of RMB epreciation
s What to make of it? (2)
- It should probably be largely seen as part of
the internationalisation of the RMB in its
,.%-Specla! Drawmg Rghts (SDR).

4. Trade lmpacts of RMB depreciation
» What to make of it? (3)

~ Parts of Chinese economy Stl“ Iook strong
(IMF report this August) .

me eﬁonom;st

20



ANNEX 2

4. Trade impacts of RMB depreciation
» What to make of it? (4)

~ This all will of course have an impact on trade
and investment.

E.g there mtght be a bcostmg effect'on

21






ANNEX 3

‘ 7-i 1 September

China

Dalian, Bejjing

List of Events - 2015

Commissioner MOEDAS, Summer Davos and mestings in Beijing
14-18 September China Beijing 7th Round of EU-China Investment negotiations
22-23 September China Poland EU-China Maritime Agreement Implementation Meeting
28-Se China Beiiin HED - VP KATAINEN/Commissioners MALMSTROM, CANETE, BULC and
P "ng OETTINGER
Back-to-back to HED (tbc) China Beijing EU-China Energy Dialogue with NEA - Comm CANETE
06-Oct Mongolia Brussels EU-Mongolia Trade Sub-Committee
07-Oct Mongolia Brussels EU-Mongolia Joint Committee
07-Oct China Brussels EU-China Joint Committee
Sh i
19-23 October China anghai (and EU-China Competition week
Beijing?)
15-Oct China Beijing Bilateral Competition Dialogue - Commissioner VESTAGER
DG COMP DD - Fourth China C iti i
20-93 October China Beijing G G MADEBO ourt| C?hma ompetition Folxcy Forum and the
International Symposium on IP and Antitrust
. DG Robert Jan SMITS (RTD)
8-3 tob Ch B
28-30 October na eung Joint Steering Committee Mesting of the S&T Agreement
November 2015 (tbc) China Beijing EU-China IP Working Group
3-6 November China China Commissioner ANDRIUKAITIS (SANTE)
9-11 November China China DG TAXUD (HoU) - GACC lllegal Waste Traffic WG in China
) GROW DDG PELTOMAKI (and other DG GROW colleagues) - GROW AQSIQ
9-11 November China Beijing .
annual plenary meetings.
14-15 November China China Phil HOGAN - Commissioner for Agriculture and Rural Development
15-19 November (tbc) China Shanghai, Beijing Comissioner Jonathan HILL - financial services
17 or 20 November (tbc) China Brussels Director Joelle JENNY -~ 4th meeting of EU-China Cyber Taskforce
November (tbc) China China PEC President TUSK
Autumn 2015 (tbc) China China Commissioner VELLA- Environment and MARE issues
. IPR 10th Anniversary Beijing Flag Ship event with High Level participants from
If 2015 (tb h B
Second half 2015 (tbc) China eling EU and CN back-to-back High Level visit?
Troi ir of E B issi i
2015 (tbe) China China Euro Area Troika (Chair of Eurogroup, ECB and Commissioner for Economic and

Monetary Affairs)







ANNEX 3

EUROPEAN UNION
DELEGATION TO CHINA AND MONGOLIA

£ g

Upcoming Member States High Level Visits

Date

Representation

Issues discussed

Belgium

Bulgaria

Czech Repuhlic

Denmark

Germany
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Estonia

Ireland

‘Greece
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France
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| Cyprus

15, Dongzhimenwai Daie, Sanlitun, 100600 Beijing,

China. Tel +(8610) 6532 44 43; Fax +{8610] 6532 43 42
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i f DELEGATION TO THE PEOPLE'S REPUBLIC OF CHINA AND MONGOLIA
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* The Head of Trade Section

Beijing, 16™ September 2015
Limited

NOTE FOR THE ATTENTION OF EU TRADE COUNSELORS, SHANGHAI

Dear colleagues,

Please find attached the aforementioned minutes for yi '
helpful. N

Warm regards,

15, Dongzhimenwai Dajie, Sanlitun, 100600 Beijing, China, Tel +H{8610)8454 8000; Fax +(R610) 8454 8011



Minutes — Meeting of EU Trade Counsellors on 28 August 2013
Shanghai

1. Adoption of agenda

See annex 1 for participants’ list.

2. 'Outlook of the latest export/imports in China' including the ‘trade lmpacts' of
the stock-exchange fluctuations and devaluation of the yuan "

See annex 2 fcrr PPT

3. Exchange on recent and upcoming visits

See annex 3 for the list of EU events

4. Update on Cyber Security Law [
See annex 4 for PPT

blueprint to overhaul China’s s¢
to be the biggest of its kind in

which will ckazmel ild pressure them to twn a profit. In return,
SOEs will be abi% to anore of their own business decisions and their boards of
directors will &é« , ire managers. Sasac will no longer directly intervene in
the running of m ew system will aim to put greater distance between

ommermal operations of state firms, with the Sasac no

still scaig; but it seems that already earlier news is conﬁrmed that SOEs
ed igto various industries which each its own rules for privatization. It
likely that China will give up easily its control on strategic sectors so



items. Finally, the deal includes our ex out on car radios, as w
resistance measuring instruments pmpased by the US. Now that.
negotiations on staging can start in the fall and the :
deliverable for the 10th Ministerial in Nairobi. (Prod

well as machine tools for manufacturing printed circui
touch screens. Global trade of those products val

had an effect on trade as many sinps were rerouted to Shanghm
roduction in affected companies is still not up and running as

pany 1s ;ai owed to take samples of water of dust, only SOEs are in charge.
However accordi ofﬁmal mfo the Tianjin port and customs are already back on




6. AOB

Annexes:

1. List of participants

2. PTT on economic outlook
3. List of high level visits

4. PTT on Cyber




|
pd
pd
<

List of Participants, TCM 28.08.2015, Shanghai

s

[Art. 4.1(b)]

Phone Number

P
o
.
-
e
G

s
o
- .
. - -

-

.
.

o

.

S
s o

£

a .
i .
7 . .

i
. o
W@w\\\\\\\Q .
. o .
.
.
.
/

-
.
o

-

.
-

St

S

ww&mw%&&\xﬁ

.

.

.

i g

e

o
o
.
-

. .

R
.

.
-

.

S

.

=

-

e

S % F s
. .

S 7 o
e o

e

s

o )

.

. .

e

s
.

o
Sy

o

S

.

e

&

o

. .
.
= o

. .

o

.
.

.

.

o

i

.

.
. \\&w\wﬁxﬁ

-

2
i

AN

i

.
. .
i W 2







7

R Ref. Ares(201513899210 - 29/09/2015

2ot g EUROPEAN UNION

a0 T

f; é DELEGATION TO THE PEOPLE'S REPUBLIC OF CHINA AND MONGOLIA
K gk The Head of Trade Section

Beijing, 29™ September 2015
Limited

NOTE FOR THE ATTENTION OF EU TRADE COUNSELORS, BEIJING

Dear colleagues,

Please find attached the aforementioned minutes for yor -record s,
helpful. e Y.

Warm regards,

15, Dongzhimenwai Dajie, Sanlitun, 100600 Beijing, China. Tel +(8610)8454 8000; Fax +(8610) 8454 8011



Minutes - meeting on 21 Angust 2015, Beijing 15:00 to 17:00

EU Delegation South Wing — Prodi meeting room

1. Adoption of agenda

See annex 1 for participants’ list.

2. Reform and closing up? A view sector by sector \§\ u

gi’aper, released during a press conference on
Beijing and Shangha.

The main message of the European Chamber (EUCCC) thisiyeéi e
businesses hailed the promulgation of the Third Plenu’s Decision (I
China's reform vision until 2020. Last year’s paper aﬁﬁﬁ X

now the EUCCC is taking stock. Two years on, reforint inexistent
The situation is portrayed as “Reform and Clesing up” a’s official slogan
of the past three decades, “Reform and o ”

EUCCC considers that China is at a ¢ro: foad. Chin economy is running out of steam
and 'old recipes' cannot be reproduced i e low-hanging fruit of growth,
it needs to embrace a set of bold r as accelerating the reform of the financial

system; limiting the State eng
private sector, including foreign

economy; increasing market access for the
g the Foreign Investment Catalogues.

Amongst EUCCC ; % {ceive that little or no progress has been made,
or the situation | iorated. 66% of the Working Groups perceive that some
progress has bee work still remains. 10% of the Working Groups perceive that
targets have basica ed, or that there is a clear working plan.

A novelty in this year ion Paper, the EUCCC sends a ‘wish list’ to Brussels,
. notably recommendations on what European business invested in China would
‘includeci%iﬁ the ongoing negotiations for an EU-China Comprebensive
Investment (CAT). The EUCCC hopes that the CAI will go significantly
beyond the pr V\\fs:%%?ns of the national bilateral investment treaties (BITs), and will include
an effective Investor-State Dispute Settlement mechanism, as well as a chapter dedicated
to SMEs.

The Position Paper 2015/2016 received a lot of quality media coverage both
internationally and domestically in China. It gamnered headlines in all major international
media outlets such as the Financial Times, Wall Street Journal, Bloomberg, Washington
Post, Reuters, as well as widely disseminated stories from major newswires such as OWC,
DPA, AFP.

Overall, EUCCC considers that the economy is going throngh a bump, but EUCCC
remains bullish over the medium term.



EUCCC presented the main findings of key sectoral Position Papers, namely those of the
Financial Sectors working groups, of the Healthcare and Cosmetics working groups, and
of the transportation working groups. Interested Member States may request similar
vertical analysis on other sectors by the end of this week.

Member States asked questions on the date of the European Presentation Tour of the
Position Paper (week of 25 January 2016), on reform, on the ease of doing business, on the
next five-year-plan, on the difficulty to reach out to Chinese authorities.

See annex 2 for the EUCCC Power Point presentation.

3. Latest work on trade and investment policy regarding China }%,the European

ave an mtroduction

f&ade agreements.
Snnultaneously, foreign direct mvestment exclusive Unmn

competence und,er the CCP. Since then th

g the negotiations on a bilateral
t stressed the importance of

adopted its recommendations and
mvestment agreement in 2013. In,

Council. This practice regardim: ons has been followed in connection to
opening of other negotiations as ch & s the ,Iapan F'I’A zmd the TTIP negot}atxons

[ the EU-China investment negotiations took place in Beijing from the
14th until the/18th of September. The negotiations were very well attended from the

Chinese side with more than 50 Chinese colleagues present and over 30 different Chinese
Ministries and agencies represented.
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WSO A S0mily W ndencom

1. Reform... 1. ...and Closing Up

1. Areduction of government approval procedures 1. Market forces still being constrained

2. Expansion of pension and healthcare insurance coverage 2. Protectionist tendencies in procurement

3. Budgetary and local debt reforms 3. Legislative texts cause concern in the markets

4. Establishment of specialised IPR courts 4. Foreign Investment Catalogue denies market
access

5. Shortening of the Foreign Investment Industrial Guidance
- Catalogue (Foreign Investment Catalogue)
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3. The ‘New Toolbox’ ~ the 3 Plenum’
60 Decisions

apeanthambercany

gl ot state Engagement in ¢, Mno:
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PR & g " Rule of Law
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The Audacity to Change

sense of urgency needs to be running through every echelon of the

Chinese Government

=

S

Foreign business is an important stakeholder in China's reform process

The Decision should form the basis of China’s 13th Five-Year Plan (2016-
2020)

The Chinese leadership:

ould stick to the bold reform pledges made in the Decision;

must counter protectionist tendencies; and

ne

eds the audacity to change.

European Chamber

sprRsk b2
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W Epsatchig

Media Slide (Cont’d)

Key media take-aways:

*  “reform and closing up”

+ China’s economic slowdown is “game changer” for EU firms

European Chamber
R S

» reform|progress is faltering / China needs to “step up” economic reforms

*  Protectionist (“nationalistic” to some media outlets) are “unsettling” European companies
- e.g. National Security Law, (draft) Cyber Security Law, etc.

« Old vs.|new toolbox

* “Does China have the audacity to change?”
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Top CAI Priorities

* Market and ownership access

 Speed and transparency of licence approval process , - European Chamber

PR RS

*  Flexibility in the adaptation of their local set-up
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Top CAI Priorities

it ”

B Definition of Products “made in China

European Chamber

W Avoid government interference in hospital sourcing , , RN

B Equal taxation of foreign-invested distributors of imported cosmetics
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Top CAIl Priorities

Market Access Issues

«  Automotive: A foreign investor’s maximum share in an automotive enterprise is
limited to 50 per cent and a foreign investor is only allowed to establish no more than
two such Sino-foreign joint ventures ( JVs) for passenger vehicles production, and
two for commercial vehicles (‘2+2’) production.

»  Aviation: The mandatory set-up of joint ventures (JVs), the approval of aircraft
purchases/registrations, the operation of GA activities and the allocation of airport
time slots are just a few examples which could be improved to the benefit of the
industry as a whole.

*  Rail: Limited market access remains a major issue for foreign players participating in
the Chinese market. For markets related to mainline rail business, no foreign entity is
allowed to bid directly for a project in rolling stock or signaling segments.

*  Maritime Transport: International relay can only be carried out by Chinese flagged
vessels operated by wholly Chinese-owned companies: resolving this market access
barrier remains an issue of the highest priority for the EU liner shipping community in
China.
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* X DELEGATION TO THE PEOPLE'S REPUBLIC OF CHINA AND MONGOLIA
akadel The Head of Trade Section

Beijing, 29 September 2015
Limited

NOTE FOR THE ATTENTION OF EU TRADE COUNSELORS, SHANGHAI

Dear colleagues,

Please find attached the aforementioned minutes for :
helpful.

Warm regards,

15, Dongzhimenwai Dajie, Sanlitun, 100600 Beijing, China. Tel +(8610)8454 8000; Fax +(8610) 8454 8011



Minutes — Meeting of EU Trade Counsellors on 23 September 2015

Shanghai
1. Adoption of agenda
See annex 1 for participants' list.
2. Reform and closing up? A view sector by sector| |

[,
on Tuesday, 8th September, 2015, both in Beyjing and Shangha:

The main message of the European Chamber (EUCCC) this

system; limiting the State enga émen onomy mcreasmg market access for the
private sector, including foreigil iS5 hing the Foreign Investment Catalogues.

progress has bee fwork still ins. 10% of the Workmg Gmups perceive that
targets have basit -

The Position Paper 2015/2016 received a lot of quality media coverage both
internationally and domestically in China. It garnered headlines in all major infernational
media outlets such as the Financial Times, Wall Street Journal, Bloomberg, Washington
Post, Reuters, as well as widely disseminated stories from major newswires such as OWC,
DPA, AFP.

Overall, EUCCC considers that the economy is going through a bump, but EUCCC
remains bullish over the medium ferm.

EUCCC presentedrthe main ﬁi}dings of key sectoral Position Papers, namely those of the
Financial Sectors working groups, of the Healthcare and Cosmetics working groups, of the

2



transportation working groups, and of the agri-food working groups. Interested Member
States may request similar vertical analysis on other sectors by the end of this week.

See annex 2 for the EUCCC Power Point presentation.

3. Latest work on trade and mvestment policy regarding Chma by the Eumpean
Parliament

about the role of the European Parliament in the Common Commercial Policy. He stressed
that by entry into force of the Treaty of Lisbon, the European Parlia
picture of the European Unions trade policy by (1) achieving co deéis

adopted its recommendanons and support to ope
investment agreement in 2013. In its resolution.P dent he importance of
including Market Access n the negotiations and ble development.

with the US. The EP is closely follow S negotiating agenda The EP's
position on EU-China trade rel lates back to 2012, cmenﬂy there is a general
resolution on EU-China politi i he making, whxch 1s likely to be voted in
plenary later this year. |




A AQOB
Tianiin blast and consequences

EUDEL mentioned that EU chemicals companies report great difficulties in
exporting/importing hazardous chemical products to/from Tianjin port, but also to/from
other Chinese porfs. Some are reverting to air transportation instead. It seems there 1s a
mismatch between instructions given by Port authorities, overly cautious after the Tianjin
blast, and Customs instructions, with the consequence that trade of hazardous chemicals
has practically come to a halt.

EUDEL is gathering evidence from Member States and busiess . qe the
appropriate conrse of action. e
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Market Overview and Outlook

An increasing number of Chinese consumers
have turned to imported consumer brands due
to rising concerns over food safety in recent
years.

China will become the biggest importer of food
products in the world by 2018.

Rapid development of cross-border e-
commerce but not covered in the new Food
Safety Law.

New requirements are raised in the new Food
Safety Law to strictly regulate infant formula
sector.

McKinsay
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