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Foreword

The European Think-tank Network on China (ETNC) is a gathering of China experts from
a selection of European policy research institutes. The ETNC is devoted to the study of
Chinese foreign policy and European Union (EU)-China relations and facilitates regular
exchanges among participating researchers. The ETNC strives to deepen the
understanding of how Europe, as a complex set of actors, relates with China and how
China’s development and evolving global role will impact the future of Europe. When
examining the EU-China relationship, the network’s discussions, analyses and
recommendations take a decidedly “bottom-up” approach, examining the bilateral
relationships between individual EU member states and China in order to generate a more
complex perspective on the broader EU-China relationship.

The network was first launched on the initiative of the Elcano Royal Institute and the
French Institute of International Relations (Ifri) in Brussels on 6 November 2014. This
meeting brought together experts from eleven EU member states, as well as observers
from EU institutions. The ETNC members decided to meet in a different capital every six
months and the Mercator Institute of China Studies (MERICS) joined Elcano and Ifri in
their efforts to move the project forward.

The ETNC's goals are:

e To facilitate regular exchanges among European researchers on key issues related
to China and Chinese foreign policy, particularly on how they relate to the EU,
individual EU member states, and other European countries.

e To generate discussions among European policy experts on bilateral relationships
between EU member states and China, and subsequently on the EU-China
relationship more broadly.

e To contribute to the analysis of China’s emerging grand strategy by focusing on
European perspectives, with an eye on how this crucial relationship impacts the
broader global economic and political order.

e To provide recommendations for the conduct of Europe-China relations based on
in-depth discussions and research conducted by experts within the network.

e To create a European pool of expertise and contact networks in and on China that
can be activated and utilized whenever one of the participating members requires
it.

Ultimately, the ETNC’s main aim is to enhance European expertise, knowledge and
networking capacity on China’s foreign policy and its foreign relations with the EU member
states and the EU itself, by focusing on all the different levels of interaction. These range
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from the local to the supranational, but the ETNC considers the national sphere to be the

analytical point of departure.

This report is the third in an on-going effort to dissect and reassemble Europe-China
relations from a European country-level perspective. The first roundtable discussions on
the report were graciously hosted by the Finnish Institute of International Affairs (FIIA) in
Helsinki in May 2017, and its conclusions further refined in discussions organized at the
Istituto Affari Internazionali (IAI) in Rome in October 2017. The report has been
coordinated by Ifri with the active participation of all ETNC institutions and an equal
sharing of publication costs between Ifri, Elcano and MERICS.
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Introduction: Sizing Up Chinese
Investments in Europe

JOHN SEAMAN, FRENCH INSTITUTE OF INTERNATIONAL RELATIONS (IFRI),
MIKKO HUOTARI, MERCATOR INSTITUTE FOR CHINA STUDIES (MERICS),
AND MIGUEL OTERO-IGLESIAS, ELCANO ROYAL INSTITUTE

Chinese investments in Europe have surged in recent years, and have become a critical
feature of Europe-China relations. Foreign direct investment (FDI) in the European Union
traced back to mainland China hit a record EUR 35 billion in 2016, compared with only
EUR 1.6 billion in 2010, according to data gathered by the Rhodium Group. In a historic
shift, the flow of Chinese direct investment into Europe has surpassed the declining flows
of annual European direct investments into China.! As China continues to grow, develop,
and integrate into the global economy, its overseas investments expand in quantity and
quality, reflecting both the growing sophistication of the Chinese economy and broader
Chinese commercial and policy goals. Going beyond FDI, Chinese investment is creating
new realities for Europe-China relations.

This report by the European Think-tank Network on China (ETNC) brings together
original analysis from 19 European countries to better understand these trends and their
consequences for policy making and Europe-China relations, including at the bilateral, sub-
regional and EU levels. As in all ETNC reports, it seeks to do so using a country-level
approach. Through these case studies, including an introductory explanation and analysis
of EU-wide data, the report aims to identify and contextualize the motives for Chinese
investment in Europe and the vehicles used. However, the originality of the report also
lies in the analysis of national-level debates on China, Chinese investment, and openness
to foreign investment more generally. This is not just a story about FDI strictly defined,
but about the (geo)political implications that emanate from deeper economic interaction
with China. Ultimately, Europe is far from speaking with a single voice on these matters,
and identifying where the divergences and convergences lie, will be crucial in formulating
solid and complementary policy positions at the EU and national level moving forward.

1. EU FDI transactions to China in 2016 only totaled EUR 8 billion, according to Rhodium Group data. Still, according
to Eurostat, in 2015 stock of EU FDI in China continued to outweigh Chinese direct investment stock in the EU by
EUR 168 billion to EUR 35 billion. Eurostat, "The EU Continues to Be a Net Investor in the Rest of the World”,
Eurostat News Release, 12 January 2017, http://ec.europa.eu.


http://ec.europa.eu/eurostat/documents/2995521/7788281/2-12012017-BP-EN.pdf/684f355f-8fa6-4e75-9353-0505fa27f54f
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China’s growing investment interests in Europe

Until recently, it was not uncommon to depict China as a minor source of investment in
Europe and elsewhere in relative terms. Indeed, of total FDI stock held in the European
Union by the end of 2015, China only accounted for 2 percent according to Eurostat
figures, and its investment stock in many European countries remains low when compared
with older investors. However, the facts on the ground are evolving rapidly, and China still
has plenty of room to grow: The total stock of Chinese outbound direct investment
worldwide still only represents 10 percent of its national GDP. Compare this to France or
the UK (50+ percent), Germany (39 percent), the United States (34 percent) and Japan
(28 percent).2 If China continues on its path towards more advanced levels of economic
development, we must expect a massive further increase in its outbound FDI. Europe has
already become a favored destination for Chinese investment, and policymakers need to
adapt to a new force shaping the economic and political landscape in Europe.

As the country analyses of this report show, European economies have a wide range
of assets and features that Chinese investors seek. There should be no doubt that China
needs Europe (maybe even more than vice-versa). Patterns of Chinese investment
highlight sources of European attractiveness that need to be better appreciated and
leveraged. Among the things that Chinese investors seek in Europe are:

o Technology, to include established high-tech assets, emerging technologies and
know-how;

e Access to the European market, for Chinese goods and services;

e Access to third markets via European corporate networks, especially in Latin
America and Africa;

o Brand names to improve the marketability of Chinese products both abroad
and for the Chinese market;

o Integrated regional and global value chains in production, knowledge and
transport;

e A stable legal, regulatory and political environment, particularly in a
context of global disruption and political uncertainty;

o Political/diplomatic influence in a region that in aggregate terms remains the
second largest economy after the US.

Behind the growth in China’s outbound investments is the story of China’s economic
transformation towards more consumption-based growth and higher value-added
industries, including technology and services. The success of China’s economic
transformation depends on an increased commercial presence abroad and deepening
international linkages. This is not only true for all economic enterprises in China, including

2. UNCTAD, “Annex Table 8: FDI Outward Stock as a Percentage of Gross Domestic Product, 1990-2016", World
Investment Report 2017, United Nations Conference on Trade and Development (UNCTAD), 7 June 2017,
http://unctad.org.

10
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SOEs and private companies, but it also serves as a critical source of Party legitimacy and
political stability.

In this context, many chapters in this report confirm the importance of Beijing’s policy
initiatives in shaping investments overseas, and in Europe in particular. Beijing’s “going
out” policy starting in 2001, and intensifying after the Global Financial crisis, has facilitated
and encouraged the internationalization of Chinese firms for much of the last two decades
as a means to develop the national economy. More recently, both China’s 12t and 13,
five-year plans (2011-2015; 2016-2020) have encouraged overseas investments as a
means to access supply chains, quality brand names and advanced technology - all
reasons for investing in Europe. As China’s industrial strategy grows in sophistication,
plans such as “Made in China 2025” will increasingly channel overseas investments as a
means to achieve clear policy goals in the so-called “new strategic industries” defined in
Beijing. In 2016, the largest share of Chinese global mergers and acquisitions targeted
the high-tech sector (24 percent of total deal values), compared to 20 percent that
targeted energy and material assets (Rhodium Group, 2017). The controls on outbound
Chinese capital that the Chinese government deployed in 2016 and 2017 also highlight
the crucial impact of Beijing’s interests and policies, i.e., the political nature of outbound
capital flows. Finally, as China continues to press forward with its Belt and Road Initiative
(BRI), an initiative now elevated to constitutional rank within the Chinese Communist
Party in fall 2017, Europe can also expect to see an increasing number of related Chinese
investments.

Reactions in Europe:
Between open doors and growing concerns

Since the onset of the economic and financial crisis in 2008, and still today, many capitals
and economic centers across Europe have looked to China and Chinese investors as a
source of opportunity and growth. Indeed, promoting investment relations has risen to
the top of many bilateral agendas. As demonstrated in the chapters that follow, Chinese
investment serves to create and/or maintain jobs, to provide capital for research,
development and innovation, generate wealth and tax revenue for cash-strapped
governments, create new market opportunities for European firms both in China and in
third markets, build and improve infrastructure and even introduce technology and
innovative business models into Europe. Moreover, at a broader level, China and Europe
face similar, pressing challenges, such as climate change, inequality and calls for
protectionism, and there is an increasingly urgent need for joint solutions that cross-
border investments can facilitate.

For all of these reasons, Chinese investment is and should be encouraged.

11
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Growing concerns

Given these advantages, European countries actively seek out Chinese investment, but
the magnitude and certain patterns of investments have also raised concerns. Finding the
right balance between addressing these concerns and holding to the principles of economic
openness has proven a serious challenge both in the context of Europe-China relations
and for the European Union more generally. European concerns are related to a
combination of issues that are often hard to disentangle and are prone to hype and
politicization. Challenges raised in the following chapters of this report include:

The role of the Chinese state in the economy;
A lack of reciprocity and fair competition;
National competitiveness and technological leadership;
Uncertainty about security-related critical infrastructure and sensitive
technologies;
e Investments as a source of political and geopolitical influence, and divisions
within Europe;
Broader regulatory concerns;
Intra-European competition for investment;
e A growing “promise fatigue”.

Such concerns have become more publicly voiced in European capitals and in Brussels
as Chinese companies have begun to buy what some consider critical infrastructure across
the continent. The best examples here are the purchase of large shares in the port of
Piraeus in Greece, the public electricity grid in Portugal, and the creation of the 16+1
framework with the Central and Eastern European countries with promising investments
in major projects, such as the Budapest-Belgrade high-speed rail connection. This has
given observers the impression that China is slowly penetrating the “softer” Central,
Eastern and Southern outer circles of the EU and is encroaching on “core economies.”
It was, however, a series of (proposed) high-tech take-overs in Germany, including the
buying of leading German robotics firm Kuka, which proved to be a watershed in Europe.
For the first time, parts of the German political class made explicit that Chinese
investments could elicit substantial security concerns and become a strategic threat to the
country’s industrial leadership.

Clearly, this is not only a German phenomenon, as illustrated in many of the chapters
that follow, particularly the Netherlands. After many years of divisions and inaction, this
year has seen remarkable synchronicity in debates about a need to regulate and screen
(Chinese) foreign investment among OECD countries and throughout the EU. Following
earlier developments in France, countries like Germany and even Hungary have proposed
or even implemented new national legislation in this field. In Europe in particular, there is
an increased realization among policymakers of the risks associated with foreign control
over strategic assets, including “enabling technologies” that are key for national and
European security.

12
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These concerns are only magnified when considering the likely trajectory of China’s
foreign economic policies related to persistent structural imbalances in its domestic
economy. Its unsustainable credit growth and overcapacity mean that Chinese firms,
especially SOEs, are very keen to buy foreign assets and divert their extra-capacity to
foreign markets. Furthermore, the targeting of Chinese investments into high-tech sectors
risks whittling away at Europe’s competitive advantage, which relies on technological
innovation. If this technology is easily acquired through China’s increased financial power,
this will become a strategic threat to Europe’s global economic positioning and standards
of living. As such, this increased appetite to enter the European market needs to be
welcomed with caution.

China’s increased investment presence in the EU might also have political and
geopolitical implications. There are concerns in Brussels and many European capitals that
China might exercise, or indeed has already exerted political influence in the countries in
which it has invested the most. Already we have seen how Greece and Hungary were
reluctant to support a tougher line from the EU towards China regarding the South China
Sea disputes. This is a worrisome development, which might also explain why now many
EU countries, including the more vocal ones in this area like the UK, Sweden and France,
appear more reluctant to criticize China’s human rights record. In general, there is now
an attitude of complacency with China because this will bring rewards: more Chinese
investment and perhaps more access to the Chinese market. Yet, sometimes the
expectations are not fulfilled. The current Hungarian government has been heavily
seducing China for some time, but since 2010, and despite many promises from Beijing,
only a very limited number of investment programs have seen the day of light. In this
sense, it appears that China has been able to use this power of expectation to obtain
diplomatic concessions.

Consensus and division on how to respond

In light of these growing concerns, the debate over how to respond has heated up, with
many policy makers expressing increasing hesitation over security risks, loss of
technological leadership and national economic competitiveness. The formal letter
submitted to the European Commission in February 2017 by the Ministers of Economy
from Germany, France and Italy highlights growing concerns about Chinese investments
into strategic assets across Europe. In September 2017, the Commission formally
proposed new legislation for establishing a common European framework for screening
foreign direct investment into the EU.3 The proposed screening mechanism concerns
primarily strategic assets that are critical to EU security and public order, including foreign

3. For additional resources on the proposed framework, see “State of the Union 2017: Trade Package: European
Commission Proposes Framework for Screening of Foreign Direct Investments”, Press Release, European
Commission, 14 September 2017, http://europa.eu.

13
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acquisitions of critical technologies, infrastructure, inputs or sensitive information. The
proposal would also create a cooperation mechanism between Member States and the
Commission, which can be activated when a specific foreign investment in one or several
Member States may affect the security or public order of another. Greater transparency
and a more coordinated and up-to-date approach to protecting critical infrastructure and
sensitive technologies are sensible, and long overdue.

It should be noted here that China is not the only concern. Indeed, in many countries,
particularly in Central and Eastern Europe as well as among Nordic states, Russia is
considered to be a more immediate threat. Meanwhile, governments, for instance in
France, have also expressed concerns in recent years over acquisitions by US companies,
and have adjusted their own screening mechanisms as a result. Still, concerns over China
have galvanized action at the EU level, and many countries lack both the means and the
policy mechanisms to properly assess and manage the situation.*

Formulating a coherent response to this challenge on the European level will be
difficult. The broader balance of the EU’s and member states’ competencies on investment
is still evolving, although, as a result of the Lisbon Treaty, investment issues fall under
the remit of the EU Trade Policy (article 207 TEU). Moreover, safeguarding national
sovereignty has proven a core theme for many EU member states. Many in smaller-sized
European states have expressed concerns that measures such as an EU-level investment
screening mechanism could be used by larger Member States and/or the Commission as
an instrument of influence to the benefit of some and the detriment of others. Still others
(see the Denmark chapter, for instance) have argued that the strengths of their national
economies lie in their high degree of openness to investment and trade, and that measures
to control the flow of goods and money will only reinforce a growing international trend
towards more protectionism and ultimately prove detrimental to growth and prosperity.
The diverging views within the EU on these issues can in some ways be representative of
diverging interests relative to the strengths and needs of national economies. Technology-
and innovation-driven economies will seek greater protection combined with careful
exposure to the Chinese market. Meanwhile, those more reliant on internal consumption,
tourism and foreign capital see the benefits from Chinese investment in relation to these
needs, and therefore have different assessments of the risks that this investment entails
for the protection of intellectual property and the loss of competitiveness.

4. On national-level screening mechanisms, see Gisela Grieger, “Foreign Direct Investment Screening: A Debate in
Light of China-EU FDI Flows”, Briefing, European Parliamentary Research Service (EPRS), May 2017, p. 7,
www.europarl.europa.eu.

14
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The way forward

In light of this complex picture, both European capitals and the European Union need a
more sophisticated response, seeking a proper balance between risk-management and
openness. Chinese investment in Europe can be a source of jobs, growth and even
development and technological progress, but it can also be a destabilizing, strategic
challenge, if not an outright threat. In this light, the following should be considered:

¢ Implement a more coordinated and focused European framework
for investment screening

The openness of European economies has proven to be a source of growth, development
and prosperity, but in recent years, many countries in Europe have awakened to evolving
geopolitical realities and the idea that a more fine-tuned balance between openness,
security and public order is needed. The proposal by the European Commission to establish
a framework for screening FDI in the EU is a step in the right direction. It is perfectly
reasonable that European states should be both individually and collectively concerned
with the protection of critical infrastructure and “enabling technologies” and seek to ensure
that foreign investments do not threaten security and public safety across the continent.
At the same time, there are clear risks of falling into a protectionist spiral. Using
investment screening mechanisms as a means to protect broadly-defined, and perhaps
politically-motivated “strategic sectors” should be avoided. Moreover, there is a clear need
to communicate and conduct outreach both within Europe and to the rest of the world on
the drivers and goals of such a framework.

e Tackle the broader challenges: Reciprocity and fair competition

In dealing with China, the question of reciprocity on issues such as trade and investment
has proven to be a core concern for many in Europe, and a level playing field for European
and Chinese firms in both markets should continue to be sought after. Indeed, the
implications of a highly restricted Chinese market and a much more open European
economy are significant. For instance, this report shows that a key motivation for many
European firms seeking Chinese investors is to facilitate access to China’s internal market.
This often gives China an unfair advantage when bidding for European assets, as China’s
market remains comparatively closed. Chinese investors are therefore able to leverage
market access and outbid foreign competitors. Support from the Chinese state, such as
subsidies and financing from state-owned banks, only increase these advantages for
Chinese investors. The call for reciprocity and fair competition has become louder, but it
is not particularly new. European and US policymakers have demanded it now for some
time, but progress has been very slow. There is now the risk that, if China does not open,
Europe and the US could move towards negative reciprocity, i.e., restricting access to their
own markets. This would be a lose-lose situation for everyone. The ball is now in the

15
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Chinese court. The Chinese president Xi Jinping solemnly declared in Davos in January
2017 that China will do its part to facilitate the next stage in globalization. Now is the
time to convert these words to reality. If China does not open sectors such as healthcare,
education, telecommunications, energy, multimedia entertainment, and finance, it cannot
expect to find continuously open doors in the EU.

e Come to grips with a revived role of the State
and the Party in China’s economy

The hardening of the European position vis-a-vis China could already be observed in
regard to the debate on whether China should be granted market economy status. For a
long time, it was expected that the EU would automatically offer this recognition to China,
but this has not been the case. In Europe, there is now a consensus that the participation
of the state and the Communist Party of China in the economy continues to be pervasive.
Under Xi Jinping, even privately-owned Chinese companies have been called upon to “put
country first” and be “patriotic”.> Indeed, linkages between the government, the Party,
the military and both SOEs and private enterprises and investors are growing under Xi
Jinping’s leadership and cannot be ignored.® This has serious implications for security, fair
competition and reciprocity. It means that Chinese SOEs get preferential state financing,
that public procurement contracts are mostly given to Chinese companies, that there is
suspicion that Chinese companies (including those that declare to be private) might have
close ties with the government and/or the Party (which would have major national and
European security implications) and that in China there is still the “rule by law"” rather than
a rule of law, with the legal insecurity this implies. Europe is certainly not in a position to
ask China to change its state capitalist model, which has proven to be successful in many
regards, including in maintaining CCP power. However, if Beijing is serious about
deepening the “strategic partnership” with the EU at the economic and political levels, it
will have to give concessions or improve in some of these areas to continue to be welcome
in Europe. If it does not, the protectionist and political backlash will only increase.

o Think regionally and sectorally

Many of the chapters in this report highlight the regional nature of many Chinese
investments - acquisitions often made in one country (Germany, Sweden, France, the
Czech Republic or Portugal) can have direct implications for ownership and operations in

5. h#thg ESRATEERURBRERKHELMAAFTEURBEHREFRIFECWRERNREIL [CPC Central Committee and
State Council on Creating a Healthy Growth Environment for Entrepreneurs - Promoting an Outstanding
Entrepreneurship for Better Playing the Role of Entrepreneurs], State Council of China, 8 September 2017,
Www.gov.cn, see also Jennifer Hughes, “"China’s Communist Party Writes Itself into Company Law”, Financial Times,
14 August 2017, and Sebastian Heilmann, “How the CCP Embraces and Co-Opts China’s Private Sector”, European
Voices on China, MERICS blog, 21 November 2017, http://blog.merics.org.

6. See for instance: Barry Naughton, “"The General Secretary’s Extended Reach: Xi Jinping Extends Economics and

Politics”, China Leadership Monitor, No. 54, September 2017, www.hoover.org.
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other countries (Romania, Belgium, Greece, Slovakia or Spain) and beyond. In particular,
Chinese investments into sectors such as energy, transport or telecommunications lend
themselves to longer-term regional strategies on the part of Chinese investors, whereas
the European Union itself has often had trouble formulating regional policies in these
areas. This highlights the need for a more coordinated, European dialogue on foreign
investment more broadly, but also related to China in particular. More work needs to be
done, for instance, on the regional strategies of individual Chinese companies, such as
COSCO Shipping, Huawei, HNA, the China State Grid or CEFC, and their relationships with
national strategies formulated in Beijing. In the end, it may be discovered that Chinese
investments into critical or sensitive European infrastructure are more beneficial than not
for national and European interests, but governments would be remiss not to do their due
diligence and measure the risks and opportunities. Therefore, communication,
coordination and adoption of best-practices should be a long term strategic approach.

e Develop a more sophisticated, data-driven view
of capital flows beyond FDI

Many of the chapters in this report highlight the difficulties in defining and assessing
Chinese investments using consistent, available data. Focusing on a narrow, statistical
definition of FDI fails to measure the full extent of investment-related dependencies (loan
obligations, etc.) and benefits (such as job creation, tax revenues, contributions to local
innovation, etc.). For instance, investment by Chinese citizens into real estate in the last
five years via so-called “Golden Visa” programs has proven a major source of investment
and revenue for many countries, including Portugal, Greece, Spain and Latvia. In countries
like Germany, Chinese venture capital and early-stage financing are on the verge of
becoming a new driver of technological development. Moving forward it will be important
to develop a more granular, country-based, bottom-up analysis of different types of
Chinese capital flows into European countries, to include more qualitative analysis and
study of the individual bilateral context and how the resulting information can then be
used to develop a more coordinated EU policy.

e Deepen European coordination and communication
on foreign investment

In recent years we have seen the drawbacks of the lack of strategic thinking in the EU.
Under the European rescue and adjustment programs, countries like Portugal or Greece
were under enormous pressure from other EU member states and institutions to privatize
some of their public assets, which have eventually ended up in the hands of well-paying
Chinese investors. Only now are we hearing calls for conditionality and/or restraint in
selling “strategic” companies to non-EU investors. Yet again, this is another example of
the EU’s reactiveness and acting late (although as the saying goes, better late than never).
This is not a plea against privatization per se (indeed, many public assets have proven to
be structural burdens for their societies at large), but rather for a better thought-out
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process. Perhaps these acquisitions were needed to open the eyes of politicians and
policymakers in powerful capitals such as Berlin and Paris and also in Brussels. Now is the
time to deepen coordination within Europe, sharing experiences and pooling resources can
help overcome many of the challenges. In assessing the vulnerability of strategic assets,
for instance, exchanges have already increased among European intelligence services on
these issues, in the context of the Club of Bern - an informal gathering of European
intelligence officers. Such discussions, focusing on perceived security challenges and good
practices to address them, could help in formulating some recommendations for national
governments and EU institutions.

e Invest in European integration

The story of Chinese investment is as much a story about China’s unquestionable rise as
it is about Europe’s alleged fragmentation. Some of the political capital that China has
been able to gain across the continent is due to a lack of confidence in the EU and its
social market economy model to provide opportunities for future growth and investment.
Years of stagnation after the crisis, Brexit and the re-emergence of nationalist forces have
certainly dented confidence inside the EU, but it is also true that in 2017 the situation has
markedly improved. Growth has returned, unemployment is in steady decline and some
key elections have been won by pro-European forces. It is also important to look back and
appreciate the level of coordination that has been achieved in regard to China policies.
Two years ago, the members of ETNC were pessimistic about the possibility to craft a
common position in sensitive areas such as whether China should be considered a market
economy, whether there could be a common position on the steel dispute and whether
the EU should have an investment screening mechanism. Today there is a more cohesive
stance in all these areas, though differences still remain on these and other questions, as
has been highlighted above. Nevertheless, the ability for Europe to speak with a stronger,
more common voice in international affairs, and towards China in particular, can only come
if there is confidence in the prospects of the European project.
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Summary

Chinese investment in Europe has grown rapidly in recent years. However, there is a lack
of clarity on the pace of growth and the distribution of investment across industries and
countries due to insufficient data. This introductory chapter first presents an overview of
different types of Chinese investment flowing into Europe, before discussing in more detail
the available measures to describe direct investment from China to the European Union
(EU), which is the arguably most prominent type of Chinese capital flow into Europe in
recent years. While official Chinese and European datasets reveal a similar general trend,
they suffer from major coverage gaps, internal inconsistencies, and delays. This chapter
makes use of an alternative transaction-based dataset that provides information about
additional variables of interest to policymakers and offers a broad overview of
developments and patterns regarding entry modes, investor characteristics and the
geographic distribution of Chinese direct investment in Europe.

Foreign direct investment is a critical,
but not the only form of Chinese investment in Europe

The first analytical challenge for assessing the export of Chinese capital to Europe is the
distinction between different channels and types of flows. A common starting point for
classifying capital flows is the System of National Accounts (SNA). The SNA is an
internationally agreed-upon standard set of principles for measuring economic activity
used by the International Monetary Fund (IMF), the Organization for Economic Co-
operation and Development (OECD), and other international organizations.
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In national account statistics, cross border investment flows are commonly separated
into five categories:?!

e Direct investment entails cross border capital flows that achieve significant
influence over the management of an invested entity and a long-term investment
relationship. The common threshold for a direct investment is 10 percent of voting
shares.

e  Portfolio investment entails a typically shorter-term investment in liquid securities
with no control, such as holdings of equity shares with less than 10 percent of
voting rights, or corporate debt instruments.

e Derivatives refer to financial instruments such as swaps, futures, and options,
which are only contractually related to the underlying value of real assets such as
firms or commodities.

e Other investment is a residual category that entails all flows that do not fall under
the previous categories such as foreign bank deposits, currency holdings, cross
border loans, or trade credits.

e Reserves are liquid instruments held by governments or central banks in the form
of gold, foreign exchange, or special drawing rights at the IMF.

As one of the world’s largest economies and financial markets, Europe receives
Chinese capital through all these channels: Chinese companies are building and buying
new subsidiaries in Europe; Chinese institutional and retail investors are holding shares in
European companies; Chinese banks are trading derivatives and securities; and the
Chinese government owns European debt securities as part of its reserves. Moreover,
other types of commercial transactions such as the buying of real estate by individuals,
leasing or service contracts (for instance to build certain types of infrastructure) are often
considered in debates about Chinese investment in media and policy circles.

While each of these channels is important for EU-China investment relations, foreign
direct investment (FDI) has arguably emerged as priority. Not only has FDI from China to
Europe grown rapidly in recent years, but it also entails long-term control over local
operations, which brings a particular set of opportunities and risks. In the remainder of
this chapter we focus on available data sources and approaches to better understand the
broad picture of China’s FDI footprint in Europe. This picture will be complemented in the
following chapters with additional, detailed information on the specific modalities and
trajectory of direct investment projects and other types of capital flows as well as on their
local impact.

1. See the Balance of Payments and International Investment Position Manual Sixth Edition, International Monetary
Fund (IMF), 2009. The IMF definitions are also accepted by other international organizations such as the
Organization for Economic Co-operation and Development (OECD) and United Nations Conference on Trade and
Development (UNCTAD).
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Official data show a significant increase in Chinese direct
investment, but lack coherence and granularity

Both governments and international governmental organizations provide data on FDI flows
between the EU and China.2 However, official government data can have gaps and long
time lags. Moreover, they are mostly compiled based on balance of payments principles,
so they are prone to distortions based on tax optimization structures in international
transactions. Aggregate official FDI figures often lead to misunderstandings, for instance
because they are often presented as net figures taking into account intra-company flows
after acquisition.

The primary resource for official European data on EU-China FDI flows is Eurostat,
which aggregates national member state data and includes some data not included by
member states, reported through their own central banks or statistical agencies.

Eurostat’s dataset on direct investments is constructed in accordance with the IMF
Balance of Payments Manual Fifth Edition (BPM5) prior to 2012 and the IMF Balance of
Payments Manual Sixth Edition (BPM6) for 2013.3 It provides data on FDI stocks and flows
with partner countries, covering the period of 2001 to 2015. It also provides a breakdown
by EU members and industries using standard classifications.* These stocks and flows are
presented on a market value basis.

According to Eurostat, annual flows of Chinese direct investments to the EU were
minor before 2007, with the exception of a small bump to more than EUR 2 billion in 2006.
During the crisis of 2008-2010, flows were small or even negative, as Chinese companies
pulled back money. Since 2011, however, annual investments have soared, reaching a
relatively constant level of EUR 6-8 billion per year (Figure 1).

2. International organizations including the International Monetary Fund (IMF), the United Nations Conference on
Trade and Development (UNCTAD) and the Organization for Economic Co-operation and Development (OECD)
collect and disseminate data on global FDI trends. However, they do not independently compile data and instead
rely on data supplied by national governments. Thus, none of the available datasets maintained by international
organizations offers any additional or unique insights on Chinese direct investments in Europe.

3. See http://ec.europa.eu.

4. Eurostat uses NACE (Nomenclature of Economic Activities) Rev. 2 classifications, the EU statistical classification
of economic activities.
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Figure 1. Chinese Direct Investment Flows and Stock in the EU (Eurostat)*
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Source: Eurostat.

*2003 is EU-25, 2004-2007 is EU-27, and 2008-2015 is EU-28. Since 2013 data is compiled under BPM6.

In China, several government agencies are involved in FDI data collection. The
primary agency is China’s Ministry of Commerce (MOFCOM), whose leading position stems
from its legacy as the primary FDI regulator in China’s approval-based regime for both
inbound and outbound FDI. MOFCOM collects and publishes flows and stock data for “non-
financial” outbound FDI, which it disseminates on a monthly basis. A more detailed
breakdown by industry and destination country is released in an annual statistical bulletin
together with the State Administration of Foreign Exchange (SAFE) and the National
Bureau of Statistics (NBS), which also includes investment by financial institutions
(“financial” FDI).

MOFCOM'’s annual figures on Chinese direct investment flows and stock in the EU
show a growth story very similar to the overall trend in Eurostat data, but record varying
annual flows and stock figures (Figure 2). In 2015, MOFCOM records a OFDI stock from
China in the EU of more than EUR 58 billion (historical value), more than EUR 20 billion
higher than Eurostat’s EUR 35 billion figure. One possible reason for the discrepancy is
that statistics collection for outbound FDI from China is complicated by significant
channeling of funds through locations such as Hong Kong or the use of European holding
companies for investments elsewhere for tax or other reasons (see below). This is also
apparent in other data points, for example MOFCOM'’s sector breakdown, which shows that
mining is the top industry for Chinese investment in the EU (accounting for 24 percent of
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total stock as of 2015), followed by financial services and manufacturing (23 percent and
20 percent, respectively).

The second source of Chinese data is SAFE, China’s foreign exchange regulator under
the People’s Bank of China (PBOC). SAFE is responsible for collecting and publishing FDI
data through the nation’s Balance of Payments (BOP) and International Investment
Position (IIP) statistics and publishes aggregate flows and stock data on a quarterly and
annual basis, but not any detailed information on the industry or country distribution. As
such, SAFE does not offer any useful insights on flows or stock of FDI from China in the
EU.

Figure 2. Chinese Direct Investment Flows and Stock in the EU* (MOFCOM)
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*Data for 2005-2006 include only non-financial China to EU FDI flows and stock. Pre-2013 is EU-27 and after 2013 is EU-28.
Converted to EUR from USD using annual average exchange rate.

The official datasets from Eurostat and MOFCOM illustrate general issues with FDI
data. The first problem is that the pace at which government agencies collect and process
data is generally slow and differs greatly. For example, detailed MOFCOM and Eurostat
data are both released with a minimum of 6-12 months delay. Another major problem is
that the quality of data inputs fluctuates widely across countries, as statistical authorities
have different capacities for collecting and processing data. For example, some countries
rely only on the exchange records system for source data and do not have inputs on
reinvested earnings. Other countries lack the necessary data to calculate FDI stock or
make relevant adjustments from historical to market value. Similarly, governments may
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work with different definitions and categories of classifying FDI, which makes it difficult to
compare their data.

Lastly and perhaps most importantly, the use of special purpose entities (SPEs) has
increased tremendously in recent years, and the extent of “round-tripping” (where
companies route funds to themselves through countries or regions with generous tax
policies and other incentives - this is particularly the case with mainland China and Hong
Kong) and “trans-shipping” (where companies channel funds into a country to take
advantage of favorable tax policies only to re-invest it in a third country) makes it
increasingly difficult to track FDI flows accurately. Those practices and complicated deal
structures with “indirect” holdings also make it difficult for statistical agencies to correctly
separate FDI from portfolio investment stakes.

One way to circumvent some of those problems is to compile data based on the
ultimate beneficial owner (UBO) principle, which records FDI flows and stocks according
to the country of the ultimate foreign investor as opposed to the country of the immediate
foreign investor. This kind of data can bypass some of the distortions caused by the use
of holding companies and offshore vehicles. However, MOFCOM and Eurostat data are
highly susceptible to these distortions: MOFCOM data is compiled based on the immediate
location and registers more than 70 percent of China’s 2015 outbound FDI stock in either
Hong Kong or Caribbean tax havens. Eurostat data also is compiled based on immediate
investor countries, while data from individual member countries shows that inflows from
Asia were 50 percent higher after applying UBO principles.®

The described problems make a holistic real-time assessment of China’s FDI in
Europe based on official data impossibles.

Transactions data provide an additional,
more granular and up-to-date perspective

The problematic nature of official FDI data has encouraged analysts to find ways of working
around existing gaps and distortions. One solution has been to compile alternative
datasets tracking FDI transactions for specific countries or industries using commercial
databases and other inputs. Such alternative datasets are generally not comparable to
FDI data compiled using the traditional BOP method because they often neglect non-equity
components of FDI such as intercompany lending or reinvested earnings. However, they
can provide a quasi-real-time tracking of flows, and accurate geographical and industry
breakdowns.

5. Deutsche Bundesbank, “"Mixed Developments in Foreign Direct Investment in 2015"”, Press Release, 28 April 2017,
www.bundesbank.de.
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One of the earliest databases covering China’s global investments is the China
Investment Tracker, which was launched by the Heritage Foundation and is now hosted
by the American Enterprise Institute (AEI). The database covers China’s global outbound
investments from 2005 forward. It is updated bi-annually. The dataset is publicly available
for download at a transactional level and currently includes more than 1,200 Chinese “non-
bond” investment transactions above USD 100 million. It also includes construction
contracts and troubled transactions that were not completed.

Rhodium Group (RHG), a private research firm, maintains another transactional
dataset which underpins, among others, recent analyses of Chinese outbound direct
investment in the European Union made together with the Mercator Institute for China
Studies (MERICS) in Berlin. The EU-China FDI Monitor only includes completed
transactions that meet the conventional definition of FDI. The RHG dataset is compiled by
collecting information on individual transactions and then aggregating those data points.
Compared to the AEI dataset, the EU-China FDI Monitor dataset has a much lower
threshold for deals to be included (EUR 1 million), and it only includes investments that
would be counted as direct investment under international definitions (resulting stakes
exceeding 10 percent of equity). It captures all FDI transactions by ultimately mainland
Chinese-owned entities, regardless of intermediate sources of financing. The dataset also
only includes transactions that have been completed and it logs large, multi-year
investments incrementally over time, instead of recording the entire amount at the outset.
The latter is important because the value of most FDI projects is overstated at
announcement, so adding them at full face value increases the risk of over-counting.
Moreover, recording multi-year investments incrementally makes the data more
comparable to official datasets that aim at recording annual investment flows.

From 2000 to 2016, the EU-China FDI Monitor dataset recorded more than 1,400
individual FDI transactions by Chinese investors in the EU worth a combined EUR 101
billion (Figure 3). Aggregate annual investment has grown from less than EUR 1 billion
before 2008 to more than EUR 35 billion in 2016. While all three sources capture a similar
take-off of Chinese investment after 2008, the EU-China FDI Monitor records higher total
value 2000-2016 (EUR 101 billion) compared to the MOFCOM and Eurostat data
(EUR 58 billion as of 2015, and EUR 35 billion, respectively).
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Figure 3. Chinese Direct Investment Transactions in the EU (RHG FDI Monitor)

EUR million

40,000 m Value of Greenfield Projects m Value of Acquisitions

35,000
30,000

25,000

20,000

15,000

10,000

5.000 I I I
— e m e —m - H N

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: RHG EU-China FDI Monitor.

The dataset also provides other information and variables such as investor
characteristics and the geographic details of each investment. The country breakdown
shows that the UK is the top recipient of Chinese investment, followed by Germany and
Italy (Figure 4). Other important recipients include France and Finland. Official data from
Eurostat and MOFCOM also show the UK, Germany and France as top recipients of Chinese
direct investment, but they also rank low-tax jurisdictions such as the Netherlands and
Luxembourg among the top recipient countries.

Figure 4. Chinese Direct Investment in the EU by Recipient Country (RHG FDI Monitor)
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Source: RHG EU-China FDI Monitor.
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The FDI Monitor’s sector breakdown for Chinese direct investment in Europe shows
ICT as the most important recipient of Chinese capital, accounting for 16 percent of
investment over the entire coverage period (Figure 5). Transport, utilities, and
infrastructure come in second place, followed by real estate and hospitality, automotive,
and industrial equipment. MOFCOM data shows a very different sectoral distribution, with
mining, financial services and manufacturing as the largest sectors. This partially is the
result of distortions stemming from special purpose entities set up in Europe which,
according to Eurostat, channel more than half of Chinese investments into the EU. These
issues lead to a similarly distorted picture of Eurostat’s latest available industry break-
down (2014), which lists financial services (71.9 percent), automotive manufacturing
(11.1 percent), wholesale trade (5.1 percent), and real estate (3 percent) as the five most
important sectors for Chinese investors in Europe.

Figure 5. Chinese Direct Investment in the EU by Industry
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2010-2016

Transport and Real Estate and
Infrastructure Hospitality

15% 15%

Automotive Industrial

14% Machinery and
Equipment
11%

Percent of total cumulative investment from 2010-2016 (EUR 95 billion).
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Conclusions

China’s rise as an important source of investment presents both opportunities and risks
for the countries of the European Union. Reliable information will be key for policymakers
and the public to objectively assess these risks and formulate the appropriate responses.
Official statistics on FDI flows between the EU and China from both sides have proven
inadequate for assessing policy-relevant questions as they are incomplete, distorted, and
published with significant delays. Alternative datasets can provide timely additional
information regarding FDI by industry distribution, modes of entry, geographical spread,
and ownership.

Aggregate statistics on specific types of capital flows such as FDI are only an entry
point for an in-depth analysis of the benefits and challenges related to the growing
commercial presence of Chinese entities in Europe. They need to be complemented by
detailed assessments of other capital flows, individual projects and their local impact on
job creation, local innovation capacity, as well as of public perceptions and related policy
dynamics. Therefore, analyses that tease out not only the quantity but also the quality of
China’s FDI footprint in individual member states, such as those that figure in the following
chapters, are indispensable complements to official statistics.
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Reliable information on FDI from China and other capital flows and commercial
transactions will be critical to resolving a broad range of policy challenges in EU member
countries: a good understanding of location decisions is important for governments to
assess their appeal to Chinese investors and formulate efficient investment promotion
strategies; a detailed perspective on the industry distribution of Chinese direct investment
can help negotiators strengthen their case for reciprocal market access for EU businesses
in China, as in the upcoming negotiations between the EU and China over a bilateral
investment treaty; and detailed information on the type and characteristics of the
investing Chinese enterprises can help regulators tasked with reviewing Chinese
investments for national security or antitrust risks to make informed decisions. Finally,
more detailed and real-time information on the patterns, motives, and drivers of Chinese
investment will help inform the public debate about this new trend and help separate
irrational prejudices from valid concerns.
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Business vs. Security:
The Conundrum of Chinese
Investments in Belgium

THOMAS RENARD, EGMONT INSTITUTE

Summary

Belgium may not be China’s prime destination for investment in Europe, but as in other
neighboring countries these investments are increasing in quality and quantity. Chinese
investments are mostly welcomed and encouraged by the government, its agencies and
the business community. However, a recent failed deal with EANDIS, a public energy
company, has also raised some concerns about the economic and security implications of
(some) Chinese investments. Belgian intelligence services, notably, argue for a bit of
caution vis-a-vis China. While these two visions could be complementary, they remain held
by distinct communities that seem reluctant to acknowledge and listen to one another.

As a result, the Belgian response to China’s economic offensive remains overwhelmingly
reactive and uncoordinated.

The Chinese are coming!
The evolution of Chinese investments in Belgium

Tracking — and screening - foreign investments is a tricky business.! In Belgium, a federal
country, this exercise is further complicated by the fact that trade and investment
promotion is a regional jurisdiction, while the federal government maintains some
authority with regard to the coordination of investment policy or relating to the possible
screening of FDI. Each of the three regions (Brussels, Wallonia and Flanders) have their
own trade agencies, which collect their own statistics on investments that they facilitated
themselves. However, they use different methodologies, making any comparison difficult.?

1. For a longer discussion on this topic, please read the introduction and data chapter of this report.
2. For instance, whereas the Flemish agency takes into account Chinese investments in shareholding, the Walloon
agency only tracks investments in the real economy. Yet, all three agencies only track investments that they
facilitated themselves, although they estimate that it is the wide majority of the actual investments.
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Furthermore, there is absolutely no certainty that deals facilitated by regional agencies
constitute the majority of the financial transactions in Belgium. Indeed, major Chinese
investors (as opposed to Chinese SMEs) may not need to go through such agencies. A
final factor blurring the investment picture is the fact that a significant amount of Chinese
investment is likely transiting through other countries, notably Hong Kong but also, closer
to home, through Luxemburg and the Netherlands, according to an official from the
National Bank.3 That makes it almost impossible to trace these investments to the source.

For this chapter, we have received access to the various databases available, and
met with all relevant stakeholders. In addition to these official statistics, we use the data
from the Rhodium Group, which in spite of its own limitations open the possibility of
comparison across European countries. Based on this material, we provide the best
possible picture on Chinese investments, while recognizing that the picture remains
grainy, with too many blank spots. No better picture exists, however, as an authoritative
measure of the real scope of the Chinese financial presence in Belgium has yet to emerge.

Figure 1. Chinese investments in Belgium (2000-2016), in EUR millions
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Source: Rhodium Group.

3. Telephone interview with an official from the National Bank of Belgium, Brussels, 30 May 2017.
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Figure 2. Chinese investments in Wallonia and Flanders (2007-2016),
in EUR millions
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These figures only include the deals concluded through the regional trade promotion agencies, and therefore do not reflect the
full picture of Chinese investments in Belgium. Moreover, the two agencies use different methodologies, making the aggregate
of the figures an artificial and imperfect exercise.

Chinese investments in Belgium remained low in the first decade of the 2000s.# For
instance, Chinese investments in Wallonia for 2000-2010 amounted to 10 projects for a
total of EUR 10 million, creating 90 jobs in total.> While very little attention was drawn to
Chinese investments at the time, three major exceptions (in Brussels and Flanders) are
noteworthy. First, COSCO purchased 25 percent of the Port of Antwerp’s container
terminal for EUR 150 million in 2004. Second, China National Bluestar Corporation
(ChemChina) acquired Drakkar Holdings (Adisseo), an animal food company, for EUR 400
million in 2006.

4. Interview with officials from Brussels Invest & Export (BIE), Brussels, 21 April 2017; Interview with an official
from Flanders Invest and Trade (FIT), Brussels, 21 May 2017; Interview with officials from Wallonia Export-
Investment Agency (AWEX), Brussels, 30 May 2017.

5. Written question from Claude Eerdekens to Jean-Claude Marcourt, Question 86 (2010), Walloon Parliament,
11 February 2010.
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Last but not least, in 2007 Ping An Insurance, China’s then-largest life insurance
company, bought a 4.2 percent stake in Fortis, a Belgo-Dutch bank and insurance group,
for EUR 2.7 billion euros, making it the largest stakeholder. This deal, which was first
celebrated, became more cumbersome when Ping An opposed the sale of Fortis to BNP
Paribas in 2009, after the bank was nationalized in the wake of the global financial crisis.
Ping An later filed an international arbitration claim against Belgium to recoup losses - the
first time a Chinese company turned to the World Bank court (ICSID) for settling of an
investment dispute against a state. It eventually lost the case.

A more positive story is that of Chinese carmaker Geely’s takeover of the Swedish
group Volvo, in 2010. Although there was no direct financial transaction in Belgium, Volvo
had a major factory in Ghent, employing over 5,000 workers. After an initial period of
concern, jobs have been successfully preserved, and production even expanded.

From 2010, Chinese investments rose progressively as a result of Beijing’s strategy
to invest more in Europe. According to officials from the regional trade agencies, the
relationship has not only evolved quantitatively,® but also qualitatively, maturing
considerably over the past few years. Following an initial period of uncountable delegation
visits leading to unfulfilled promises and few real outcomes, investors are nhow coming
better prepared, with clearer projects in mind and the will for results.” In short, they are
coming for business, not tourism.

Chinese investments in Belgium have now surpassed Belgian investments in China
for the first time in history, possibly as of 2014, although incomplete data render any
precise dating impossible.® According to an investigation conducted in early 2017 by
De Tijd newspaper, Chinese investors have acquired shares in 65 companies operating in
Belgium, across a wide range of sectors. Together, these companies employ no less than
18,586 workers in Belgium.® Some recent landmark deals include the acquisition of the
Belgian division of Delta Lloyd Bank by the insurance group Anbang in 2014 (EUR 219
million); the acquisition of Punch PowerTrain, the high-tech producer of powertrains for
vehicles, in 2016 by Yinyi (EUR 1 billion); or the building of the China Belgium Technology
Center, starting in 2017 and scheduled to become operational by the end of 2018, a
high-tech research incubator on the university site of Louvain-la-Neuve meant to attract

6. The quantitative increase referred to by our interviewees is not self-evident from the figures available, but this
could be due to a number of factors, including the fact that some investments may take years to materialize, but
also that our figures may be incomplete (for all reasons mentioned above).

7. Interview BIE, op. cit.; interview FIT, op. cit.; interview AWEX, op. cit.

8. Interview with an official from the Belgian Ministry of Foreign Affairs (MFA), Brussels, 21 April 2017; Question of
Gautier Calomne to the State Secretary for external trade, written question 0148 (Leg54), Federal Parliament of
Belgium, 27 July 2017.

9. Tom Michielsen, “China plant vlag in Belgische bedrijven”, De Tijd, 4 March 2017.

10. The project was slightly delayed because the main Chinese investor was targeted by Beijing’s anti-corruption
campaign. In the meantime, another Chinese investor has stepped in the project.
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some 700 Chinese workers (EUR 200 million), and which would also be an opportunity for
China to demonstrate its ability to create new greenfield investments.

Win-win? What's in it for them, and for us

Chinese investments in Belgium are diverse, but they show nonetheless certain levels of
concentration, geographically and in terms of sectors and activities. A majority of these
investments are located in Flanders, up to 70 percent according to the Flemish trade
agency.!! While the Brussels region attracts fewer investments, it hosts nonetheless some
major financial institutions such as ICBC or Bank of China, and several important real
estate projects, including the refurbishing of the former Sabena Hotel into a 5-star hotel
Tangla in 2016 (EUR 70 million).

Belgium has three main incentives to attract foreign investors in general, which also
appeal to China. First, Belgium offers a favorable tax regime for international companies,
known as “notional interests”. Multinational Chinese groups are therefore encouraged to
create a branch in Belgium to benefit from this system, as highlighted by almost every
government’s delegation to China, even if they are to later repatriate these funds through
intra-company loans.'2 Second, Belgium is a logistical hub in (Western) Europe, with
several maritime ports (including Antwerp) and airports, and a dense network of highways,
railways and fluvial routes. Chinese companies aiming for the European market appear to
be particularly receptive to these favorable conditions.!3 Interestingly, some of these
logistical assets are themselves targeted by Chinese investors. Indeed, the Chinese
company COSCO took a 25 percent stake in Antwerp’s container terminal in 2004, while
49 percent of the container terminal of Zeebrugge was first acquired in 2014 by COSCO
and Shanghai International Port Group, before COSCO announced that it would acquire
the entire terminal in September 2017.'* The Port of Antwerp would still like to attract
more Chinese ships and investments, as it lags far behind competing ports such as
Rotterdam or Hamburg in this regard, and has created for that purpose a “Belt and Road
working group”.t> Third, the presence of international organizations, and particularly the
European Union, is considered an asset for international investors who wish to lobby for
their interests.

Beside these particular conditions favoring international investments, Chinese
companies seem to be driven by the same set of motivations in Belgium than elsewhere.

11. John Vandaele, “Vlaamse regering ziet de Chinezen graag komen”, MO.be, 2 March 2016; interview FIT, op. cit.
12. See for instance Bernard Demonty, “Charles Michel fait le forcing en Chine pour attirer les investisseurs”, Le Soir,
31 October 2016.

13. Interview BIE, op. cit.; interview FIT, op. cit.; interview AWEX, op. cit.

14. John Vandaele, “Vlaamse regering ziet de Chinezen graag komen”, MO.be, 2 March 2016; “Chinese Now Own
All of Zeebrugge Container Terminal”, FlandersNews.be, 11 September 2017.

15. “Le port belge d’Anvers souhaite jouer un réle majeur dans l'initiative ‘ceinture et route’, Xinhua, 28 october
2015.
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They seek to acquire reputable brands, as well as technology and know-how. In some
cases, they use Belgian companies as a “vehicle” to invest in other European countries,
through a strategy of expansion. The Chinese manager of Anbang explained that this was
clearly the strategy behind the acquisition of Delta Lloyd (now called Nagelmackers),
although that case remains exceptional in Belgium.1®

Chinese investments are overall largely welcomed in Belgium, except for the
traditional caution vis-a-vis foreign investors in general. The business community is keen
to meet Chinese partners, particularly those who can provide them with fresh capital. For
instance, in 2016 the Belgian company Windvisions sold the country’s largest onshore
wind energy park, composed of 11 mega wind turbines, to China General Nuclear in order
to reinvest in the building of other projects. Similarly, one football team of the second
league (Roeselare) in need of cash was already bought by Hawken Xiu Li, a Chinese
businessman, while two other teams (OH Leuven and Mouscron-Peruwelz) have been
approached by Chinese financiers.!” In the parallel universe of football, we could add that
the Belgian first league has become a bit more Chinese since 2014, when the Italian
company MP Silva, owned at 65 percent by Shanghai Jin Xin Investment, a Chinese
company, acquired the exclusive TV rights for EUR 70 million per year.!8

Belgian companies are interested in more than just cash, however. In a humber of
cases, they also hope that their new shareholders will open the gate to the enormous
Chinese market, which is still inaccessible for many European SMEs. That was clearly the
motivation of the CEO of Punch PowerTrain, which seems to have paid off since the group
continues to grow by about 50 percent annually, creating 722 new jobs in 2016 alone - in
Belgium and China.®

More than just being welcomed, Chinese investments are facilitated by government
agencies. The three regional trade offices have several permanent representatives in
China promoting their respective regions, while the federal government has facilitated the
contact between entrepreneurs from both sides through several economic missions over
the past years.

16. Emmanuel Vanbrussel, “Chinese financiéle reus op overnampad in Belgié”, De Tijd, 22 December 2016.

17. Wouter Verschelder, “De Chinezen komen naar het Belgishe voetbal: OH Leuven verkocht aan schimmige
vennootschap uit Shanghai”, Newsmonkey, 2 February 2017.

18. Jean-Frangois Munster, “Les droits de la Jupiler Pro League passent entre des mains chinoises”, Sud Presse,
25 May 2016.

19. Tom Michielsen, “China plant vlag in Belgische bedrijven”, De Tijd, 4 March 2017; Guido Cloostermans, “Punch
Powertrain boekt dit jaar ruim 500 miljoen omzet”, Het Belang van Limburg, 7 December 2016.
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The EANDIS case and the growing concern
for “'strategic sectors”

Until recently, Chinese investments seemed to raise little concern among Belgian
authorities. Indeed, a review of the parliamentary questions of the federal and regional
assemblies shows very few questions related to such investments and, when such
questions were raised, they reflected a predominantly commercial orientation with a focus
on Belgium’s ability to attract more investments.

That perception may have slightly changed in 2016. China’s State Grid, a state-owned
company, made a bid for a 14 percent stake in EANDIS, the public company responsible
for the distribution of gas and electricity in Flanders, for an estimated amount of EUR 830
million. While originally favorable to the deal, the EANDIS board composed of local
politicians changed course, notably following the reception of a note from the civilian
intelligence service, which was leaked to the press and initiated a major public debate,
and calling for some prudence with regard to this investment project.?° Eventually, the
deal failed not because of the secret note, but rather due to internal politics. However, it
highlighted for the first time in Belgium the potential risks associated with Chinese
investments, and the role that security services can play therein.

The State Security (VSSE), the civilian intelligence agency, is responsible for the
protection of the scientific and economic potential of the country. It considers that China
is actively engaged in economic espionage and theft,2! and that national companies are
still too naive and ill-protected against these risks.?? In contrast, a number of economic
stakeholders consider that the intelligence services are too paranoid, and question the
over-cautiousness vis-a-vis China as opposed to other foreign investors.?3 Clearly, the
business community and the security community are not aligned on China, even though
the intelligence services occasionally brief Belgian companies on China-related matters.

The real implications of the failed EANDIS deal are still uncertain. At first, it created
tensions between Brussels and Beijing, and the business community feared that it would
deter future Chinese investments.2* However, leaders from both countries seemed willing

|\\

to quickly move on, as they organized the very first bilateral “innovation dialogue” in early
2017, at the request of China. More fundamentally, the EANDIS case has put forward the
absence of policy with regard to foreign investments in so-called “strategic sectors”, which

have in fact never been identified or defined by the Belgian authorities. In response to a

20. State Grid was expected to invest not in EANDIS directly, but in a new group called EANDIS Assets, resulting
from the fusion of EANDIS with other smaller public companies. It is eventually the failure of that fusion into EANDIS
Assets that sealed the fate of the proposed Chinese investment.

21. The Chinese government indirectly recognized this when it launched its campaign to protect intellectual property
rights (IPR) of foreign companies.

22. Lars Bové and Wim Van de Velden, “Staatsveiligheid wijst op risico’s”, De Tijd, 4 March 2017.

23. Interview BIE, op. cit.; interview FIT, op. cit.; interview AWEX, op. cit.

24. Interview MFA, op. cit.

37



Chinese Investment in Europe |

parliamentary question, the Flemish Prime Minister said that he would consider the
possibility of investment screening mechanisms, but no concrete proposal has yet been
proposed.?>

Monitoring and screening: some recommendations

This paper has shown that there is a significant gap between the business and security
communities with regard to Chinese (and foreign) investments in Belgium. These two
communities have diverging views on the issue, and on how to address it. However, such
views and concerns are not necessarily incompatible, as one can do business while being
security-minded. The two sides could be reconciled through a more strategic and
comprehensive approach.

Following the EANDIS case, it seems particularly essential to initiate a debate on the
so-called “strategic sectors” of the Belgian economy, to identify them according to clear
criteria. More clarity in this area would serve the national interest, while creating more
clarity for foreign investors. It should then be determined whether some sort of red lines
or screening mechanism vis-a-vis foreign investors should be put in place, and by whom.
In the case of Belgium, such screening should involve various institutions, at the federal
and federated levels, as well as the intelligence services. The State Security could indeed
be mandated by the government - through its National Security Council, which sets
priorities for the intelligence services — to monitor foreign investments in specific sectors
more closely.

Beyond “strategic sectors”, a closer monitoring of foreign investments in Belgium
would be desirable in order to better inform policy debates in this domain. At this stage,
such monitoring does not exist. The monitoring of foreign investments and possible
screening mechanisms should not be designed against China specifically, in order not to
derail the positive business relationship that has emerged. However, it is clear that
increasing investments from Chinese state-owned or state-related companies into the
Belgian economy will continue to raise scrutiny.

Finally, the debate on “strategic sectors” and screening mechanisms could extend
beyond the national level. "Europeanizing” the discussion should not serve as an excuse
to prevent action at the domestic level, but it would make sense since investment has
become a shared EU competence with the Lisbon Treaty. Furthermore, it would be
desirable to increase EU coordination on these matters, given that many investments have
a transnational dimension (when a Chinese company buys a European company to buy or
invest in other European companies, for instance), or that several EU member states are
likely confronted with similar situations and debates about these investments (for

25. Oral question from Matthias Diependaele to Geert Bourgeois, Actuele vraag 6 (2016), Flemish Parliament,
5 October 2016.

38



| Belgium

instance, while State Grid was denied an investment in EANDIS, and similarly in Australia,
it has made substantial investments in other European countries, such as Portugal).
However, the recently proposed EU screening mechanism received a rather lukewarm
reception in Belgian business and official circles, as it is deemed too high a price to pay
(as it may upset and repulse Chinese investors) for what is considered eventually a
minimal threat. This should not prevent further discussions and exchanges to take place
in a multinational setting, including through informal forums. For instance, exchanges
have already increased among European intelligence services on these issues, in the
context of the Club of Bern — an informal gathering of European intelligence officers. Such
discussions, focusing on perceived security challenges and good practices to address
them, could help in formulating some recommendations for national governments and EU
institutions.

39






The Czech Republic: Receiving the
First Relevant Chinese Investments

RUDOLF FURST, INSTITUTE OF INTENTIONAL RELATIONS

Summary

Chinese acquisitions and investments in the Czech Republic have increased markedly in
the last two years, and are expected to continue on this new trend. The privately-owned,
Shanghai-based China Energy Company Limited (CEFC), which chose Prague as the center
of its European operations, has proven to be the most prominent investor, notably in the
financial and tourism sectors. Others, such as the state-owned rail giant CRRC, are also
showing significant interest in Czech assets. The Czech Republic’s position benefits from its
geographical location, industrial tradition and subcontracting production network with the
EU states, mainly with Germany, which has made Czechia the largest per capita receiver
of overall FDI in post-communist Europe. While China has historically played only a small
part in this, the country is currently upgrading its attractiveness, particularly through the
proactive support of Czech political and lobby groups for Chinese economic activities. At
the same time, the Czech media and broad public uphold their suspicious and hostile view
of a rising China and its objectives in Europe.

Chinese investments as the long-desired objective

The trade and investment agenda has been a permanent and crucial component of the
Czech bilateral policy towards China. Czechia, so far the largest per capita receiver of FDI
flows in post-communist Europe, and one of the favorite investment destinations for
Japan, Taiwan, and South Korea in Central Europe, has tried for decades to convince
Chinese enterprises of its advantages as an investment destination. Disappointingly,
Chinese investors only began to consider the post-communist Central European states as
more relevant only after their accession to the EU, i.e. since the beginning of the last
decade, and mainly in the Visegrad Four (V4) regional context. China latter approached
the CEE states as the group of 16 countries to work within the China + 16 format.

41



Chinese Investment in Europe |

Attracting Chinese investments has been one of the key economic objectives of the
new and pragmatic policy of Czech President Zeman and the recent Social Democrat-led
centre-left coalition government. Aside from the governmental level, the driving forces for
this investment diplomacy have been lobbists related to the Social Democratic Party and
Civic Democratic Party, represented by several former high-level politicians, such as
Jaroslav Tvrdik, the former Minister of Defense, Jan Kohout, the former Minister of Foreign
Affairs, and the former Prime Minister Petr Necas.

During the first ever visit of the Chinese President in Prague in 2016, a package of
investment memorandums and agreements with a total value of EUR 7.39 billion for the
period of 2016-2020 was signed.! Before that year, the existing Chinese investment stock
in the Czech Republic fell short of those of other Asian states, such as South Korea
(EUR 2.232 billion) and Japan (EUR 1.277 billion). FDI stock from China only totaled
CZK 6 billion (or EUR 220 million), or 0.35 percent of the total FDI stock for the Czech
Republic according to the latest FDI data provided by the Czech National Bank for the year
of 2015.2 However, according to data by the Rhodium Group, based on a study of
investment transactions, from 2015 to 2016 China increased its FDI in the Czech Republic
by five times, reaching a cumulative value of EUR 568 million since 2005.

Figure 1. Chinese direct investments to the Czech Republic (EUR million)
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With this rapid increase, CzechInvest, the Czech governmental agency for promoting
investments, estimates that China has already ascended to a place among the top five
foreign investors in the Czech Republic.?

1. Ekonomické dohody podepsané pfi pfilezitosti cesty presidenta CLR do CR, Dohody podepsané pred presidenty.
Office of the President of the Czech Republic, April 2016, www.hrad.cz.

2. FDI in Czech Republic, Czech National Bank, www.cnb.cz.

3. Rok od navétévy Si Tin-pchinga: &inské investice v Cesku rostou, obchodni bilance ale stagnuje [One year after
President Xi’s visit: Chinese investments rising, but trade balance stagnates], Czech Radio (Rozhlas), 18 March
2017, www.irozhlas.cz.
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Current investment projects

The most notable Chinese investment projects in the Czech Republic so far have been
launched by Shanghai-based China Energy Company Limited (CEFC). CEFC is the PRC's
sixth largest private financial group, and operates in the oil and gas trade, the financial
sector, transport infrastructure, logistics, real estate, aviation and tourism services. CEFC
established its European base in Prague in 2015. It is linked with the Slovak-Czech-owned
J&T Financial Group and benefits from strong political support by President Zeman and
the Social-Democratic business lobby. CEFC recently acquired a 9.9 percent share in the
J&T Financial Group (after it originally acquired a stake of 5 percent in 2015), and its bid
to increase its share in the company to 50 percent (EUR 980 million in 2016) is currently
under a process of international approbation by financial authorities in EU and individual
states in which J&T is officially registered. Other CEFC acquisitions include a 49.9 percent
share in the Czech Republic’s biggest private airline, Travel Service (EUR 46 million);
Florentinum office buildings in Prague’s downtown area (EUR 283 million) from Penta
Group; a majority share in the largest Czech online travel agency Invia.cz (90 percent,
worth EUR 84.5 million), which also operates in Slovakia, Poland, and Hungary; a majority
stake in the Lobkowicz Group brewery; a takeover of ZDAS mechanical engineering
company (with its subsidiaries TS Plzefi and Zdas SGS in Germany); minority stakes in
two media organizations (Médea Group and Empresa Media); and two five-star hotels -
the Mandarin Oriental Prague and Le Palais Art Hotel Prague. The CEFC’s shopping spree
continued in 2017 with its takeover of the Slavia Praha football club, the national league
champion in 2017, together with its stadium.4

CEFC investments have broader implications for the Czech Republic. The so-far
established three direct flights from Prague to Beijing, Shanghai and Chengdu (and the
fourth, to Kunming, currently being finalized) are related to CEFC’s engagement in the
tourism sector through Travel Service and the Invia.cz travel agency. These companies
plan to make the Czech Republic a hub for increasing numbers of Chinese tourists (last
year the numbers saw double-digit growth in Czechia), including those who might be
travelling to other CEE states or elsewhere in Europe. CEFC also provides finances for the
opening of the Czech-Chinese Center of Chinese Traditional Medicine in Hradec Kralové, a
joint project with the University Hospital Hradec Kralové, which received support from
both the ministries of health in countries. The clinic is planned to be completed in 2018.

In contrast to other post-communist states, which are members of the China + 16
regional format, the Czech Republic so far has not seen Chinese investments in its energy
sector and transportation and logistics infrastructure. Yet, some ground-breaking Chinese-
Czech projects are in the making: CRRC, the world’s largest rolling stock manufacturer, is
interested in Skoda Transportation, the biggest Central and East European train and

4. Chen Aizhu and Jan Lopatka, “China’s CEFC Has Big Ambitions, But Little Known about Ownership, Funding”,
Reuters, 12 January 2017, www.reuters.com.
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locomotive producer and the license holder for the EU common market that would open
the European rail transportation space for the Chinese state-owned investor.5 Skoda
Transporation, which is listed in Cyprus, exports more than 50 percent of its production
to the EU and US markets, and the expected acquisition up to EUR 2 billion was to be
confirmed during the Czech-Chinese Investment Forum in Prague in July 2017.5 However,
the final approval is still pending due to unfinished statutory and ownership procedures of
the Czech company.

These developments suggest that - as elsewhere in Europe - the current trend of
rapid FDI growth is likely to continue in the near future. Other, greater deals include, for
example, the planned purchase by CEFC of O2 CR, the biggest Czech telecommunication
operator (currently majority-owned by the Czech oligarch Petr Kellner and his PPF Group).”
A newly-established ICBC investment fund also plans to invest in the steel and machinery
company Vitkovice Holding. CEFC, together with the Beijing Municipal Road and Bridge
Group, agreed to buy 80 percent (EUR 240 million) of the Czech company TSS Cargo, the
largest Czech railway transporter. These investments, together with other mid-sized
investments into the automotive industry, machinery, health care and other projects,
indicate that the trend of the year 2016 may continue, and the CEFC related deals still do
not seem to expand into overdependency into single strong investor.

Much ado about too little?

Voices in the Czech media and political opposition criticize Chinese investments for their
lack of real impact on technological progress, production capacities, export volumes and
employment. As could be expected with the Czech double election - parliamentary
elections in October 2017 and a presidential election in the beginning of 2018 - China,
Chinese investments and economic policy towards China received more frequent and
mostly negative coverage.

Most of the criticism is focused on President Zeman for his pro-Chinese policy efforts,
his annual visits to Beijing and his support for Czech financial oligarchs who absorb the
most of the Chinese cash. Also, the concentration of the CEFC investment deals has been
exposed by Czech investigative media and online servers to criticism for their potential
economic and political risks, linking them to Czechia’s alleged abandoning of its values-
oriented foreign policy. President Zeman further raised doubts about Chinese political
influencing when he formally appointed Mr. Ye Jianming, the CEFC Chairman, as his
advisor for the economic agenda with China. The domestic mainstream media with their

5. Jan Sindeld¥, “China’s CRRC ‘in Talks to Buy Skoda Transportation”, 15.cz, 12 December 2016,
http://zpravy.el5.cz.

6. Jan Sindeld?, op. cit, see also Spencer Kimball, “Chinese Train Giant CRRC Eyes Skoda Transportation”,
Handelsblatt, 21 November 2016, https://global.handelsblatt.com.

7. www.intellinews.com. Czech server Tiscali mentioned an issue of ownership transparency of the Czech company,

https://zpravy.tiscali.cz.
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anti-Zeman bias interpret Chinese investments negatively by describing them as dubious,
inefficient, and hardly contributing to boosting tax revenues and exports. Some argue that
investment projects are also serving China’s espionage and military circles, and one wide-
spread assumption is that the PRC pursues hostile political goals with its investment
strategy — namely to spread its political influence into Europe.

Conclusion

Czech policy towards China is driven by its trade and investment agenda. So far, concrete
economic outcomes of massive Czech diplomatic efforts have been unclear and hardly
traceble due to unavailable current national statistics. Major investment projects that have
occurred so far are mainly beneficial for Czech financial oligarchies, which are unlikely to
have greater effects on the national economy.

Soaring Chinese acquisitions and investments in Czechia seem to confirm the general
trend of the rising economic rapprochement of the PRC and Europe. Rising interest by
Chinese investors in post-communist states is an indicator of Europe’s new prominence
(both in terms of individual regions and Europe as a whole) in China’s global economic
strategy. At the same time, the suspicious and hostile Czech media perception points to
similar potential developments in the public perception across Europe.

45






Chinese Investment in Denmark:
An Open Economy and Rare Political
Questions

YANG JIANG, DANISH INSTITUTE OF INTERNATIONAL STUDIES

Summary

While Denmark has received very little Chinese investment in terms of total volume
compared with others in Europe, it has nevertheless been a sought-after destination

for Chinese investors hoping to benefit from the country’s strengths in renewable energy,
health and welfare solutions, and information technology. Some proposed investments,
in particular in the telecommunications sector and in Greenland’s mineral assets and
former naval base, have raised red flags. General discussions about political conditions and
human rights in China are common in the Danish parliament and media, but up to now
these have rarely spilled over into the investment arena. Denmark has long considered
its economic openness to be one of its greatest strengths and necessary for the small
economy. In upholding openness, Copenhagen has argued in favor of granting Market
Economy Status to China and has expressed reservations on the proposal to create

a foreign investment screening mechanism at the EU level.

Introduction

As a small and open economy and a Comprehensive Strategic Partner of China, Denmark
has long been open to Chinese investment. Indeed, the two countries signed a bilateral
investment treaty in 1985, which is still in force today. The total value and number of
investments has grown fast in the past decade, although the value of most Chinese
investment projects in Denmark has been rather moderate, varying between USD 100 and
500 million each.! From 2005 to 2014, Denmark had the highest number of Chinese
investment deals in the Nordic region (13), but the total value is much lower than in

1. Baker&McKenzie, “Reaching New Heights: An Update on Chinese Investment into Europe”, March 2016, p. 13,
www.bakermckenzie.com.
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Sweden and Norway. 2 Some of the reasons for the lack of major investment projects are
a lack of more success stories,? the small size of the domestic market, high labor cost and
high income tax. According to transactional data from the Rhodium Group, Chinese
greenfield investments in Denmark since 2000 have totaled EUR 209 million, with much
of this being concentrated in the ICT, energy and electronics sectors.

Overall, Denmark’s attitude towards Chinese investment can be characterised as an open
economy with very rare political questions. The following sections will provide an analysis
of this principled, open attitude of the Danish authorities vis-a-vis foreign direct
investment and its consequences for Chinese investments, as well as describe the very
few incidences where political concerns were raised, although only one Chinese deal has
been blocked so far for political reasons.

Figure 1. Chinese Investment Transactions in Denmark,
2000-2016 (EUR million)
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Source: Rhodium Group.

2. Ole Hedeman, “Chinese Ilinvestment in Denmark - A Promising Growth Potential for SMEs”, Danish-Chinese
Business Forum Newsletter vol. 3, 2015, http://dcbf.dk.

3. “Kinesiske investeringer vil toppe i 2015” (Chinese investment will peak in 2015), EY Press Release, Copenhagen,
8 May 2015.

48


http://dcbf.dk/m/news/320-chinese-investment-in-denmark-a-promising-growth-potential-for-smes

| Denmark

Table 1. Chinese Investment Transactions in Denmark by Industry,
2000-2016 (EUR million)

ICT 81
Energy 44
Electronics 33
Health and Biotech 15
Financial and Business Services 13
Industrial Machinery and Equipment 11
Agriculture and Food 5
Automotive 5
Consumer Products and Services 3
Aviation 0
Basic Materials 0
Entertainment 0
Metals and Minerals 0
Real Estate and Hospitality 0
Transport, Utilities and Infrastructure 0
Total 210

Source: Rhodium Group.

Open to Chinese investment

As a small, open economy that relies heavily on foreign trade, Denmark is very open to
foreign investment. There are ownership restrictions in the sectors of aviation, defense
materials, hydrocarbon exploration, maritime and real estate, and restrictions on
establishing companies providing professional services (e.g., legal, accounting, auditing,
and medical services). Foreign investment screening is only conducted if there are
monopoly concerns (in any sector), not for security reasons. Overall, the business
environment is so open and highly developed that the World Bank ranked Denmark third
in its Doing Business 2017 ranking of 190 countries.* The laws and regulations
implemented by the government in recent years are orientated towards more openness
and are non-discriminatory, including the Growth Plan DK (Veekstplan DK) for 2014-2020.>

“Invest in Denmark”, an agency under the Ministry of Foreign Affairs that works to
attract and maintain foreign investment, asked 32 Chinese investors in 2013 why they

4. World Bank, “The Ease of Doing Business Index”, www.doingbusiness.org/rankings.

5. "Denmark: Foreign investment”, Santander Trade Portal, https://en.portal.santandertrade.com. Danish Finance

Ministry, “Veaekstplan DK - steerke virksomheder, flere job” (Growth Plan DK - stronger companies, more jobs), 26
February 2013, www.fm.dk.
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chose to do business in Denmark.® Of the Chinese companies surveyed, 94 percent said
that their investment was competency-driven. They attached particular importance to
Denmark's sectoral competencies in renewable energy, health and welfare solutions and
information technology. The strong Danish research and development environment,
a well-educated workforce and the positive investment climate were also highlighted.

Importantly, Greenland remains interesting for the Chinese government and
companies for its natural resources and as a hub on the Arctic shipping route. As discussed
below, Chinese companies have made headway in uranium exploration and export in
Greenland, and have expressed interest in buying an old naval base. Both issues have
become politicized in Nuuk and Copenhagen.

The Danish government has tried to paint a positive picture of Chinese investments
in the country. One often mentioned “success story” is the cooperation agreement in 2013
between TDC (the largest Danish telecoms company)_and Huawei in which the latter
supplies equipment and operates the largest mobile network in the country. The deal has
reportedly resulted in the creation of 200 Danish jobs. Another often-quoted story is the
purchase by Titan Wind Energy, a Chinese manufacturer, of the Varde wind tower factory
from Vestas in 2012. Vestas had planned to close the factory, but Titan Wind Energy has
not only kept the plant opened, but has made Varde its European headquarters, preserving
the majority of the 120 highly specialized jobs.

Rare political questions

Occasionally, political questions are raised in the Danish parliament and the media when
it concerns Denmark’s economic relations with China. A general question has been
whether Denmark’s values of democracy and human rights would be compromised if it
cooperates with an authoritarian country led by the Communist Party. But only on rare
occasions have such questions been relevant to specific investment projects such as in
the following three major cases concerning telecommunications, rare earths mining and a
former naval base in Greenland respectively.”

When rumors of Huawei providing future equipment and services to the largest
mobile network in Denmark surfaced in 2013, heated debates were ignited in the public
sphere, media and at the Parliament. The concerns were the security risks of letting a
Chinese company, accused of espionage and security backdoors by the US Congress in
2012, gain access to a large part of the Danish telecoms infrastructure. The government
then decided that the Center for Cyber Security (CFCS, an institution under the Danish
Defense Intelligence Service) would monitor Huawei's work in TDC's network; only those

6. “Kinesiske investeringer gavner Danmark” (Chinese investments benefit Denmark), Berlingske, 4 November
2013.

7. The first two cases are drawn from Yang Jiang, Aki Tonami and Adam Moe Fejerskov, “China’s Overseas
Investment in Critical Infrastructure: Nuclear Power and Telecommunications”, DIIS Report 2016.
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individuals with security clearance would be allowed to work in the Network Operation
Center (NOC), from where TDC's network is controlled; and all Huawei hardware would
have to go through a screening in 'the Cell' in the UK before being installed in Denmark.8
A scandal arose from this arrangement in 2015, however, when the Danish Broadcasting
Corporation (DR) found a number of instances of individuals working within the NOC
without security clearance. So far, however, the government has not blocked any Chinese
investment in critical infrastructure on national security grounds, and Huawei and TDC are
preparing to upgrade the national mobile network to 5G.

In Greenland, Chinese investments in natural resources, in particular rare earths and
uranium, have spurred discussions on their implications for the environment, local life and
farming, cultural heritage, and relations between Nuuk and Copenhagen.® In the past two
elections in Greenland, voters supported the parties that advocated uranium mining, as
the autonomous region strives to transform from a fishing economy to a mining economy
and to have more independence from the Kingdom of Denmark. In 2014 and 2015,
Greenland Minerals and Energy Limited (GMEL) and China Nonferrous Metal Industry's
Foreign Engineering and Construction Co. Ltd. (NFC) signed MOUs to cooperate in GMEL's
Kvanefjeld Rare Earth Project, the most advanced mining project being planned in
Greenland but currently still in the process of assessment. In January 2016, Greenland
and Denmark reached an agreement on how to cooperate on foreign, defense and security
policy issues related to the mining and export of uranium from Greenland. 19 In this policy
environment, GMEL accepted investment from Shenghe Resources, another major Chinese
rare earth processor, giving the company a 12.5 percent stake in the company in
September 2016.

Greenland is also important for China given its position along shipping routes in the
Arctic. A Chinese company was, however, not particularly successful when it tried to
purchase the Grgnnedal naval base in Greenland in 2016. The base was closed in 2014
and put on sale, as it was no longer considered important for the Danish fleet. However,
when General Nice Group, a Chinese coal and iron-ore trader that owns the Isua iron-ore
mine in Greenland, expressed interest in buying the base in 2016, the Danish Prime
Minister Lars Lgkke Rasmussen personally blocked the sale as an extraordinary measure.
The Danish government at the same time decided to reopen the base as a supply and
training port, in order not to offend China by keeping it deserted or selling it to another

8. The Huawei Cyber Security Evaluation Centre (HCSEC or the Cell) was launched by the UK government in 2010
but funded by Huawei and staffed by security-cleared UK nationals to test Huawei’s hardware and software for
security risks before they could be deployed on UK networks. The Cell has set up an oversight board, consisting of
representatives from the government, intelligence agencies and the company, to monitor the work of the centre,
and the centre provides reports directly to the National Security Advisor of the UK. See Juliette Garside, ‘The Chinese
firm taking threats to UK national security very seriously’, The Guardian, 7 August 2016.

9. Maurice Walsh, “You Can't Live in A Museum: The Battle for Greenland's Uranium”, The Guardian, 28 January
2017.

10. “Denmark and Greenland Reach Uranium Export Agreement”, World Nuclear News, 20 January 2016,
www.world-nuclear-news.org.
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party.'! The Danish intelligence service has long been concerned about the prospect of a
larger Chinese presence in Greenland for its potential influence on the small and
economically weak self-government, but it is the first time that the Danish government
directly prevented a Chinese acquisition in Greenland.!?

Reconciling openness and security concerns

Overall, Denmark is open to and actively tries to attract Chinese investment. Although
political circles, the media and the public often discuss issues of democracy and human
rights in China, political questions are very rarely raised in the context of Chinese
investment in Denmark. Special security procedures were put in place to allow Huawei’s
involvement in the Danish telecoms infrastructure, and a special agreement between
Greenland and Denmark paved way for more Chinese investment in uranium and rare
earth exploration. Only the attempt at buying a military base in Greenland was blocked
for security and strategic concerns.

Denmark’s generally open attitude towards Chinese investment is partly because
Denmark believes in the merits of being an open market economy, and partly because
China is not considered a major threat to Danish security. That is to say, strategic
competition or rivalry is not an issue between Denmark and China as that between the US
and China, and Sino-Danish relations are marked by a Comprehensive Strategic
Partnership. Denmark is only concerned with Greenland getting more economic
independence through the help of Chinese investment as well as potential cyber security
risks involving Chinese companies. Denmark also believes in its formal institutions and
laws to prevent unfair competition and corruption. Still, Chinese investment in Denmark
remains small, and it could be possible that more scrutiny over foreign investment is
imposed in the future, if, as a Danish journalist puts it (in conversation with the author in
June 2017) “the East’s economic rise threatens Danish values and systems”.

Denmark has persistently argued in favor fulfilling China's wish to be granted Market
Economy Status by the EU because the Danish government believes that Denmark and
the EU will win the most by investing in openness. At the EU summit in June 2017,
Denmark and other Nordic countries, supported by Baltic countries and the Netherlands,
were against France, Germany and Italy’s proposal that the EU should strengthen
screening of foreign investment. Denmark has not officially responded to a consequent
proposal made by the European Commission for a framework on FDI screening in
September 2017, but the emphasis on welcoming globalization is tangible in the current
Danish government’s domestic and foreign economic policies. An old Danish saying helps

11. Adam Hannestad, “Nu vil Kina til at kgbe et militaert anlaeg i Grgnland, men Lars Lgkke siger nej” (Now China
wants to buy a military facility in Greenland, but Lars Lgkke says no), Politiken, 16 December 2016.
12. "Lgkke stopper kinesisk opkgb i Grgnland”, Information, 20 December 2016.
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to explain Denmark’s position: *When the wind of change blows, some build fences, while
others build windmills. In Denmark, we will build windmills.”*3

13. “Kinesiske investeringer gavner Danmark” (Chinese investments benefit Denmark), Berlingske, 4 November
2013.
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Chinese Investment in France:
An Openly Cautious Welcome

JOHN SEAMAN, FRENCH INSTITUTE OF INTERNATIONAL RELATIONS (IFRI)

Summary

Chinese investment in France remains relatively low, both in relation to total FDI in France
and global outbound FDI from China, but levels have risen considerably since 2010 and
France is one of the top destinations for Chinese direct investment in Europe. Chinese
investors in France are not only seeking market opportunities, but are also looking to
acquire technology, know-how, distribution networks and brand names. French businesses
and officials from local and central governments have long been and remain keen to
attract Chinese investors. Still, the country has turned an increasingly wary eye towards
certain types of Chinese investment, as Beijing’s industrial strategy has peeked a
particular interest in high-tech sectors in France and throughout Europe with a view to
boosting the competitiveness of China’s own enterprises. In such a climate, Paris has
become more vocal about its concerns over a lack of reciprocity and market openness

in China, and the opaque role that the Chinese government, and particularly state-driven
financing, plays in the activities of Chinese firms abroad.

Chinese investments in France — small but growing

In absolute terms, China is a relatively minor investor in France, but the dynamic has
picked up rather dramatically since 2011. According to data made available by the Banque
de France and the French investment agency (AFII), which calculates FDI stocks and flows
based on the balance of payments, China ranks 12t" among foreign investors, with a stock
of EUR 5.1 billion as of 2016. Indeed, the stock of Chinese direct investment in France
pales in comparison with that from European partners such as Germany (EUR 58.2 billion)
or the UK (EUR 65.9 billion), and non-EU countries such as the US (EUR 66.7 billion) or
Japan (EUR 14.5 billion). Nevertheless, this is a marked change from its position of
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38th in 2010, when FDI stock only totaled EUR 1.72 billion.! Indeed, Chinese investors
have been particularly active in recent years, notably in the energy, real estate,
automotive and tourism sectors. According to data gathered by the Rhodium Group -
based on investment transactions — China’s cumulative investment in France rose from
just shy of EUR 1 billion between 2000-2010 to over EUR 10 billion between 2011-2016.
French authorities now count over 600 Chinese companies and their subsidiaries in France,
with over 250 investment projects realized since 2008. These investors are credited with
maintaining over 45,000 jobs - with almost one quarter of these being in the tourism and
hospitality sector.2

Figure 1. Chinese Direct Investment Transactions in France (EUR million)
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Chinese motives: markets, money, technology,
and brand names

This new dynamism in Chinese investment in France is reflective of a broader trend in
Chinese investment in Europe since 2010. What makes the French experience rather
unique, however, is the broad diversity of motivations and sectors that attract Chinese
investors. Ultimately, these investors are looking for some combination of access to the
French and broader European market, so-called “strategic assets” - which include

1. These statistics are calculated based on immediate country of origin and include Hong Kong. Business France,
Rapport sur I'Internationalisation de I’économie francaise, multiple years (2008-2016), www.businessfrance.fr

2. French authorities also report that over 700 French companies are present in China, with an FDI stock of over
EUR 29 billion as of 2015. Direction générale du Trésor, Investissements frangais en Chine et chinois en France en
2015, July 2016, www.tresor.economie.gouv.fr .
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technology and know-how, distribution networks and brand names - as well as pure profit-
seeking equity investments.

Among the sectors where Chinese investment has been the most dynamic, and which
illustrates the diversity of motivations, is the tourism sector. Indeed, large-scale deals
have flourished in recent years, including: the Jin Jiang Group’s purchase of Louvre Hotel
Groupe in 2015 for roughly EUR 1.3 billion and subsequent equity investments of roughly
EUR 1 billion for a 10 percent stake in AccorHotels in 2016; HNA’s EUR 25 million purchase
of a 10 percent stake in the Pierre et Vacances group; and Fosun’s purchase of Club
Méditerranée for roughly EUR 1 billion in 2014 as well as its ongoing interest in capital
investments in the Compagnie des Alpes. France offers one of the world’s most dynamic
tourism markets, and with the growing number of Chinese tourists travelling abroad,
particularly to France, Chinese investors hope to capture, or repatriate, a certain portion
of the industry’s value chain. Many of these companies also offer brand-name recognition,
as well as global networks that have been developed over decades, an interest that is seen
across many other sectors as well.

France has also witnessed a keen Chinese interest in its agribusiness sector,
particularly as concerns over food safety in China have risen markedly over the last
decade. Indicative of this interest is Shandong-based Syntura’s partnership dating back
to 2011 with the French dairy cooperative Sodiaal. Syntura has invested an estimated
EUR 200 million for the construction of Europe’s largest powdered baby-formula
processing facility, based in Brittany, drawing from Sodiaal’s production of milk, and of
which the final product is entirely destined for the Chinese market. Following numerous
health and sanitation crises involving baby formula, particularly the melamine scandal of
2008, Chinese investors hope not only to obtain a label of quality assurance, but also
improve their own managerial and industrial processing know-how.

Meanwhile, the China Investment Corporation (CIC) provides another example of the
diverse Chinese investor interest in the French economy. The CIC has been particularly
active in France through a number of large-scale investments, starting in 2011 with a
30 percent stake in the Exploration and Production division of GDF Suez (now Engie), one
of the world’s largest gas and electricity utility companies. Included in the deal, estimated
at EUR 2.9 billion, was also a USD 600 million investment for a 10 percent stake in Atlantic
LNG, a subsidiary of the French company dealing in gas liquefaction in Trinidad and
Tobago. In 2012, the CIC made a EUR 385 million investment for a 7 percent stake in
satellite operator Eutelsat. In 2016, it also signed an MOU with the Caisse des Dépéts et
Consignations (CDC) for the development of a joint investment fund for infrastructure
projects in the greater Paris metro area that could result in investments from the CIC of
up to EUR 1 billion over the next five to seven years. Ranging from technology to long-
term infrastructure projects to overseas assets, these investments attest to the broad
scope of Chinese investor interests in the French economy.
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Table 1. Chinese Direct Investment Transactions in France
by Industry, 2000-2016 (EUR million)

Real Estate and Hospitality 3,386
Energy 3,089
Consumer Products and Services 1,448
Automotive 961
Transport, Utilities and Infrastructure 652
ICT 513
Basic Materials 441
Electronics 307
Agriculture and Food 246
Health and Biotech 137
Industrial Machinery and Equipment 130
Entertainment 86
Financial and Business Services 58
Aviation 4
Metals and Minerals 1
Total 11,459

Source: Rhodium Group.

French reception of Chinese investments:
an increasingly cautious welcome

View of Chinese investments in France are quite mixed. For many corporate actors,
Chinese investments are seen as an opportunity to obtain much-needed capital or as a
means to open new market opportunities in China. Indeed, companies such as Peugeot
Citroén (PSA) have been able to call on Chinese investors in times of difficulty, when for
instance in 2014 it sold a 14 percent stake to Chinese SOE Dongfeng for EUR 800 million.
Such transactions are often billed as necessary for saving jobs and maintaining, if not
expanding economic activity in France and abroad, and can provide a means to enter an
otherwise difficult Chinese market. On this latter point, the aforementioned investment by
Syntura into the French dairy sector is another illustration of how Chinese investments in
France can help open Chinese markets to French firms.

Another advantage that many find in Chinese investment is the avenues for
collaboration, and particularly financing that are created with Chinese partners in third
markets. The CIC’s investment into GDF Suez (now Engie), for instance, has been billed
as a way to enter into strategic partnerships with Chinese firms and obtain financing for
projects overseas. Another example is found in China Merchant Holdings’ 2013 purchase
for EUR 400 million of a 49 percent stake in Terminal Link, a subsidiary of Marseilles-based
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shipping and logistics giant CMA CGM, which has opened the doors to cooperation in third
markets through partnerships with Chinese firms, but in particular through the prospect
of financing from Chinese banks. Indeed, in 2015 CMA CGM was able to secure a
provisional line of credit or loan guarantees of up to EUR 1 billion from the China Ex-Im
Bank. In 2016, CMA CGM also entered into the new “Ocean Alliance” with China COSCO -
created following the merger between COSCO and China Merchant Shipping in 2015.

Meanwhile, views on Chinese investment from the French central government have
evolved over the years, from a relatively open-door approach towards what some officials
describe as a more clear-eyed or “less naive” position. France remains open to Chinese
investment, and hopes to continue to attract Chinese businesses. At the same time, recent
developments in China’s industrial strategy - in particular its “Made in China 2025”
strategy - favor a fast-paced development of value-added, particularly high-tech sectors.
This political impetus has translated into what some have called a “shopping list” of
Chinese investments in the French tech sector, from aeronautics to chemicals to
telecommunications. Among the French security and defense community, many have
voiced concerns about the increasingly close links between private, particularly high-tech
enterprises and the armed forces, particularly in light of official Chinese plans for civil-
military integration.® In parallel, French concerns over China obtaining dual-use
technologies have risen in recent years, with investments being just one vehicle for such
kind of acquisitions. These evolutions were key drivers behind a joint letter signed by the
French Minister of Economy in February 2017, alongside his German and Italian
counterparts, to the European Commission calling for a common European screening
mechanism for foreign investments, particularly in sectors where European firms hold “key
technologies”.

France is already one of the European countries with the most developed screening
mechanisms for foreign investments, which has itself evolved over time. French authorities
have taken advantage of the provisions granted in Article 65 of the Treaty on the
Functioning of the European Union (TFEU) that allows for scrutiny of foreign (non-
European) investments into sectors deemed critical for national security. For Paris, this
definition goes beyond the arms industry to include the media (print, radio and television),
judicial services, internal waters, maritime transport, privatization of public assets and
even tourism. In May 2014, the French government decreed to widen the original
regulation, adopted in 2005, to include investments relative to water, energy, transport,
electronic communications and public health. Of particular note is the timing of the latest
decree, which took place as the sale of the energy division of France’s national champion
Alstom to the American firm General Electric was under public scrutiny. As such, French

3. Zhao Lei, “Xi: Integrate Military and Civil Sectors”, China Daily, 21 June 2017, www.chinadaily.com.cn, and

Antoine Bondaz, “Un tournant pour I'intégration civilo-militaire en Chine”, Recherches & Documents, October 2017,
www.frstrategie.org.
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authorities are quick to underline that such measures are not aimed at any one country in
particular (i.e. China), but concern all investments from actors outside the EU.

Nevertheless, concern over vulnerabilities in French competitiveness to Chinese
investments, in particular given the role of the Chinese state in the economy, has led
French authorities to highlight China’s lack of reciprocity and the assurance of a level
playing field on the economic front. Much of China’s market remains closed to foreign
investors. As such, where many firms see Chinese investments as a way to generate
market opportunities in China, French authorities increasingly underline the structural
asymmetries. Indeed, exclusive access to the Chinese market by Chinese firms gives them
a comparative advantage over other potential investors, in which they can leverage the
power of a protected market to a degree that others cannot. When bidding for European
assets, for instance, this exclusive market access allows Chinese firms to value assets
differently and effectively out-bid other firms for key acquisitions. Moreover, funding made
available from any number of China’s state-owned or development banks provides a level
of public support for Chinese companies that gives them an added advantage. As such,
French authorities, alongside other European counterparts, are favorable to enlarging the
criteria for foreign investment screening to include public, state-owned, or state-supported
companies (aided, for instance, by loans from state banks for public financing vehicles).

So while France remains open to Chinese investors and actively seeks out Chinese
investment, a deeper reflection is taking place on China’s transformation towards a more
consumption-based, value-added, high-tech economy and the implications for French and
European competitiveness. Concerns about the direction of China’s evolution at the
political and military levels have also not been ignored. In the European context, this shift
has led Paris to take a more vocal stance in favor of common procedures for screening
foreign investment in the EU. Nevertheless, it is unlikely that an EU-wide screening
framework will be sufficient to alleviate many of the broader concerns, which should be
put forward in the context of negotiations with China on issues such as a bilateral
investment treaty, or an eventual EU-China trade agreement.
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Germany’s Changing Take on Chinese
Direct Investment: Balancing
Openness with Greater Scrutiny

MIKKO HUOTARI, MERCATOR INSTITUTE FOR CHINA STUDIES

Summary

A sea change in German-Chinese investment relations in 2016 was one of the key drivers
of the ongoing rethinking of investment regulations at the EU level. With a record value of
roughly EUR 12 billion, Chinese companies have never shown greater interest to invest in
Germany. At the same time, annual German direct investment flows to China have been
declining in recent years to levels last seen in 2010 (from between EUR 5-6 billion in 2012-
2013 to roughly EUR 3.5 billion in 2016). This general picture, combined with the specific
nature of a number of high-tech deals has led to intense controversies in the public and
media spheres and elicited significant changes of the policy stances and the actual
framework of how Germany handles inbound FDI. It has also spurred an unseen degree of
coordination between Germany, France and Italy to push for a new European approach
and expand Member State competencies in this field.

A sea change in German-Chinese investment relations

Germany is the second largest recipient of Chinese direct investment in Europe, with
investments in the period 2000-2016 adding up to roughly EUR 19 billion according to
recent studies by Rhodium Group (RHG) and MERICS.! Beginning in 2011, annual
investment levels had first jumped up to a relatively stable level of EUR 1-2 billion per
year before going through the roof in 2016, when more than EUR 12 billion, or one-third
of Chinese investment in Europe, went to Germany. While sparking intensive policy and
media debate, this development, in fact, represented a catch-up or normalization of
Germany as a target of Chinese investment relative to the size and attractiveness of the
German economy and compared to investment levels in other European countries.

1. See studies by Thilo Hanemann and Mikko Huotari referenced at www.merics.org.
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Germany’s advanced manufacturing capabilities are the biggest attraction for Chinese
investors, with industrial machinery and equipment (~40 percent), automotive
(~15 percent) and utilities (~15 percent) accounting for about two-thirds of total Chinese
investment from January 2015 to June 2017. Renewable energies and the real estate and
hospitality sector also attract increasing interest. In general, the industry mix has
broadened to include investments in electronics, financial services, health, and biotech as
well as aviation.

While most deals in Germany were small and medium-sized takeovers until 2015,
this pattern has shifted quite dramatically with several high-profile deals valued above
EUR 500 million in recent years (see table below). Compared to the period 2000-2014,
in which state-owned enterprises were the most prominent Chinese investors in Germany,
the last 30 months have seen interest from formally private investors accounting for more
than half of the total investment value during this period.

In addition to Chinese direct investment in Germany, there is a new reality of other
investment flows that have a growing impact on the German business landscape. One
specific deal in 2017 that has remained below the 10 percent threshold of share-holding
usually considered to qualify statistically as FDI is HNA'’s initial investment and rapid
expansion in early 2017 to acquire a 9.9 percent stake (valued at about EUR 3.5 billion)
and take a controlling position at Deutsche Bank (DB). With the subsequent takeover of
asset manager C-Quadrat, HNA is now a key anchor investor for DB, where it has also
indirectly obtained a seat and voting rights in the DB board.

Chinese financial, private equity and venture capital investors are also increasingly
interested in German assets. Already in 2015, CIC had completed the acquisition of a
minority interest in Tank und Rast, Germany’s largest owner of a network of motorway
service areas. More recent deals include a EUR 90 million Series B financing by Tencent
for the German start-up Lithium (flying jet taxis), Fosun contributing EUR 12.5 million in
early stage financing for the fintech company Swipestox (Naga Group), and Centogene
raising EUR 25 million from a consortium including CIC Capital.
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Table 1. Top 10 Chinese direct investment deals in Germany, 2000-Q2/2017

Approx.

M&A target Investor Industry value (EUR

million)

. Industrial Machinery
KUKA Midea . 2016 4,660
and Equipment

EEW Energy from

Beijing Enterprises Utilities 2016 1,440
Waste
BGP (property group) CIC Real estate 2016 1,100
ZF Friedrichshafen
Luxshare Automotive 2017 1,000

(Control systems)

ChemChina, Guoxin . .
. Industrial Machinery
KraussMaffei Internat. Investment, . 2016 925
and Equipment

AGIC Capital
Kion (and Linde Industrial Machinery
. Weichai Power . 2012/13 738
Hydraulics) and Equipment
BCP Meerwind .
China Three Gorges Renewable Energy 2016 730
Luxembourg
Bosch Starter and Zhengzhou CMM Group, Automotive
2017 545
Generator Business Renaissance Capital
Medion Lenovo Consumer electronics 2011 530
OSRAM Ledvance MLS, Yiwu, IDG Electronics 2017 500

Despite these new developments, the predominant type of Chinese investments flowing
into Germany are acquisitions. Reporting on Chinese direct investment that only looks at
greenfield investments (such as by the Germany Trade and Invest agency or EY), or uses
outdated net transfer figures from a balance of payments perspective (such as by the
Bundesbank), therefore needs to be put into perspective. Announcements that depict
China as the most important investor in Germany providing a great number of jobs are
usually based on reports that use the number of greenfield deals and not their value. For
sure, the roughly EUR 250 million worth of greenfield investment in the last 30 months by
mainly private investors building or expanding headquarters, offices, R&D and production
facilities largely in the ICT, automotive and basic material sectors create important
economic opportunities in Germany. The overwhelming majority of Chinese direct
investment, however, currently comes to Germany in the form of strategic asset-seeking
by acquiring technologies, existing know-how or brands often with the goal to exploit
profitable back linkages with the Chinese market.

Corporate interests by Chinese investors that seek to modernize production
processes and climb up the value chain often align well with a new industrial policy push
and are catalyzed by strong government support, for instance by means of the “Made in
China 2025” (MiC) strategy. The sectoral distribution of deals in recent years and new
Chinese funds that specifically target advanced, digital industrial manufacturing (what in
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German debates is labeled “Industry 4.0”) are indicative of the strong overlap of corporate
purpose and Chinese industrial policy goals regarding investment projects in Germany.
The mix of policy and company motives, as well as the precise role of the Chinese
government (through direct influence on corporate strategy, financing support, other
incentives and regulatory measures at home), vary from deal to deal. A lack of
transparency for some critical deals and the limited timeline complicate an aggregate
assessment. It is likely, however, that this overlap of interests will lead to a sustained
targeting by Chinese companies of German “MiC” assets such as in automation, advanced
engineering technologies and robotics.?

China’s “shopping tour” catalyzes vague fears of a “'sell-out”
of German industry

Until recently, and despite a tradition of lingering fears about foreign takeovers in the
broader German public, policy and business circles have been quite united and unequivocal
in their insistence on principled openness to international capital. With Germany being the
largest investor in China and its biggest trading partner in Europe, Berlin was traditionally
inclined to pursue a non-confrontational approach in its economic diplomacy toward China.
Chinese direct investment was — and in general continues to be - seen as providing huge
opportunities and an important channel to deepening business and political relations with
China.

The change in perception in the German public, media and policymaking circles in
2016 and 2017 was driven by the rapid growth of the Chinese footprint. These newly
voiced concerns are often more about the potential future effects of the presence of
Chinese companies as investors in Germany than about current realities. In addition to
realized deals, rumors about potential investments in household-name companies (such
as HNA investing in Allianz, Anbang in Nordbank, Wanda in Postbank, Shanghai
Pharmaceuticals in Stada) contribute to a vague but persistent fear of a “sell-out” of
German industry to China.

Unfortunately, it is also not uncommon that media and research reports distort the
picture by depicting South Korean, Taiwanese or Hong Kong investors as mainland Chinese
(due to the seeming similarity of company names). While, greater scrutiny with regard to
their actual mainland-linkages can be warranted in the case of HK-listed or incorporated
firms, such developments points to a serious lack of experience and knowledge about
investors from China and their domestic background in Germany.

2. Jost Wibbeke et al., “Made in China 2025: The Making of a High-Tech Superpower and Consequences for
Industrial Countries”, MERICS Paper on China, No. 2, 2016, www.merics.org.
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Main concerns of policy makers: Reciprocity, state-led
strategic acquisitions of critical technologies

Going beyond vague fears, three factors have contributed to a material shift in the policy
stance towards Chinese investment since Germany in 2016:

e A persistent lack of reciprocity, i.e. the perception that there is no “rough
equivalence or upward convergence of openness”?® in European-Chinese
investment relations, which is driven by an intensifying chorus of German and
European business complaints about a deterioration of the business climate in
China and “promise fatigue” about Chinese announcements to liberalize inbound
FDI.

e The release of major, new Chinese industrial policy plans* that promulgate
overseas M&As as a way of upgrading Chinese technology and ultimately
displacing foreign companies both in China and globally has created new
awareness of the potential long-term risks of such transactions for Germany’s
competitiveness and industrial base.

e A rapid increase of technology acquisitions has spurred heated debates about the
sale of critical or security-sensitive technologies to a non-allied country with
industrial policies that aim at replacing German market shares in the future.

The two most controversial deals were Midea’s takeover of KUKA, a leading German
robotics company considered by many as a “crown jewel” of German industry, and the
attempt by a relatively non-transparent Chinese shell company, Fujian Grand Chip
Investment, to buy Aixtron, a German-based global provider of semiconductor equipment.

Attempts by government officials to help form a German business alternative to the
KUKA takeover bid in summer 2016 failed, not least due to what experts considered
overpaying and the very attractive package that Midea was able to offer (adding long-
term job guarantees in Germany to the promise of new opportunities in the thriving
Chinese robotics market). Potential security concerns related to KUKA business in the US
- among others robots being used in the assembly of US fighter jets - were mitigated by
suggesting (and eventually implementing) a spin-off and separation of KUKA’s US
business. Nevertheless, officials in Berlin led by the Ministry of Economic Affairs began to
discuss different options to address concerns about the potential long-term consequences
of Chinese industrial policy, subsidies and other strategic state interventions that influence
investment in Germany.

This internal reflection process at the highest political level involving, among others,
the German chancellery and Ministries of Finance and Defense was complicated by a series
of events in fall 2016. Before and during a visit to Beijing in November, German officials
were unusually upfront in raising concerns publicly and discussing the need for a revision

3. Thilo Hanemann and Mikko Huotari, forthcoming, 2018.
4. Jost Wibbeke, et al., op. cit, No. 2.
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of relevant regulations. Irritating its Chinese counterparts, the Ministry for Economic
Affairs also revoked an earlier clearance of the EUR 670 million Aixtron takeover based on
information provided by US intelligence officials. It also announced a more detailed
scrutiny of a proposed sale of Osram'’s light bulbs unit (Ledvance) to a Chinese consortium
(the deal was eventually cleared again in January 2017).

Leading German business representatives, including the Economic Council of the
German conservative party, and industrial associations also spoke out against what they
perceived as new protectionist tendencies. The VDMA, BDI and DIHK accordingly used
official statements and business-friendly media outlets to make their concerns heard in
the debate. Despite warnings against a protectionist spiral making German markets less
attractive for foreign investors, the lack of reciprocity nevertheless emerged as a joint
rallying point for concerns.

An updated, targeted approach:
seeking European leverage for German purposes?

While other ministries (including the Ministries of Finance and Defense) were less
enthusiastic about changing relevant German regulations, Chancellor Merkel and the
whole cabinet were described as “supportive” of Economy Minister Gabriel’s advances in
formal press conferences by the speaker of the cabinet in late 2016. Internally, ensuing
intra- and cross-ministerial working level exchanges also involved the commissioning of
external expertise on the topic, including on to the scope and interpretation of relevant
European regulations.

Eventually, after a surprisingly fast decision process, uninhibited by the leadership
change in the Ministry of Economic Affairs, the German government settled on a dual
strategy of revising secondary domestic law (an executive-driven approach to legal
changes) while leveraging the European level through a coalition of member states and
requesting clarifications and EU action by the European Commission.

At the European level, the German Ministry of Economic Affairs was reaching out to
Italian and French counterparts (in some ways building on the earlier alignment of
interests regarding China’s market economy status) to jointly send a letter to the European
Commission (DG Trade) in February 2017 describing concerns and requesting clarification
with regard to European and Member State competencies. The three countries’ ministries
followed-up with a “non-paper” in late July, in which they outlined their concerns in more
detail with the aim of “assisting the Commission in developing concrete rules”.” This push
for concrete action also on the European level was highlighted again in August 2017 with

5. Jakob Hanke, “EU’s Big 3 Seek Greater Role for Brussels to Stop Chinese Takeovers”, Politico.eu, 19 August 2017,
www.politico.eu.
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another letter by now-Minister Zypries directly addressed to Commissioner Juncker.® The
minister stressed again what key priorities for European action should be from a German
perspective: the lack of reciprocity, and non-market (i.e. state-driven or state-supported)
strategic investments in enabling technologies. The eventual proposal for a European
regulation presented by the Juncker Commission in September was greeted by Zypries
and her colleagues as a “step towards fair competition” arguing that European openness
should not be used as “an entry point for industrial policy goals of other countries.””

At the domestic level, Berlin has strengthened its controls over foreign investments
by introducing an amendment to its Foreign Trade and Payments Ordinance, which
complements the Foreign Trade and Payments Act. Since July 2017, Germany operates
with a revised mechanism for screening investments regarding the scope of both the cross-
sectoral screening related to threats to public order and security (§55 AWV) and the
sector-specific screening of directly defense-related investments (§60 AWV). According to
the revised Ordinance, public order and security are now explicitly defined to comprise
operators of so-called “critical infrastructure”, developers of software for the operation of
these, companies involved in the field of telecommunications, providers of certain cloud
computing services, or companies that have important functions in the area of IT security
and telematics. The sector-specific examination now includes investments in companies
providing defense-relevant enabling technologies, including certain IT products (sensor
technology or technology for electronic warfare) and other dual-use items by explicitly
referencing specific items of the German export-control list. Other important changes
include better staffing of the relevant offices, new notification requirements and longer
initiation and review periods as well as an explicit inclusion of indirect acquisitions to be
subject to the same scrutiny as direct acquisitions.

Outlook: a precarious German policy consensus
with European reach?

This new, and for German standards comparatively tough, regulatory stance represents a
remarkable policy shift. The update of the existing investment screening approach,
focusing on limited changes regarding public security concerns, critical infrastructure and
technologies more in line with contemporary realities does not, however, reflect growing
German protectionism at work. It is also not particularly China-centered (which would not
be legally possible), it does not directly tackle issues of reciprocity and also does not allow
for economic factors to be considered in screening procedures. In practice, these targeted
revisions are unlikely to pose new hurdles for a great majority of Chinese investment

6. Brigitte Zypries, “Schreiben von Bundesministerin Zypries an den Prasident der Europdischen Kommission”,
17 August 2017, http://g8fip1kplyr33r3krz5b97d1.wpengine.netdna-cdn.com.
7. BMWI, Pressemitteilung — EU Vorschlag zu Investitionspriifungen, 13 September 2017, www.bmwi.de.
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projects in Germany.® Recently-voiced concerns, for instance with regard to the lack of
transparency of HNA's financing structure as a key investor in Deutsche Bank, would under
no circumstances be captured by these updated measures but continue to fall under the
regulatory scope of European financial authorities such as BAFIN or the ECB.?

Yet, the way in which German authorities have both depicted regulatory changes at
home and reacted to the new proposals that the European Commission unveiled in
September 2017 reveals inconsistencies and issues of contention that are likely to emerge
in the future debate about EU legislation in this field. Claims by German officials that the
revised security screenings would lead to greater reciprocity and fair competitioni? are
far-fetched. Similarly, the argument that the Commission’s plan would allow for a
systematic protection of key technologies needs to be taken with a grain of salt. The EU
proposal purposefully shies away from allowing for a protection of strategic sectors and
does not involve a strengthening of competition policy tools. It remains unclear, too, how
these expanded national competencies would be made applicable in the German domestic
context.

The debate in Berlin about the appropriate balance between principled openness and
targeted protection, as well as about the necessary measures to achieve policy goals
including technological leadership, industrial competitiveness and reciproci