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1 EXECUTIVE SUMMARY

With 1.3 billion inhabitants, China is the worldfsost populous country and has in recent years
undergone economic growth at constantly high levélsis growth has delivered higher incomes, had
a dramatic impact on the reduction of poverty, sncbntributing significantly towards the attainnhen
of global MDG targets. It has however at the samme led to considerable income and regional
disparities, has resulted in a high degree of enwrental degradation, and has created vulnerable
groups of the population.

China has set out her development policy guidelimeshe 2006 Five Year Plan which, while
acknowledging that economic reform, growth, andetigwment will continue at a high rate, now
places emphasis on the development of a harmosimisty in which more consideration is given to
the social implications that are associated wighd&conomic development.

In parallel with domestic developments and refor@hina is increasingly responding to the
international and multilateral responsibilities ttrere associated with a country of such global
economic significance.

Europe has an important economic and political resie in supporting China’s sustainable
development and successful transition to a stgitesperous and open country. EU relations with
China have accordingly developed rapidly in regears, from a relationship originally based mainly
on trade issues to a partnership based on poldiafdgue and economic, trade and sectoral relation
The co-operation programme is an important mechafos underpinning this relationship.

China is however increasingly moving away from st@us of a traditional ODA recipient towards
that of a strategic partner with whom the EU engagea wide range of policy issues, and one that is
herself becoming an increasingly important soufd®@A to other developing countries.

The response strategy for the future EC co-opergiiogramme therefore needs to take account of
the contradiction in China’s nature; that of a depmg country in terms of certain traditional
indicators on the one hand, and that of a sigmfigalayer on the world stage in economic and
political terms on the other. In recognition tldaality’ of character the EC response strategy lva
targeted at providing support for the EU-Chinatstya partnership in the context of China’s social
and economic reform programme and of her globalifsoignce and responsibilities.

This will be done through the concentration of teses in three areas: facilitating and expandirg th
bilateral relationship in the areas of trade, eooiscand social development; through assisting China
in her efforts to address global concerns over afénchange, the environment, and energy; and by
providing continued support for China’s internaforen process where the EU can provide added
value. Indicative funding for the seven-year peli€225 million.

EC assistance in the areas of intervention wikkm@plemented by actions and support to be provided
though various thematic programmes and regionagéiiches.

2 CHINA'S POLITICAL, ECONOMIC, SOCIAL AND ENVIRONMEN  TAL
SITUATION

2.1 The political situation

With a population of 1.3 billion China is the woddnost populous country, governed, since 1949, by
the Chinese Communist Party (CCP). The basicigallistructure of the country remains that of a
one-party state. The highest formal organ of powgerthe nine-member Politburo Standing
Committee, currently headed by the General Segrefahe CCP, Hu Jintao. Hu is also the President
of China and Chairman of the Central Military Comsgion. Other important institutions are the State
Council, led by the Prime Minister Wen Jiabao, #melNational People’s Congress. The CCP retains
its monopoly on political power and still does twierate direct challenges to its authority.



The present Chinese leadership took over in Maff}82since when President Hu has consolidated
his political power and established a firm contreér the national policy agenda, the top prioribés
which are sustainable economic growth and the egjil@trestructuring of the Chinese economy.
Increased attention is being paid to social andrenmental problems, and to fighting corruption.

China’s foreign policy agenda is characterised tynareasingly multi-polar vision of the world and
strong support for a multilateral approach to wagrtdblems. China is increasingly active in the UN
and is keen to promote stability and closer rediamaoperation within Asia, where she aims at
developing trade and economic relations while r&@sg neighbours who are concerned about her
military and economic power. Stability on her benxl and a guaranteed supply of energy, raw
materials and access to water are factors whickesgential to China’s continued economic growth,
and which constitute important elements in the sitapf her foreign policy and her development co-
operation policy towards countries in Africa antetregions.

In recent years, in the political area, the State reinforced its power of control over individuals
Respect for human rights in China falls short afegded international standards in the areas of both
civil and political rights. Freedom of expressi@ssociation, religion, internet use, and the paess
heavily restricted; ideological debate is stridilyited by the state; and concerns persist over the
rights of minorities in certain areas. There ¥y international pressure on China to ratify the
International Convention on Civil and Political Rtg (ICCPR), which the country signed in 1998.

Despite these restrictions, most people in China anjoy greater freedom than at any other time in
the past century, and their opportunities in sgdigive increased in many ways.

Social grievances, widespread corruption, and lagitts have nevertheless sparked frequent riots,
particularly in rural areas. Official figures ressm in 2005 put the number of riots for that ydar a
some 74,000, involving over three million peoplsharp rise from previous years.

2.2 The economic situation including trade

The pace of economic change in China has beennastyerapid since the start of the economic
reform programme, initiated in 1978 under the leslip of Deng Xiaoping. In 2001, with the
support of the EU, China joined the World Trade &nrigation. The overall assessment is that China
has made rapid progress in the implementatiors&dMTO obligations, though a number of challenges
remain. China is considered to have benefited ntlba@ any other country from the trade and
investment opportunities offered by globalisation.

Economic growth is estimated to have been congigtém excess of 9% in recent years and is
considered likely to continue at that pace in tbming years. Such an increase in output represents
one of the most sustained and rapid economic wamsttions seen in the world economy in the past
50 years. This growth has delivered higher incqrttes emergence of a sizeable middle class, and a
substantial reduction in the numbers of those ¢jvim absolute poverty. It has also led, howewer, t
considerable income disparities and environmerastisc

The significant upward revision of GDP data pulddhat the end of 2005 revealed that during that
year the size of the economy, measured in finarterahs, reached over US$ 2,200 billion, and now
exceeds that of most European economies. ChinB&er@easured at Purchasing Power Parity (PPP)
is some four times higher than the above figure, stands at around US$ 8,800 billion. Average
income per capita in financial terms and at PPRJ&S# 1,700 (or 6% of average per capita income in
the EU) and US$ 6,800 (25% of the EU) respectively.

While average incomes are still below those in otheldle income countries, there are large parts of
the country that have reached income levels seeonme developed East Asian countries just one
generation ago, and are rapidly catching-up. MahgZhina’s industries have become completely
integrated into the world supply chain and on auirteends China could become the largest exporter
in the world by the beginning of the next decadedé&flying this growth there has been a profound
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reform of economic policies that has transformedimess efficiency, and the revised 2005 GDP
figures indicate a more diversified economy thad been suggested by earlier data.

Since 2004, the EU has been China’s largest traparther, having overtaking the US and Japan.
China remains the EU's second largest trading @asdfter the US. China has a very large trade
surplus with the EU (US$132 billion or €105 billiim 2005) and the US (US$ 201 billion in 2095
that partially offsets its trade deficit with othesuntries, particularly Asian countries (US$73idi

in 20053). Trade with Asian countries — and withi@a — has nevertheless been growing rapidly.

China continues to attract large foreign capitdloins. In 2005, FDI inflows remained stable at
around US$ 60 billion (2.7% of GDP), the main sesrbeing the Hong Kong SAR, Korea and Japan.
China’s also provides increasing FDI, mainly to asicountries. China’s foreign exchange reserves
increased by US$209 billion in 2005 to US$819 dilli By the end of 2006, this figure was
approaching US$1 trillion, making China the largeSicial foreign exchange reserve holder in the
world.

2.3 The social situation

The rapid economic growth that has taken placehm&in recent years has resulted in substantial
improvements in living standards for many Chineshe UN estimates that the number of poor living
on less than US$ 1 per day fell from approxima#99 million in 1990 to some 88 million in 2002
(6.9% of the population). However, the benefitghog growth have not been equitably distributed,
and positive aggregate national figures can masisiderable and growing disparities. Coastal
provinces have benefited more from decentralisatieiorms, and opening-up than the remote inland
resource-poor provinces; there are growing digearlietween urban and rural areas; and new forms
of urban poverty have appeared among the estinift@dnillion migrant workers who are not fully
employed and are not integrated into urban soaaVices. Furthermore, the growth that has
accompanied China’s transition towards a markeneaety has left many outside existing social
safety nets, and there is a need to provide impr@aeial protection in the form of social security
schemes, unemployment benefits and pensions. tyordicators are given in Annex 6.2.

These inequalities are recognised in China’s 1ith Fear Plan, and it is important that they beltdea
with while at the same time avoiding the eliminatiaf incentives for growth. If unaddressed, they
could inhibit future growth because if some sediai society continue to be left behind in the
development process, support for economic operamedgurther reform may be eroded. This being
said, China’s economic growth should provide sight resources for the effective implementation of
support policies.

In terms of human development, the UNDP 2005 Huiiawelopment Report places China in the
higher range of the ‘Medium Human Development’ daes, with and HDI index in 2003 of 0.755.

China is considered to be on track to achieve mbgs Millennium Development Goals (MDGs) by
2015, and is the world’s largest single contributoglobal progress on MDG’s. Progress has been
impressive across a range of social developmemtatats such as child mortality, illiteracy ancelif
expectancy. MDG targets that may require somatate have been identified by the UN in the areas
of gender equality (achieve equal access to priraary secondary education for girls and boys by
2005); combating disease (halt and reverse tha8mEAIDS/HIV and halve the prevalence of TB
by 2015); and the environment (implement natiotratsgies for sustainable development by 2005 to
reverse the loss of environmental resources by )20CHina’s commitment to achieving the MDGs is

! Eurostat. According to Chinese data, it amoutwedS$70 billion. Eurostat data include importsvang in the EU
from China via Hong Kong.

2 UsS statistics. China’s statistics indicate a tradplus with the US of US$ 114 billion in 2005.

% Chinese statistics.



nevertheless strong, and MDG targets that are redeptly on track are receiving attention. An
overview of China’s MDG status is given in Anne$.6.

In spite of this progress, in addition to the umewvkevelopment referred to earlier in this section,
inequalities persist between the sexes. Chindesuamarket is highly segregated by gender: layoffs
affect women disproportionately, and gender-basadendifferences continue. The proportion of
female students enrolled in all types of educatiomstitutions is lower than for men, and withireth
adult population the illiteracy rate for women i§ 2he rate for men. In the area of pension instea
gender differences are notable, even in the ciwbgre three men have insurance coverage for every
two women. There also exists a gender differengriblic health services and medical insurance.

China has signed important UN conventions and uésols, notably the UN Covenants on Economic,
Social and Cultural Rights and on Civil and PaditiRights, signed respectively in 1997 and 1998,
which remain the cornerstone for improving the aitan of individual rights in China. The former
was ratified on 28 February 2001, though with aponant reservation concerning the freedom to
establish trade unions.

2.4 The environmental situation

An estimated 63% of China’s energy comes from ashich contributes significantly to air pollution
and carbon emissions. The Government responseslsft towards clean energy sources through the
construction of new nuclear energy plants, gaslipgrojects, and numerous hydroelectric schemes.
Energy conservation and efficiency in industry amdhe building and automotive sectors however
remain very low. In 2004 China was the world'sosetlargest consumer of petroleum products, and,
as the source of around 40% of world oil demanavtjran recent years, the country’s demand is a
key factor in world oil markets.

A direct result of energy consumption is carbon ssmins and air pollution caused by industrial
activity, domestic heating, and vehicle emission§ulphur dioxide and soot caused by coal
combustion are two major air pollutants. Industonsumes almost half of China's coal and is the
largest source of urban air pollution, resultingairhigh level of pollution-related illnesses and a
reduction in GDP. Air pollution from China is rapedly impacting air quality in neighbouring
countries, and the country contributes significaidl global carbon emissions. China is a non-Annex
| country under the UNFCCC, and is not bound bydts for the reduction of carbon dioxide
emissions under the Kyoto Protocol. The Governmemtevertheless addressing pollution issues
through new legislation, pricing reforms, enviromta education campaigns and the delegation of
environmental responsibility to local governmenhina will play a key role in future international
negotiations on climate change.

An impact of China’s industrialisation is the anhpeoduction 30-50 million tonnes of hazardous
wastes, for which there are currently neither stathgprocedures for disposal, nor industry-to-digpos
tracing methods, and for which legislation and texdbgy are needed.

Economic growth is placing a heavy burden upon &kinvater resources in both quantitative and
qualitative terms. The current annual net defifisome 40 billion rfi of water affects agricultural
and industrial production and is felt most sevemlgorthern China which has 46% of the population
but only 19% of total water resources. Water gallu exacerbates this situation: stemming mainly
from industrial and municipal sources, agricultupallution from fertilisers and pesticides also
impacts on water quality and inland and coasthkfies. Water scarcity problems are being paytiall
resolved through water engineering projects butrawgd management of available water resources is
required.

While China’s 1998 logging ban has had some impaaurbing the degradation of the country’s
forestry resources, economic growth neverthelessirages to fuel high demand for timber, pulp and



paper. Domestic plantation production has incrdabet does not cover domestic needs, and the
importation of wood and timber is increasing, oftemm countries where illegal logging is prolific.

At the end of 2004, it was estimated that some 27¥®@hina’s total land area was desertified, in part
as a result of the over-exploitation of groundwaésources and of fragile land systems, and through
the vagaries of seasonal rainfall. Efforts to mddesertification are hampered by non-sustainable
agricultural and water-use practices.

3 CHINA'S POLICY AGENDA
3.1 An overview of China’s political and economic agenal

China’s 11th Five Year Plan (FYP) was approvedHhgyNational People’s Congress in March 2006
and sets out policy guidelines for the country tlee period from 2006 to 2010. Central to these
objectives is the creation of theaokang’ (harmonious) society in which prosperity is widshared,
but where economic advancement is not the solesfo€wsociety and is balanced by the sometimes
conflicting objectives of social equality and emvimental protection. This policy is intended to
redress some of the negative factors associatdd@¥itna’s rapid economic growth in recent years,
characterized by imbalances in regional growth amcbme distribution; uncontrolled capital
investment; rising energy consumption; environmleshégradation; and the depletion of the country’s
resource base.

While economic reform and development will continugth annual GDP growth targeted at 7.5%
over the period of the FYP (and per capita GDPGh®planned to double the 2000 figure), the focus
is now more on the social implications of econordaxisions The FYP foresees administrative
reforms to modernise the administration systemeinegal and e.g. rural and economic governance in
particular. “Government by law” as well as increhssccountability, information disclosure and
public participation in the decision making procass also to be boosted.

The FYP contains strategic priorities based oncthrecept of ‘scientific development’ to ensure that
GDP growth goes hand-in hand with improvementsnpleyment, social security, poverty reduction,
education, healthcare, and environmental protection

» To transform and rebalance the means by which Chingrows: through placing more emphasis
on domestic demand as a stimulant for growth; edpanthe primarily industrial growth base to
services and agriculture; promoting human capital #chnology as a driver for investment; and
through the more efficient use of resources.

» To adjust and optimize the industrial structure: through improved research and development
capacity, and technological innovation; and thropgbmoting industrialization and employment
creation in a regional context.

» To address the problems associated with rural areagagricultural incomes and production to be
improved through the more efficient use of resosydmproved agricultural techniques, better
public services, and infrastructure investment.

 To secure a better balance of development betweemban and rural areas, and between
different regions: through continued urbanization to drive developimgy means of migration
from rural to urban areas; through the opening ufh® western regions, the rejuvenation of the
north east, expansion in the centre, and contiriugh level growth in the eastern parts of the
country; and through policy development for thefedégnt regions based on the analysis of
resources, population distribution, etc.

» The protection of resources and the preservation ahe ecological environmentthrough the
promotion of resource-efficiency and environmesiadtainability, energy-saving initiatives, and
the development of the ‘circular economy througécycling; and the establishment of
development models for different areas, dependmtheir environmental sensitivity.



» The development of human resources, talent, and tewsology. to improve the country’s
innovative capacity; to ensure a more equitableidigion of education resources; and to improve
the quality of higher education.

* Further economic reform: through placing greater reliance on market foraed deepening
reforms in the fiscal, investment and financialtegss; through the examination of structures for
the pricing of resources.

* Institutional reform : through deepened reform of the administrationtesys strengthening
“governance by law”, information disclosure and lpuparticipation in decision making.

3.2 Social Sectors

The present fourth generation Chinese leadershgy imapublic statements, focussed on social
development: social justice and a better qualitygoffernance. Leaders continue to stress the
importance of improving the lives of the commornzeih and pursue a “people first” policy, targeted

at social justice rather than at political libesation.

China’s social policy for the coming years is potward in the FYP outlined above which
emphasises the development of a ‘harmonious sscediciety’ based on the reinforcement of the
Party’s role, the responsibility and accountabitifythe government, “governance by law” and public
participation. The emphasis is placed on the wtwwi of daily difficulties affecting the populatian
general, while at the same time however highlighthre need for social order.

This objective is to be met through measures togedinemployment (limitation of layoffs in state
enterprises, social assistance for the unemployadd, the reinforcement of social protection
mechanisms such as health insurance for urban veritee revision of the pension system, social
protection for migrant workers. In parallel withese measures the proposals call for more social
justice in income distribution (‘regulation’ of Higncomes, the progressive broadening and raiding o
minimum incomes, the reduction of social and reglalisparities, etc).

For public health the FYP highlights the need faréased government intervention. Priority will be
given to the prevention of communicable and workepl diseases, and increased support will be
provided for the pharmaceutical sector, in particdbr traditional Chinese medicine. The need for
improved access to healthcare is recognised, amdqtiestion of work safety is given particular
attention, notably in high-risk sectors such aserahextraction.

In the area of education the new plan targets th@éemmisation of teaching methods, the broadening of
compulsory schooling to the age of fifteen, and ititensification of vocational training with the
objective of improving the general level of edueatiof the population and creating a pool of
professionals with management skills for the gowrent, the Party, and the private sector.

3.3 Environmental Policy

China is committed to maintaining economic growthiley making the country’s economy more
sustainable. The production of cleaner energyeasing energy efficiency and counteracting the
deterioration of the environment are key precondgito achieve these objectives. The concepts of
the “harmonious society” and the “circular econonpybvide overall guidance to this development
path, with environmental protection to be tackledboth urban and rural areas.

One of the few quantified targets set out in the& k&P is to decrease energy consumption by 20%
per unit of GDP over the period of the plan.

China’s strategy to meet growing energy demandvifdid: to increase supply from national and
international supplies in all available energy sesy that is, fossil fuels, renewable energy and
nuclear energy; and to increase energy efficier8y.2020, China plans to produce 15% of its total
energy mix from renewable sources and around 4% fnoclear sources. Coal will nevertheless
remain the principal energy source, and it willréfere be important for China to use it in a clgane

8



and more efficient manner. Improved energy efficiewill require massive investment, particularly
in the construction and transport sectors, anah@rgy-intensive industries.

China’s commitment to resolving broader environraenssues related to environmental and
ecological degradation is also reflected in the Ritiich acknowledges that previous targets set for
environmental protection were not achieved and tiest problems have emerged. Under the new
Plan new targets have been set for strengtheniregosgeconomic control over environmental issues,
improving water resource management, combating paitution, controlling waste pollution,
protecting the ecological environment and halting tlecline in biodiversity, enhancing the marine
environment, and reinforcing environmental monitgrisupervision and enforcement.

There is strong Chinese interest in exploring E&tpces and experience in these areas, includag th
use of economic instruments in environmental podog public participation in policy making and
implementation.

4 OVERVIEW OF PAST AND ONGOING EC CO-OPERATION, CO-OR DINATION AND
COHERENCE.

4.1 Political dialogue

In May 2005, the EU and China celebrated th8 80niversary of diplomatic relations. Since these
were established in 1975, ties have developed Isgpiom a one-dimensional relationship based
mainly on trade issues to a full-fledged partngrshkhich rests on three “pillars”: political dialogu
economic, sectoral and trade relations; and theCBlha co-operation programmeCommission
Communications in 1998, 2001 and 2003 laid the mgawork for the development of the EU’s
strategic partnership with China, and a new Comgatiun on China — EC-China: Closer Partners,
Growing Responsibilities” was adopted in Octobe®@@Qc.f. Annex 6.1.2(3)). In 2003 China issued
its first policy paper on the EU.

The political dialogue was formalised in 1994. SHialogue has since grown into a series of regular
meetings at the levels of EU Troika Foreign MinisteHeads of Missions, Political Directors, and
Regional Directors, and since April 1998 includesieal Summits. At the"8Summit in Beijing in
September 2005, when a joint declaration on clinthignge was adopted, it was also agreed to
establish an EU-China Strategic Dialogue at Vicerelgn Ministerial level, where the EU is
represented in Troika format. Moreover, a new Heytel co-ordination mechanism headed by the
Chinese State Council and the EU Troika has betableshed upon the proposal of Prime Minister
Wen to guide the further development of the stiatpgrtnership.

In addition to the formal political dialogue, artdnse exchange of visits and meetings takes place a
all levels. The most important political issuesrently on the bilateral agenda are human rights,
illegal migration, the arms embargo, Market Econdtgtus, market access, and IPR.

In the field of co-operation on foreign and segupblicy particular attention will be given to i€sI
relating to combating terrorism and WMD prolifedatj fighting organised crime including money-
laundering; trafficking of human beings, drugs ahdgs precursors, small arms and light weapons,
WMD agents, materials and know-how; and conflitvyention. The challenge is to facilitate the
booming legitimate exchanges of people, goods, samdices, while limiting abuse. One of these
areas, illegal migration, is both a humanitarianagsn and a politically sensitive issue, on whioé t
EU and China have engaged in regular consultatmmsinforce administrative co-operation and the
facilitation of people-to-people exchanges, forrapke through the Tourism Agreement (ADS).

China and the EU intend to explore possibilitiesldaanch joint initiatives in the area of non-
proliferation in the framework of the ASEAN Regidi@rum (ARF) and to support further effective
measures to strengthen and improve the functioafnipe institutions and agencies supporting the
non-proliferation of WMD. They will furthermore wiotogether to ensure the full implementation of
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relevant UN Security Council Resolutions, particildJNSCR 1540, where China and the EU wiill
agree on effective measures to improve their exqtrol system and enforcement measures.

On various occasions the possibility has been daidepreparing and concluding a new framework
agreement on EU-China relations in order that thlediepth and breadth of the relationship may be
formally recognised. Such an agreement would reptlae existing Trade and Economic Co-operation
Agreement of 1985. Preparatory work on this isigeindertaken.

4.2 Review of previous co-operation

In 1996 it was agreed between the Commission amthién Ministry of Foreign Trade and Economic
Co-operation that EC development funding in Chihautdd move away from the established focal
areas of infrastructure and rural development td&a range of interventions targeted at supporting
the country’s reform process, while placing appiater emphasis on human resource development.
This policy shift reflected China’s transformatidrom a traditional developing country to an
economy in transition, and was aimed at underpmrire Government’s strategy of accelerating
economic, social and administrative reform, andcientry’s integration into the world economy.

The China 2002-2006 CSP reinforced this shift opleasis, and contained three focal areas: support
for social and economic reform; the environment anstainable development; and good governance
and the rule of law. It foresaw a total indicativedget for the five-year period of €250 million,
initially allocated as €150 million under the fifdtP (2002-2004), and €100 million under the second
NIP. Of this €250 million total indicative allogah, programmes and projects have been financed for
the amount of €181 million (72%). A list of projscand activities under the two NIPs is given in
Annex 6.4.

A Mid-Term Review (MTR) of the CSP/NIP was carriedt in 2003 and concluded that the co-
operation objectives defined in the CSP remaindid.va he fast pace of change in China highlighted
the importance of the focal areas of co-operatioassisting the country with its efforts to ensiimat
the overall balance in its development is in kilteith its rapid economic growth. The review
considered that the CSP was appropriate in thipemts and was moreover in line with the
Commission’s 2003 China Policy Paper. This conglusvas reiterated in an external review of the
CSP carried out in 2005.

Certain modifications to the 2002-2004 NIP werearntheless required in order to reflect the realitie
encountered during project preparation, notabihethird focal sector - support for good goverreanc
and the rule of law - where political sensitivitiere encountered. Neither the €10 million foresee
for the fight against illegal migration nor the €2flion foreseen for the development of civil setyi
resulted in financing decisions. A programme dasigto strengthen the rule of law and civil society
has nevertheless been approved in 2006 under 0t Z6 NIP, together with financing for the EU-
China Law School (see below).

This non-commitment in the third sector of intertien was in part used to strengthen the financing
for the second sector - the environment and sustindevelopment — where the initial allocation of
€45 million for biodiversity protection and wat@&sources conservation was increased to €55 million.

Some delays were encountered in the preparatiortestzentions under the 2002-2004 NIP due to the
complexity of the programmes, the wide range otriotutors, difficulties encountered in co-
ordination, and the fact that in 2002 there existddrge volume of previously-financed projects and
programmes which required considerable input famd¢hing, monitoring and evaluating. The
benefits of the devolution exercise have since lecapparent however, both in terms of the quality
of programme preparation, the way in which it iat#gs with and supports broader Community
policies, and the level of financial disbursememtsier the NIP which have risen from a pre-2003
annual average of some €28 million, to over €4Tionilin 2005.
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The second NIP (2005-2006) focused on the CSPigyriareas of social and economic reform, and
good governance and the rule of law. Under the Sector, interventions have been approved for
business management training (€8.15 million, irt para follow-up to the success encountered with
previous funding for the China — EU Internationalsiess School), and for the protection of
intellectual property rights (€10.85 million). Uerdthe second sector funding has been approved for
the creation of an EU-China Law School (€18.2 mil)i and for “Governance for Equitable
Development: Strengthening the Rule of Law andI@uwiciety Participation in China” (€6.8 million).
An additional cross-sectoral project to provide mup for EU-China dialogues has been financed in
2006 (€6 million) and will begin implementation stip.

It had also been intended under the second NIowde financing (€50 million) for a second “China

Window” under the worldwide Erasmus Mundus prograrm enable additional scholarships to be
granted to Chinese students to participate in Masteurses in Europe. Pending discussions wéh th
Chinese Government on the commitment of these futhey were allocated for other priority use

related to humanitarian relief and assistance im,Atough further funding for higher education is
proposed under the present CSP.

An external Country Level Evaluation of the EC qmermtion programme was commissioned in 2006
from which conclusions can be drawn from past eéepee. While the EC approach to co-operation
with China was overall considered positive, it Haeen recommended that in formulating and
implementing future programmes, where appropriaté possible, more could be done to better
integrate poverty reduction considerations; clenettange issues should be taken into account; co-
ordination with and among Member States should beersubstantial; and feedback and experience
from projects and programmes should be fed intacpalialogues more systematically. The main
conclusions and recommendations from the evaluatiergiven in Annex 6.5

4.3 Donor co-ordination

There are several fora for the exchange of infolenatnd operational co-ordination between donors
on programming and project and programme implentientalnformation exchange between the EU

Member States and the Commission takes place plynrathe EU Development Counsellors Group

and in the EU Environment Counsellors Group, wigabhh meet four times a year. In this framework,
the EC Delegation has been compiling and updatilgt af all EU Member State and Commission-

financed co-operation activities with China, whistpublished on the Delegation website.

The Delegation also has regular contacts with itgmdrmultilateral donor organisations such as the
World Bank, UNDP and ADB as well as with non-EUabdral donors like Canada, Australia,
Norway and Japan. In the areas of renewable enemgrgy efficiency and water, for example,
informal donor groups meet regularly in order taleange information and discuss specific topics.
The Ministry of Commerce (MOFCOM) furthermore cones annual donor co-ordination meetings.

In some areas, co-operation between donors goemthapformation exchange. Some donors and
projects organise joint events or launch joint iatites and, in a few instances, projects or
programmes are jointly implemented. Examples dre:EU-China Biodiversity Programme, a joint

action between the European Commission, the UNDP Gimna’s State Environmental Protection

Administration (SEPA), which will associate furthkey donors and stakeholders through a co-
financing mechanism, and; the recently started Hih& River Basin Management Programme,
which is implemented jointly by the European Consius, the World Bank and the Government of
China. A further joint project with the UNDP — Gamance for Equitable Development - Has been
committed in 2006.
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5 THE EC RESPONSE STRATEGY 2007-2013
5.1 Justification

Europe has a major economic and political interestipporting China’s sustainable development and
successful transition to a stable, prosperous gmh @ountry. The co-operation programme is an
important mechanism for supporting this intered & strengthening the relationship between the
Community and China. Given the pace of China’settggment the response strategy nevertheless
has to recognize that the country is increasingbyving away from the status of a traditional ODA
recipient towards that of a strategic partner withom the EU engages on a wide range of policy
issued. China is herself becoming an increasingly inmur source of ODA, with whom
international development partners, the EU inclyd@e looking to co-ordinate and co-operate.
Efforts will be made to engage with China on sumsthie development, particularly in Africa, in the
framework of the co-operation programme.

While China has the resources to cover her owndotgrm development needs and is, step-by-step,
putting in place the necessary laws, regulationd, @ministrative structures, the response strategy
must nevertheless take account of the duality ofcharacter: on the one hand that of a developing
country in terms of some traditional indicatorsgd am the other that of a major player on the world
stage in terms of her commercial weight, FDI flonsgnsumption of natural resources and
contribution to global warming. This combination dfifferent and at times contradicting
characteristics therefore justifies a particulaatsgy.

In recognition of the above, and of the fact thhtn@ wishes to see the continued transfer of know-
how and management expertise in areas of shareckstt the response strategy will be targeted at
providing support for the EU-China strategic parshg in the context of China’s social and
economic reform programme and of her global sigaifce and responsibilities. Such an approach
will serve to promote the EU’s own principles andlues in line with the established strategic
partnership, and to support the reform-relatedodia¢s and exchanges that take place between the
Commission and the Chinese Government.

The specific objectives of the response stratedjybaito:

(1) Facilitate and to expand the bilateral relattdp in the areas of trade, business exchanges, and
social and economic development;

(2) Assist China in her efforts to address glolmicernsover climate change, the environment, and
energy; and

(3) Provide support for China’s internal reforpnocess in areas of shared interest where EU
experience can provide added value.

Given the limited resources available for the cerapion programme, this strategy can best be
achieved done through (a) capacity building, wh€tena’'s need to innovate in order to attain
sustainable development continues to create opubes for the transfer of expertise and know-how
in areas where the EU has a strong competitive eatglor relevant policies and regulatory
experience, and (b) the formulation of co-operatamtivities in such a way as to maximise the
multiplier effect, through targeting activities thie appropriate level and through the developmént o
pilot activities on standards, codes of conductlaest practice to support policy development.

Cross-cutting issues including governance, the renment, human rights and gender will be
mainstreamed where possible in the programme.

* While the level of ODA to China between 2000 an@2@emained stable at around US $6 billion per yEBM during
the same period grew from some US $300 billionrtuad US $ 960 billion per year, thus reducing @RA share of
GDP from 2,0 to 0,6%.
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5.2 The Strategy

In order to meet the objectives specified in 5.@va) three areas of intervention are proposedier t
period of the CSP. Indicative funding for the seyear period amounts to €224 million.

5.2.1 Trade, economic and social development

China is experiencing the largest and most rapghegion in trade and economic development that
has ever been seen, and there is a clear needntmum to provide support for the economic,
regulatory, legal and administrative reform thateiguired in this context.

5.2.1.1 Trade co-operation

In the area of trade further future interventionl We required to back up the continued engagement
with China on the implementation of her commitmeadsociated with WTO membership, to support
China’s further integration into the world economiy promote further trade and economic
liberalisation, and to support regulatory reforratthas a direct impact on trade. China’s signiioea

in the area of international trade is now such thla¢ must demonstrate her ability to ensure
competition on a fair and equitable basis, in a W& is commensurate with her weight as a trading
nation.

The current €15 million EU-China Trade Co-operattyngramme (EUTCP) will continue until 2009,
and provides support to the trade policy dialogstaldished in 2003 to strengthen bilateral exchange
in the context of the rapid expansion of trade awdnomic relations. The dialogue covers
multilateral, regional, and key bilateral tradeuiss and the EUTCP focuses on six areas of support
activity: customs and import/export regulatory syst agriculture and agro-food; technical barriers t
trade/sanitary and phytosanitary measures; sefvieggslative and legal aspects of domestic
implementation, IPR enforcement; and policy develept. While a new €10 million programme
specifically on the enforcement of IPR legislatisrunder preparation for financing in 2006 and will
in principle run until 2011, continued broad suggdor the trade-related objectives outlined above a
for trade facilitation will be required from 200@wards.

EUCTP will also temporarily bridge the gap betwedbe current Financial Services cooperation
project (EC contribution € 8,5 million) which irally ran from 2002 to 2005 but was eventually
extended by 12 months to finish end of 2006, amew cooperation programme for the financial
services sector starting late 2007 or early 2008.

5.2.1.2 Civil Aviation

In the broader area of economic development theree tbeen increasingly close and important
exchanges between the EU and China on co-operaticwil aviation in recognition of the fact that a
well-developed civil aviation sector is an essérmgiatform for development and reform in the aréa o
market and territorial integration. These exchangave taken place against a background of annual
sector growth estimated at 30 to 40% and the stoomgmitment of the Civil Aviation Authority of
China (CAAC) to improve China’s regulatory framewoaior air transport and the professional
expertise of civil aviation personnel to ensurd gaety levels keep up with this growth.

China is expected to soon become the largest Asmket and leading hub for air passenger traffic
and international air cargo and the Chinese autbasrare keen to develop closer co-operation with
major developed civil aviation partners in ordebtmefit from their experience and to incorporate i

in the national regulatory framework and operatioiifle CAAC has expressed satisfaction with the
assistance provided by the EU so far in this anebvashes to deepen this co-operation.

The EU-China Civil Aviation Co-operation Projefihanced before the preparation of the 2002-2006
Country Strategy Paper, aims at facilitating indakto-operation and regulatory convergence in the
sector, and focuses on production management, mestsupport, air traffic management, training in
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airline and industry management, and pilot insjpectVith a total budget of €23.5 million, of which
the EC contribution amounted to €12.5 million, gneject started in 1999 and terminates in 2006.

The EU-China Aviation Summit held in Beijing in ZD@rovided a further opportunity for the EU to
demonstrate its substantial capacity and potetdiahobilise partners involved in the field of civil
aviation and to further develop co-operation irstheld. Such co-operation is proposed under the
CSP and would be complementary to discussions dakiace with the Chinese authorities on
measures to ensure conformity between existingdodhcivil aviation agreements between Member
States and China and Community law. The possibdit negotiating a more comprehensive
Community-level agreement is also being explored.

Future co-operation is intended to promote regwyatonvergence and could include the exchange of
information and technical assistance in a rangareés including aviation security, aviation safety,
competition law and economic regulation, and aiffit maintenance.

5.2.1.3 Financial services

In the broader area of macroeconomic policy thasebeen a growing importance of trade in services
between EU and China.

The EU-China Financial Services cooperation projduth ended in December 2006 aimed to assist
the Chinese government in its effort to reform egstructure the financial services sector. Thegutoj
provided policy advice for the sector’s regulatansl supervisors as well as training actions.

The project managed to open doors to China’s fimrsector and build a relationship of trust.
Further intervention will be required to build dity on these achievements and enhance
professionalism and competence of the financialises sector intermediaries, but also better educat
the general public about the financial servicesase&uch cooperation is proposed under the CSP and
would be complementary to the Chinese governmefittsts to implement its WTO commitments in
the financial services sector. Further a high degferegulatory convergence in the financial sesic
sector between the EU and China would be of utnmopbrtance to achieve concrete results in
fostering EU financial services implementation withina.

Experience has shown little enthusiasm by the @patts for joint activities, but if possible cress
sector initiatives (i.e. development of the debtkets as a mean to provide instruments for ins@anc
companies to invest in, to develop capital markeis thus revenue streams, to aid companies reduce
their cost of capital and possibly to finance theess social security safety net) are pursuedy the
their interest can be enhanced.

5.2.1.4 Social safety nets

Current Chinese policy-making concentrates on agwveént of a ‘harmonious society’, which means
achieving more balance between rich and poor, tweban and rural, between the coastal and
inland provinces and generally between growth amqite. In concrete policy terms, this concerns
mainly social security and regional policy, thougith additional importance for health and education

policy.

The EU can be considered as a laboratory of 25n(239 different experiences and models for all
these areas, with a wide variation of differenstes relevant to China in different ways, including
countries that have a long experience as marketoaci@s, and others that have managed transitions
over the last 20 years.

As China develops its own model of social provisidnis extremely useful for it to be able to
examine and study these different experiences lagid lessons. This is already proving very fruitful
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in the current ‘social security’ project which |laolat three areas (pensions, unemployment benefit,
medical insurance).

It would be useful to extend this in three waysomder to contribute to the development of social
safety-nets: (a) to cover further areas of soa&lugty areas (e.g. maternal health care and work
injuries), (b) to cover further areas of social\ypsmn (notably health and safety, and regionalqyol

but possibly also the regional, spatial - urbamfruiand fiscal aspects of education and healtitypl
and (c) to allow continuing support after the cotreocial security project ends in 2010.

The objective would be to assist China to minintlze social side effects of economic reform and to
contribute to poverty alleviation, through suppant the health and safety insurance schemes,
improvement of regional policy, intuitional strehghing of the agencies charged with managing
social provision systems, and extension of covemgpension & unemployment insurance to the
urban private and informal sector..

5.2.2 The environment, energy and climate change

Policy makers in China increasingly see environmemrotection as a major challenge, and
environmental developments in China inevitably hamempact at global level. There is a genuine
wish among policymakers in China to learn from Btpexience and over the last decade, contacts
between the Commission and China and co-operatiorerovironmental and energy issues have
increased substantially through established mingdtevel dialogues, through working group
contacts, and through the EU-China co-operatiognamme.

Of particular pertinence is the issue of climateargie. As a major emitter of greenhouse gases
China’s active participation in the debate on thidject is vital. Much work has been done on

projecting China’s emissions and their potentialpact on global warming, and the Chinese

government is aware of its global responsibilitibat are increasing in parallel with the country’s

economic growth.

Significantly, at the 2005 EU-China Summit bothesicconfirmed their commitment to the objectives
of the UN Framework Convention on Climate Change e Kyoto Protocol and agreed to set up a
partnership on climate change to strengthen coabiper and dialogue on climate change including
clean energy, and to promote sustainable developneithis context it was agreed that key areas fo
technical co-operation would be energy sector mefdefficiency, conservation, and new and
renewable energy, clean coal, methane recoveryuaedcarbon capture and storage, hydrogen and
fuel cells, and power generation and transmissitmg;implementation of the Clean Development
Mechanism (CDM); and adaptation to climate change.

Support for energy sector reform, and the effegir@motion of energy saving and efficiency, would
furthermore reduce China’s call on the world enar@gykets.

In addition to the areas of co-operation indicabdve, other areas of key interest would be poltuti
control and natural resources management, inclubiadiversity conservation. The issue of water
management is high on the Chinese political agentiare China has decided to adopt the integrated
river basin management approach as a guiding gyratmilar to EU strategy under the Water
Framework Directive. There is also potential foraperation in the area of air quality since China
suffers from severe air pollution problems in itavhs and cities. Also in the urban context,
opportunities exist for co-operation in the areawiissions, where China has already adopted some
EU standards, and in integrated waste managemé@iniese are all areas in which the EC has
previously co-operated with China, and where thame opportunities to build on past experience.
More generally, co-operation on environmental legisn and standards, in particular where they
impact on trade, should be continuedlhe Chinese Government has made efforts in strictly
implementing such legislation, and public awarenéss disclosure of environmental information,

15



and public participation have been playing an iasnegly important role. There is furthermore sgon
interest in using economic instruments in environtakepolicy. EU best practice and experience
could be shared with Chinese partners in thesearea

The above topics could in part be addressed thrtheypolicy dialogues, under which administrative,
managerial, and regulatory experience can be shdmemigh the promotion of business to business
contacts between EU and Chinese operators; throngystrial and technology co-operation; and
through technical co-operation supporting, intéa,adector analysis, economic modelling and policy
development, and, possibly, demonstration projdatsthermore, co-financing of actions in the area
of environmental governance is envisaged.

5.2.3 Human Resources Development, Governance, and CapgcBuilding

5.2.3.1 Higher Education

In the higher education sector Chinese postgraditatents have been extremely successful in taking
up scholarships to undertake masters courses iglthender the Erasmus Mundus Programme, both
under the worldwide core funding for the programargd under a special €9 million ‘China Window’
financed under the 2004-2006 NIP to provide addgischolarships for Chinese students during the
academic years 2005/2006 to 2007/2008. The totakeé of Chinese Erasmus Mundus masters
students for academic years 2005/2006 and 2006/80fproximately 300.

The strong Chinese interest in developing co-opmrawvith the EU in the field of higher education
has been demonstrated in the context of the EU&0Higher Education Dialogue which took place in
Beijing for the first time in November 2005 as wa#l, more recently, in the Joint Statement of the
Helsinki EU-China Summit where the Chinese sideresged interest in making further progress
with the EU on this topic. It is proposed thatfitial resources continue to be allocated to #uos
under the CSP to provide scholarships for Chinésedests to further their studies in the EU. In
addition to the purely educational benefits thas Support would provide, it would also contribute
substantially towards the improvement of politiedpnomic, and people-to-people links between the
EU and China. Further links and exchanges ofdbiscould also be examined.

The scholarships provided will build on the capadieing created through ongoing EC higher
education regional co-operation activities suchAaga-Link, the &' Framework Programme for

Research and Technological Development (RTD), addMember State’s education promotional
exercises in terms of the development of partnpsstmetworks, contacts, and student exchanges.

The new €23 million EU-China Managers Exchange @maining Programme (METP) financed
under the 2002-2004 NIP (EU contribution €17.2 o) was launched in 2006, and will run until
2010. This programme builds directly on the sucodsts predecessor, the Junior Managers Training
Programme (JMTP). In order to ensure lasting impaatl subject to its evaluation, the continuation
of the METP post-2010 will be given priority consrdtion with a view to increasing the numbers of
young managers that benefit from this training.

5.2.3.2 Sectoral Dialogues

An increasing number of sectoral dialogues has leséablished with the Chinese Government in a
wide range of sectors, from science and technotoggmployment and social security, and from

trade, the environment, and energy to customs esatipn, education, and the information society.
A summary of the subjects presently covered bydiakgues is given in Annex 6.5. The number of
dialogues has expanded rapidly in recent yearkgctefg the opportunities for China and the EU to
learn from each other through the exchange of imé&bion, and providing common ground for co-

operation.
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The dialogues and exchanges are supportive of Ghreéorm and development and constitute an

important element of the external dimension of nma EU policies. The Chinese Government

continues to show a keen interest in broadeningiatahsifying these dialogues, which provide a

forum for exchange between, in the first place,igyahakers, but also the business community,

researchers and civil society. Some of the diadsgare linked to global sustainable development
issues, where China and the EU both face challeraye$s where China is interested in strategies
developed by the EU to solve problems that Europeamntries have been addressing for a number of
years.

In the 2005-2006 National Indicative Programme (NHR amount of €5 million was allocated for a
Policy Dialogue Support Facility (PDSF) to supppdlicy dialogues and exchanges between the
Commission‘s services and the Chinese authoritigfis new type of intervention will become
operational in 2006 and will create close and dilieks between the co-operation programme and the
mainly reform-oriented exchanges that take plackil&\the performance and results of the PDSF will
have to be evaluated in due course it is foreskanfollow-up activity will be required during the
period of the CSP to maintain impetus and supporthifese activities.

An additional element for consideration in the fatation of further PDSF activities could be the
provision of short-term training in the EU for seniChinese nationals from government and civil
society who have a potential role to play in theclion of China’s future political, economic, saci
and administrative environment. Certain higherocadion institutions in the EU such as the College
of Europe in Bruges, the European University Iogtitin Florence, and the European Institute of
Public Administration in Maastricht are well suitexlproviding high-level and intensive exposure to
EU policy issues that are of direct relevance $aés on the EU-China agenda

5.2.3.3 Public Administration Co-operation

In line with previous strategy documents on Chtha,2006 Commission Communication underlines
the importance of China’s transition to a more oped plural society. The EU is expected to support
the strengthening of the rule of law which is cdesed an essential basis for other reforms. The
development of public administration and “goverreaby law” are recurring themes in China’'s"11
Five Year Plan.

In the area of governance, certain highly succéssfd strategic aspects of EU-China co-operation
should be consolidated and deepened. As pars oéfibrm and opening-up strategy, China has been -
and for the foreseeable future will continue to-bengaged in a far-reaching reform of its public
administration system, an element of which is th& Civil Servant Law that took effect in 2006.
Strengthening and modernising public administrat®®@ basic pre-condition for improving overall
governance and the rule of law in China and foraeeing the sustainability and stability of China’s
economic and social development. Contacts betwdene€e and European officials have become
particularly intense and today cover the policyaaren which the European Commission and the EU
in general are active. As China gains importancanasternational actor, the alignment of its pabli
administration systems with international and Eesp models is becoming a key element for
facilitating international co-operation between fbdministrations.

Public administration reform in China has been sugga mainly through the Europe-China Public
Administration Programme (CEPA), which started 802 and will run until the end of 2007 with a
budget of €7.3 million. The main objectives ofstiprogramme are to assist the process of economic
and social reform in China and to increase undedatg and knowledge of public administration
between China, the European Union and its MembateSt The programme has provided many
innovative inputs into the Chinese system and hiaascted the attention of the leadership of theeSta
Council. According to a mid-term evaluation, cadrieut in 2006, CEPA is “an achievement of
historic proportions placing the co-operation betwehe EU and China at a very high level.”
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Whereas many of CEPA’s objectives will have bedmnea®d by the end of 2007, it may be expected
that providing continued support for certain ad¢ied focused on exchanges and dialogue between
Chinese and European officials and public admiaigtn experts and supporting the implementation
of the new Civil Servant Law will bring major mutuzenefits.

5.3 Thematic and Regional Programmes
In addition to the interventions foreseen under phhesent CSP, and in support of some policy
dialogues, the Commission will continue to finarmamplementary thematic interventions in the
following areas
* Democracy and Human Rights: where activities canddunded to support co-operation and
dialogue in the field of governance and human right
* Non-State Actors in Development: assistance co@dpimvided to NGOs and other civil
society organisations working in areas relatedhéoG@SP.
* Migration and Asylum: in support of EU-China dial@gon these issues.
* Investing in People: initiatives to complement ties under the CSP priority sector of
human resources development and public administran-operation
 Environment and Sustainable Management of NaturesoRrces Including Energy: to
complement the focal sector environment, energy,cimate change.

These thematic activities will be financed withdintial resources that are additional to those peali
under NIP. In addition, China will benefit from aaties funded under the Asia-wide programmes.

® A list of projects being implemented under thematidget lines and Asia-Wide programmes is givefirinex 6.6
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6

6.1

ANNEXES

EC CO-OPERATION OBJECTIVES

6.1.1 The EU Treaty Objectives for External Co-opeation

The European Commission’s development programm€hima is grounded in Article 177 of the
Treaty Establishing the European Commtufhityhich sets out the following broad objectives for
development co-operation:

Sustainable economic and social development ofldewg countries;
Smooth and gradual integration of developing caoestinto the world economy;

The campaign against poverty in developing cousitrie

In addition, Article 181a of the Treaty foreseeattthe Community carries out economic, financial
and technical co-operation measures with third toesithat are complementary to those carried out
by the Member States and consistent with the dewedmt policy of the Community. The
Community’s policy shall contribute to the genexdbjective of developing and consolidating
democracy and the rule of law, and encouragingectsier human rights and fundamental freedoms.
Development co-operation is a multidimensional pssccovering broad-based equitable growth,
capacity and institution building, private sectavdlopment, social services, environment, good
governance and human rights.

6.1.2 EU Objectives as laid down in other applicabldocuments

(1)

(2)

In accordance with Article 177 of the Treatgtéblishing the European Community, the
Community’s development cooperation policy shaités the sustainable economic and social
development of the developing countries, the smaoth gradual integration of these countries
into the global economy and the fight against pgvdrhe Community’s policy in this area shall
contribute to the general objective of developimgl @onsolidating democracy and the rule of
law, and to that of respecting human rights andl&umental freedoms.

On the basis of Article 179 of the same Treatyiea Development Cooperation Instrument
(DCI) was adopted in December 2006. [Country] igilele to participate in cooperation

programmes financed under the DCI [European Pagldrand Council Regulation (EC) No. ...

of ... December 2006 establishing a financial inseabfor development cooperation.

The present basis for EU-China co-operatiothés1985 Trade and Economic Co-operation
Agreement between the then European Economic Community aadP#ople’'s Republic of
China (PRC), covering trade, economic co-operataond development as a basis for
institutionalised dialogue.

This Agreement however no longer reflects the readd scope of the relationship and at the
9" EU-China Summit leaders agreed to launch negotiaton a new, extended Partnership and
Co-operation Agreement (PCA) to update the basi®éw co-operation. This new agreement
will provide a single framework covering the fuinge and complexity of the relationship, and
at should be forward-looking and reflect EU priist

®http://europa.eu.int/eur-lex/lex/en/treaties/indém
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(3) Current EU policy towards China is providedie Commission’s 2006 Communication to the
Council and the European Parliament entitldJ-China: Closer partners, growing

responsibilities”.’

In this document it is proposed that the EU shawlatinue support for China’s internal political

and economic reform process, for a strong and est@bina which fully respects fundamental
rights and freedoms, protects minorities and guaemnthe rule of law. It states that the EU will
reinforce co-operation to ensure sustainable devedmt, pursue a fair and robust trade policy
and work to strengthen and add balance to bilatedations. It recognises that the EU and
China should work together in support of peacestadility and that the EU should increase co-
ordination and joint action and improve co-openmatiath European industry and civil society.

A number of key objectives are identified in then@nunication, notably: supporting China’s
transition towards a more open and plural socigtymoting sustainable development; ensuring
secure and sustainable energy supplies; combattimyate change and improving the
environment; improving exchanges on employment sowal issues; improving co-ordination
on international development; and building sustam@&conomic growth.

(4) Inits 12April 2005 Communication on Policy Coherence for Deelopment, the Commission
defined coherence commitments in the overall fraorkvof the EU sustainable development
strategy and identified the following priority aseaith high potential of attaining synergies with
development policy objectives: trade; environmesggurity; agriculture and fisheries; social
dimension of globalisation, employment and deceotkywmigration; research and innovation;
information society; transport and energy. Thesamrodments were endorsed by the Council
(GAERC) on 24 May 2005. The Communication furthailscon non-development policies to
respect development policy objectives and on dewednt co-operation to also contribute,
where possible, to reaching the objectives of oigpolicies.

(5) The importance of strengthening the social disi@en of globalisation and of promoting
productive employment and decent work opportunitiess highlighted in 847 of th&N
Summit conclusions of September 200%egarding human and social development. UN
member states committed themselves in particuldsttongly support fair globalisation and
resolve to make the goals of full and productiveplEryment and decent work for all, including
for women and young people, a central objectivewf national and international policies as
well as our national development strategies, inolgigppoverty reduction strategies, as part of
our efforts to achieve the MDGs.”

6) In its meeting of 2% November 2005, the General Affairs and Externalafkens Council
adopted theEU Development Policy Statementalso known as “the European Consensus”,
endorsed by the European Parliament orf' T3ecember, substituting the development
commitments of the Joint Declaration of the Counaild European Commission from
November 2000. The “the European Consensus onl@ewent” provides, for the first time, a
common vision that guides the action of the EUhbat its Member States and Community
levels, in development co-operation.

The Statement identifies the eradication of pgvartthe context of sustainable development,
including pursuit of the MDGs, as the primary angrarching objective of EU development
co-operation. The Statement also emphasises thapdttnership and dialogue with third

countries will promote common values of respect ioman rights, fundamental freedoms,
peace, democracy, good governance, gender equbbtyule of law, solidarity and justice and
the EU’s commitment to effective multilateralism.

" COM (2006) 631 of 24/10/06.
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6.2 CHINA AT A GLANCE - BASIC FACTS

Territory

9.6 million sq km

Population

1,300,000,000 (2004)

Population Growth rate

0.6% (2004 estimate)

Birth rate

13.14 births/1,000 population (2005 estimate)

Death rate

7 deaths/1,000 population (2005 estimate)

Life expectancy at birth

72 years (2004)

Adult Literacy Rate

91%

Population below inter-national
poverty line

2.8% (2004)

Estimate of HIV/AIDS prevalence

0.06 to 0.11% (2004)

Malaria prevalence

6.53% (2004)

Population with access to clean
drinking water in rural areas

60% (2004)

Under-five mortality rate

25% (2004)

Net primary enrolment ratio

98% (2003)

Girls in primary education

47.2% (2002)

Maternal mortality ratio (per 100,000
live births)

51.3 (2003)

Ethnic diversity

Han Chinese: 91.9%; 55 other officially recognisadority
groups including: Zhuang (16m), Manchu (10m), aum),
Miao (8m), Muslim Uighurs (7m), Yi (7m); Tibetanr(§ ,
Mongolian (5m), Buyi (3m), Korean (2m)

GDP

US$ 8.8 trillion (2005 estimate) at Purchasing PoReerity

GDP per Capita (PPP)

US$ 6,800 (2005 estimate)

Real GDP Growth

9% (2005)

GDP Composition

agriculture 13%, industry 47%, services 40% (20&tGreates)

Exports

US$ 750 billion f.0.b. (2005 estimate)

Imports

US$ 630 billion f.0.b. (2005 estimate)

Bilateral Trade (Eurostat 2005)

EU Imports €126 billion - 12% of global imports
EU Exports €48 billion - 5% of global exports
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6.3 CHINA MDGs

OVERVIEW OF CHINA MDGs STATUS (AS AT OCTOBER 2005)

GOALS AND TARGETS STATE OF GOAL STATE OF SUPPORTIVE
ACHIEVEMENT ENVIRONMENT

Eradicate Extreme Poverty and Hunger by 2015

= Halve the proportion of people living in extreme On track Well developed
poverty
= Halve the proportion of population below
minimum level of dietary energy consumption | On track In place
= Make the proportion of underweight children
under 5
Universal primary education by 2015
= Achieve universal primary education by 2015 | On track In place
Gender equality
= Achieve equal access for boys and girls to On track In place

primary and lower secondary schooling by 2005
= Achieve equal access for boys and girls to uppeMaybe not on track | In place
secondary education by 2005

Under 5 mortality
= Reduce under 5 mortality by two thirds by 2015 Maybe not on track | In place

Reproductive Health

= Reduce maternal mortality ratio by three-quartei@n track In place
by 2015
= Universal access to safe/reliable reproductive | On track Well developed

health services (contraceptive methods) by 2015

Combat disease (HIV-AIDS, TB and malaria)

= Halt and reverse the spread of HIVS/AIDS by | On track In place
2015 Maybe not on track | In place
= Halve the prevalence of TB by 2015 On track In place

= Reduce the incidence of malaria

Environment
= Implement national strategies for sustainable
development by 2005 so as to reverse the loss dlaybe not on track | Well developed
environmental resources by 2015

Basic amenities

= Halve the proportion of people unable to reach @n track Well developed
afford safe drinking water by 2015
= Improve the proportion of rural people with On track In place

access to improve sanitation

Source : “China’s progress towards the Millenniumd¥elopment Goals” Ministry of Foreign
Affairs/lUN — October 2005
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6.4 EC CO-OPERATION WITH CHINA UNDER THE 2002-2006 CSP

CHINA July 2006
NIP 2002 - 2004. COMMITMENTS (PLANNED AND ACTUAL)
Projects and Programmes by sector Planned in Committed | Committed | Committed TOTAL
NIP 2002 2003 2004 COMMITTED
Support to Social and Economic Reforms
EU-China WTO co-operation 15,00 15,00 15,00
Social security reform 20,00 20,00 20,00
Information society 15,00 15,00 15,00
Human resources development : 25,00
(a) Managers Exchange and Training Programme 17,20 17,20
(b) Scholarships linked to Erasmus Mundus 9,00 9,00
Sector sub-total (75,00) (76,20)
Environment and Sustainable Development
Environment Programme Policy Advice 15,00
Biodiversity protection 15,00 30,00 30,00
Water Resources Conservation 15,00 25,00 25,00
Sector sub-total (45,00) (55,00)
Good Governance and the Rule of Law
Fight against illegal immigration 10,00 0,00 0,00
Support to civil society 20,00 0,00 0,00
Sector sub-total (30,00) (0,00)
TOTALS 150,00 15,00 0,00 116.20 131,20

NIP 2005 - 2006. PLANNED COMMITMENTS

Projects and Programmes by sector PlanNnnid n Comzrg(ljtgwent
Support to Social and Economic Reforms
Higher education: Erasmus Mundus China Window 50,00 0,00
Business Management Training Project 8,15
Protection of Intellectual Property Rights (IPR Il) 10,00 10,85
Sector sub-total (60,00) (19,00)
Good Governance and the Rule of Law
Governance Capacity Building 25,00
Rule of law and Civil Society Programme (1) 6,80
EU-China Law School 18,20
Sector sub-total (25,00) (25,00)
Cross-Sectoral
Policy Dialogue Support Facility (PDSF) 5,00 6,00
Reserve 10,00
TOTALS 100,00 50,00

(1) Governance for Equitable Development: Strengthening Rule of law and

Civil Society participation in China
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6.5 2006 COUNTRY LEVEL EVALUATION

An independent Country Level Evaluation of the E&=operation programme was commissioned in
2006 from which conclusions have been drawn frost paperience, and recommendations made for
future co-operation. The evaluation was carrietl while taking account of the EU’s strategic
interests in China and the sectoral policy dialegue

Based on in-depth reviews of the main areas of pmraiion in which the programme has been
engaged since 1998, the evaluation concluded tieatEIC approach to China is generally rated
positively, and the following overall conclusionave been reached and recommendations made:

Overall Conclusions

 The EC approach to China is considered relevartheoChinese policy context and needs and
consistent with long-run EU policy goals. It is piging opportunities: to engage in institution-
building relating to regulation, legislation, stamnds, best practices, etc., with positive (albaitdh
to quantify) impacts on EU-China trade and businme$ations; to improve China’s capacity to
deal with environmental problems as well as wishoivn emerging social reforms; and to engage
in human rights dialogue and cooperation.

 While there have been successes at the level a€ypprocesses and regimes (legislation,
standards, regulations), concrete results have bewted by problems at the level of policy
administration, implementation, and enforcementnivlaf these arise from poor governance.

* Impact and effectiveness have been adversely affeclbeit not fatally, by delays in project
implementation.

* At the higher level, the Chinese and European séth@se a common language and partnership,
and are moving towards a dialogue of equals. Atlével of implementation however, there
continues to be some friction over the Commissigoficy to limit its financing to technical
assistance and expertise.

» Coordination between the EC and Members States,batdeen the EC and multilateral aid
organisations, is strong in form but weak in substa

» Links between the EC-China sectoral dialogues ardcb-operation programme are satisfactory
as regards the impact of dialogues on the cooperatiogramme but more could be done to feed
the dialogues with valuable experience gained filoenco-operation programme.

* Too many promising pilot projects have not beernicafed elsewhere or rolled out to the national
level; project follow-up is weak.

* Poverty and the theme of “winners and losers” haviebeen well integrated into economic and
social reform projects, nor into trade projects.

* Given that the 2006 Commission Communication clesplells out a new vision for co-operation
with China, one based more solidly on mutual gdimste is need to look beyond the time when
development co-operation will be an appropriaté dd@ngagement.

Overall Recommendations:

* Development co-operation with China should be cam@d, but with greater effort to publicise the
mutual benefits that accrue to it.

* Recent policy formulation successes with programrdesigned to improve administration,
implementation, and enforcement should be continuedorder to be successful, however, the
theme of governance should be better mainstreamedll sectors.

* Problems of implementation delays are universabtognised. The problem should be analysed
and measures taken to find remedies.
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On partnership issues, taking account of the firkmesources available to the Government of
China, the EC should maintain its policy of onlgancing technical assistance in order to provide
international best practice and European policy elgdin areas where the EC has a unique
comparative advantage to deliver.

The EC Delegation should review, in terms of orgational structures, information flow, and
human resources policy, the role and functionshefgroject officers with regard to the sectors
dialogues.

The follow-up to pilot projects is essentially tihesponsibility of the Government of China.
However, more attention should be paid to replocatind roll out during the project formulation
and implementation phases. The current Social 8gcBroject offers a good laboratory for
testing means of promoting follow up.

The mainstreaming of poverty, vulnerable groups] &osers from reform into EC-financed
interventions should be improved.

While EC engagement has made a significant corioibuo integrating China into the world
economy, especially in the areas of WTO-relatechciyp building, policy advice, and awareness
raising, efforts should be made to align trade peration more directly with European industry
needs. This could be done by bringing all releyaarties together — the Ministry of Commerce,
European industry representatives, and the EC Btteg— to set a programme of work.

Projects and programmes should concentrate on, laogeplex problem areas (such as financial
services or information society) that demand losgat involvement of European and Chinese
counterparts. Such projects have greater lastipgdamnthan smaller scale interventions, and they
also exploit the EC’s comparative advantage retatimore successfully. This comparative
advantage consists in large part of the abilitptier “one stop shopping” for European policy
models.

Environment should be a consistent component obrtapt EC interventions in China such as the
trade sector policy dialogue and trade programiaued,an integrated approach in tackling climate
change issues in China should be taken by incatipgraspects of climate change in on-going
and current EC-financed environmental programmes.

The EC has successfully mainstreamed the issueksaflvantaged hinterland regions such as
Western China, the Central Provinces as well ad\tir¢h-Eastern ‘rust belt’ into its approach of
developmental co-operation. However, the EC’s mtogentributions are (and actually cannot but
be) lacking in scope and volume to fundamentallyress the issue of regional disparities in
China. The sharing of best European practice énatfea of regional development seems to be
particularly welcome by national officials.

It is recommended to give continued attention taataco-ordination. A more unified European
position in the area of climate change should, amtipular, be established. The concept of
complementarity should be integrated more effebtiweto strategic planning. Discussions on
complementarity should feature a structural analg$ihow the activities of the different actors
interact and how and by whom gaps can be filled.

With GDP per capita in China continuing to grownaar-double digit rates, bilateral co-operation
will in the future cease to be an appropriate meainengagement. The new Communication
clearly expresses the view that co-operation witiin€ must be more firmly based on mutual
benefit, and it would therefore be appropriate égib a dialogue with the Government and other
relevant partners on the form of longer-term, mastperation engagement. Not only would such
a process improve the quality of development caatjen outcomes in its remaining years, but it
would also avoid the possible situation in whichir@hunilaterally decides that development
cooperation has outlived its usefulness.
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6.6 PROJECTS FINANCED UNDER THEMATIC BUDGET LINES AND A SIA-WIDE
PROGRAMMES
(under implementation or recently completed)

1. THEMATIC BUDGET LINES
1.1 Democracy and Human Rights 1.989.518
European Initiative on Democracy and Human Rights 1.989.518
1.2 NGO Co-financing 7.192.508
Maternal & Child Health Care Project, Mid-West Céin 883.779
Child Welfare in Communities 1.000.000
Poverty Alleviation for Older People and Their Commities in Western China 750.000
'Yunnan Integrated Primary Health Care Project 713.824
Innovative and Integrated STI/HIV/AIDS interventmtargeting vulnerable mobile population in

) ; 575.688
Guangxi Province, PRC
Rural Community Development : a microfinance projec poverty alleviation in PRC 500.400
'Yunnan minority basic education project —replicatihase 680.063
Block Grant 1.000.000
Poverty Alleviation through Capacity Building of Rlipopulations 308.705
1.3 Gender 757.246
Employment Promotion and Rights Protection for MigrWwomen Workers in Beijing 757.246
1.4 Health and Population 1.066.92p
Access to essential STD services in urban are@siina 1.066.92P
2. ASIA-WIDE PROGRAMMES
2.1 Asia Pro Eco (environment) 8.459.304
Oasis-Hydrosphere-Desert Interaction Influencingkall Economical Development 386.429
Toward a better environment: implementation of ggevaving buildings in China 382.599
Feeding China's expanding demand for wood pulpagnstic assessment of plantation development, 466.585
fibre supply, and impacts on natural forests inn@rand in the South East Asia Region 0P
Marine Investment for Future Prosperity (MARINVEST) 386.174
Feasibility Study on Demonstration of Voluntary Apaches for Industrial Environmental Management 334.139
in China '
Diagnostic on the commercial use of biogas recal/én the landfill in Mianyang 500.000
SBC Conferences Asia 350.609
CO2 Managers for the Industry in the People's RiépobChina 212.94%
Policy Reinforcement for Environmental Sound andi&lty Responsible Economic Development in 480.920
China (PRODEV) '
Land Amelioration and Desertification Alleviatioy $hort-Rotation-Plant using Saline/Brackish Water b
(LADAS) a“ 244.872
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g_iarg];nostic Study for the Promotion of a Sustain&néd Waste Management Model in the Provincg of 238 664
ichuan
Feasibility study on the extensive utilisation addiesel produced from waste and/or pure oilsffathe
public vehicles in Hangzhou and preparation forithglementation of a demonstration plant (biodiesel 244.753
Fs)
Reducing CO2 emissions in China: economic legaltaadnical viability for an architectural integiati
X . ) T . 78.214

and local production of large photovoltaic moduke€hina’'s Yunnan Province
Developing Policy Formulation and Implementatiorofeofor Providing Support for Ecological Forest 221 057
Management in China’s Urban and Peri-Urban Areas '
Sfustainable Urban Housing: strengthening capacippolicy formulation and implementation in the city 321.019
of Xi'an T
Building Capacities for Corporate Environmentalridgement 214 616
A Survey of Experiences in the Yunnan and JiangswiRces of the PR China '
Feasibility study for the design of an industriatbpwith very low energy consumption and energy 246766
integration between the manufacturing and the esdidl buildings '
Capacity Building and Policy Reinforcement in Chindhe Field of Water Resource Management 3(85.90
Sustainable Problem Solutions for Asian Urban &etéints and Developments by Exemplary Analys 443.984
Sewage and Waters of the Urban Settlement “Changaig’its “Chuanzhi” River Basin '
Supporting Deyang City in achieving the status Bfagional Environmental Protection Model City by
establishing an environmental coordination officgreen City Deyang — and practically demonstrating 202.914
its role in advising and build structures that sesuhe solving of the City’s hazardous medicalte/as '
management problems.
Chinese Learning for Overcoming Barriers in Enviramt |1l (CLOBE I11) 684.42p
Ecological use of pig waste in peri-urban towns 727.59%
EU-China Network for Capacity Building on MunicipAlaste Management 196.627
Capacity Building on Business Opportunities for C[Bbjects in China 179.305
2.2 Asia Urbs (urban development) 5.327.300
Suzhou Ecological waste Management 47.917
Music & Education: a cooperation for the youth 404530,62
Urban Revitalisation in the Former European CorioesArea in Tianjin 486.670
MAII\tl) - Model Application of Intelligent Public Traport Systems and Sustainable Mobility Policies in 485.856
Ningbc '
Heritage Conservation in Beijing URBS MODEL BEISBN 499,999
Environmental Upgrading of urban areas through isouEUTOU) 499.810
Better Care-Solutions for Elderly in Shanghai 489.744
Pilot Project In Panzhihua for the Implementatio®@OPROFIT in China 489.117
Heritage Management and Economic Development 498.080
Sustainable City Development for Qufu City: Safeglirsy Natural and Cultural Heritage and Cultural 749 929
Tourism Initiatives YeT
Sustainable Waste Handling in Hefei 723.572
2.3 Asia Invest (business co-operation) 7.953.210
Small Mushrooms - Big Business 142507
Cleaner Production in the Foundry Industry of thie.f China 150000
EU-Hunan Asia-INTERPRISE 2004 283569
Asia-Invest ALLIANCE, Improving Investment & Busiag Promotion in Sichuan (IIBPS) 90892
Asia-Invest ALLIANCE, Sino-European Network for Bat Training Capacities in Intermediary L

. S 15142%
Business Organisations (IBOs)
Asia-Invest TECHNICAL ASSISTANCE, Project Managerh&naining for Chinese SMEs of the 74724
Electrical Engineering Sector A
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China Food 2004: co-operation in the food industry 98804
Asia-INTERPRISE, Toy Manufacturing and Industry @h2004 104178
Asia-INTERPRISE Vinitech China 2004/2005 133,480
Asia-INTERPRISE, EU-China Business Encounters foalftical, Biotechnology, Diagnostics and i
98,927

Laboratory Technology Sectors
Asia-INTERPRISE - "Scandinavia-China Partnership£0 263101
Asia-INTERPRISE - EU-China Business Meeting in Efetonics Industry 121568
Asia-INTERPRISE - EU-China Chemical Industries Rarship 2004 124,290
Asia-INTERPRISE - EU-Sichuan SMEs Business Meeting 116904
SELECT - Sino-European Liaison enabling collabaragiand trade in information technology 87456
SME Match-making in China for cooperation in thetile and clothing industry 1436(18
Developing Sino-European cooperation by improvimin€se IBOs' services 104652
EU-China automotive industry cooperation in the §tae river region 135054
Asia Interprise Medical Devices Business Meeting €hina 149091
ChinaESNET 173895
Asia Interprise PROPAK CHINA 2005 194000
EU-Asia Equipment Manufacturing Alliance 2005 132032
PROSYS 176073
Strengthening the institutional capacity for FCikattion and European networking linkages to Shar 172573
region, China 1
Capacity Building of Chinese Technological Interiiaeg Business Organisations (TIBOs) for
. - . : 1820183
international Technological Co-operations
Stiftung fUr wirtschaftliche Entwicklung und bengfie Qualifizierung (SEQUA) 143123
ECOPROFIT for Sustainable Mongolian Entreprenegprshi 173704
Asia-Invest Alliance: Strengthening the Photonitgdustry, EU-China 176043
To improve Market Access for European and ChinddEsSinvolved in the manufacture and supply
electrical and electronic components, by buildimgit awareness and providing practical training on 279916
compliance strategies for the European Environéngictive ROHS, which concerns the Removal @
Hazardous Substances from electrical and electpmoiducts
EU - China Yellow River Delta Interprise 295079
EUROPASIA 2006 314793
Asia Interprise EU-China Packaging 2006 176,500
Institutional strengthening in support of the entanent of Copyright protection in China, through
capacity building of collection management soc&{i@MS) and exchange of European best practice 146318
CMS
Corporate Social Responsibility- A Response toSbeial Dimension of Globalisation in China 238614
COSMEC — Cooperation Programme for a Sustainabtm&ahip between SMEs of the Mechanical
Industry (Machinery for Mechanics: Wood/Glass-WatkiMachinery, Construction Machinery, 238959
Agriculture Machinery) from the European Union @ltina
Embedded Software Quality Assurance and Testirayigion of Training & Technical Assistance to

. 147931
Chinese Software SMEs
CASE EU-China Matchmaking for Camping Facilitieslé8ervices 397026
EU-China Business Encounters in the Agricultura Bood Sector 185899
Euro-Chinese T.0O.U.R. (Tourism Operators Utter Ranin 360807
EU-Chengdu SMEs Business Matchmaking & Cooperdtionbation 332692
EU-China Partenariat 2006 1.182.944
2.4 Asia Link (networking between higher educatin institutions) 5.220.131
The development of a core curriculum on Europeani8s to be used in China for MA students with 299 233
supplementary Elements for PhD students T
European Multimedia Curriculum for studying Mod€hinese language and Society 2911190
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of Enterprise Information Systems(Mi-EIS)

/An integral approach to curriculum developmentrfature conservation in China 242.030
Promoting and Assisting Product Engineering Degidacation in China 300,000
Euro-China Exchange: Technology and Culture of Gaivee Design Approach 298,902
Professional Joint European Chinese Cooperatidioimism 282.500
Development of a Curriculum for StandardisatiofCmmpanies and markets 300.p00
CP:Lqmoting llluminating Engineering Studies, Reskamed Continuing Co-operation between Europe and299 783
ina
Nottingham Trer-Lappeenranta-Chongging Universities’ collaborafienhuman resource development 299 718
in mechanical and manufacturing engineering '
ECLEE - European-Chinese Link in Electrical Engnireg 298.647
Masterclass among FDU, SJU, TUE and QMUL in Matsi&cience and Engineering 300.000
Curriculum and Module Development in Asian EuropEBapnomics and Business Studies 299.373
Developing an International Master Programme omdpméneurship and Innovation 299.390
EMERSION - Education to Meet the Requirementsaffvéare Industry and Beyond 300.000
Curricula Development of Technology Oriented Sumgthle Resource Management in China and L
: 299.585
Thailand
Interpreting Asia Interpreting Europe 273.79%
IAlgebra and Representations in China and Europe 300.000
Development of MultiBisciplinary Management Strategies for Conservasiod Use of Heritage Siteg 299 89%
Asia and Europe T
Sino-European Design Management Network 299.895
Asian Studies in Europe and China 300.000
Knowledge transfer on ship design, production gmeration — towards safety, efficiency and low
environmental impact 300,00
Social entrepreneurship in Asia and Europe 300,00
IAcademic exchange of soil biophysics: the fundamlestience behind the improvement of degraded
soils 300,00
Integrated Watershed Management (INWAMA): a newesgatic training course for Asian - Europedn
master degree education and training in Integréatershed Management 300,00(
EU-Asia university exchange and cooperation angberation in the field of telecommunication
technologies 300,00
Design and Implementation of a Curriculum on Cudden Development (DCCD) 298,893
Innovation by Universitary Vocational TrainingCurriculum Development for Competence promotid
L ] 298,889
the building automation
Curriculum development for brand building and fashinanagement in China and the EU 300,000
/Asia-Europe link in nuclear physics and astroptsy/sic 300,000
Comparing European and Asian studies: towardsahewal of curricular programmes 299,057
Geo-environmental engineering training programmeéhina 300,000
Center for Sino-European sustainable building deaitd construction 262,623
/A multidisciplinary approach to curriculum developm in sustainable built environment 300,000
STARTSIM (Training of the entrepreneurial skills bgtworked start up simulation) 287,608
SECER ---- Sino-Euro Centre of Education & ReseantisoC 199,990
IMSt&E - Innovative Management Strategies & Edumati 300,000
Development of Higher Education Teaching and TrgjriModules for Energy Saving and Environment
o : 287,138
Protection in Process Industries
Educating Multi-Cultural Multi-National Future Lears in Electronic Engineering 219,604
Executive MBA/ MBA Programme “Conventions and Trad&er Management” 298,362
Development of a joint course module in high perfance computing and grid computing 298|783
Development of Master level Teaching and Profesdidnaining Modules in Managing Implementatipn 295.94%
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EA-Grid: Euro-Asia United Establishment of Doubleddee Master’s Programme in Grid Computing 294,647
New Interuniversity Network For Energy and Enviramt- NINFEE 410,591
A Framework Approach to Strengthening Asian Highducation on Advanced Designh and Manufagture 730,585
Human Resources Development for the improvemenpastgction of environment in Asia 635,305
URO - A new curriculum to improve the “quality afd” for people with URinary incOntinence 299,872
A EU-China Campus for Energy and Environment (EEC) 354,885
Organic Farming: Social, Ethical, Economical, Stifenand Technical aspects in a global perspective 648,491
Capacity building and establishing new Master-leeticula on mobile, wireless and Internet 573 058
technologies '
Joint Development of a Core Curriculum with Pringadl Multi-Media Teaching and Learning Mater|al 605.028
for an Innovative European-Chinese MA Double Degnelatercultural Studies '
International OM — International Operations Managam 605,873
Development of an International Curriculum of lac&ise knowledge in architecture and urban planning 294 817
education '
2.5 Asia T & C (information technology and comnunication) 5.296,230
EDECAD: Education and Ecommerce Task Force for Adiasmall firm Development 371,235
/Adapting to the Chinese context a software dedictialesign and simulation of the thermal behawgur 184.000
of buildings '
Generic Epidemiological network in Nephrology anteRmatology (GENNERE) 400,000
SPIN-ASIA SPintronic INnovative Technologies for IAS 400,000
ELVIS: E-learning virtual interactive synthetic chaters 387,370
WECIDM (Web-Enabled Collaboration in Intelligent gn and Manufacture) 381,301
Sino-European Systems Usability Project 370,000
Enhancing Vegetable Supply Chain Management wigrihet Technologies 327,000
Cybernetic technologies for cars in the Chinese€it 400,000
Application of Information technologies for the firable management of ectractive industry acssit] 343,000
Corp Growth Monitoring and Yield Forecasting in therth China plain (Huabei) 313,000
Broadband for Barefoot Bankers 235,000
(TELEPATH) Transfer of IT&C e-learning skills to @la 199,000
EDY_NASTY) Demonstrating a Platform for Dynamic Tiiaflnformation Services for the CITY of 398 000
eljing ’
(JEAGAL) Joint European-Asian educational and ajgpion development programme on GALileo 392,000
(Tele-Imaging in Medicine, TIME) a cyber-bridgadarfaces China with Europe on collaborative health 195 124
care '
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6.7 THE SECTORAL DIALOGUES

An Overview of Sectoral Dialogues between China antie European Commission

Relations between the European Union and China imeasified in recent years, partly as a consecgi@f
China’s economic growth and increasing importaneettee world stage. But the rapid development of the
relationship also stems from shared interests l@twiee two sides.

In addition to the complementarity of interestdhia political arena, in areas such as multilatemaland global
sustainable development, further evidence is fanride flourishing area of exchanges on sectorbtips and
technical issues or ‘sectoral dialogues’. Thesestgrown considerably in recent years and now caweide
range of areas where China and the EU favour simgproaches.

China today is experiencing challenges which Eumsipeged to tackle a number of years ago in arecls as
the environment, the internal market, and competjtivhere the EU has demonstrated its willingnesshare
its experience with China, and China has shownrieesponding interest in using some of the besttioes: of
the “EU models”.

In other areas both Europe and China are confronttdnew challenges, such as rapid advances aneei

and technology and problems associated with heatitection. These are two-way exchanges, and corae
areas where Europe can benefit from Chinese exmeriePeaceful nuclear research is an example, where
Europe will soon have to close down its ageing grmpental nuclear reactors, whereas China is cuyent
building state-of-the-art facilities. Under the né2004) Euratom agreement China is prepared toesher
technology with European researchers.

The dialogues take place at various hierarchiczl$ée from working to ministerial level, and comste an
effective tool for deepening EU relations with GhinA “Policy Dialogue Support Facility” financedder the
Commission’s 2005-2006 National Indicative Programior China (€6 million) has been prepared and wil
shortly become operational.

The areas covered by the dialogues

Civil aviation

The need to develop a new framework for China-Blil aviation relations was highlighted by a judgermnef
the European Court of Justice in 2002 stating thatbilateral air services agreements between Elhihée
States and third countries such as China are egritbvdEuropean law if they discriminate againstieas from
other Member States. This is the case under padigtiall existing bilateral air services agreemenésween
EU Member States and third countries. China haseato restore legal conformity through negot@tin
single agreement that would bring bilateral agregmeén line with Community law. Negotiations on ghi
agreement started in 2005.

The Chinese side has shown strong interest in enfrechnical co-operation in a broad range ohsre
including aviation safety, security and air trafftanagement. A successful co-operation projechis drea
financed by the Commission and European and Chiimekestry was in 2005 extended until-2006. An EU-
China Aviation Summit, organised by the Europearm@ission and the Chinese civil aviation authority
(CAAC) took place in mid-2005 in Beijing.

Competition policy

Competition policy is a crucial issue in the comtekChina’s efforts to restructure its economyir@'s large
economy needs a sound competition regime.The fraggdedomestic Chinese market needs improved
regulation to create a level playing field for metrkperators and to accompany the reform of lang#icient
state-owned enterprises. In the medium-term imptaegulation should also alleviate the currentsigktrade
dumping and economic instability emanating fromr@hiWith this in mind, in May 2004 China and the EU
agreed upon a permanent mechanism for consultatithiis area. The dialogue will enhance the EUthtécal

and capacity building assistance to China in tlea af competition policy with the aim of developiagroper
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Chinese competition regime which is shaped in fghtrway to fit the Chinese reality. The process is
facilitated by the fact that the emerging Chinesmpetition system follows the “European model”.

Consumer product safety

China is one of the EU's most important tradingtpers when it comes to consumer goods, and this
relationship can only be expected to grow in theniog years. By developing a common understanding
between Europe and China on product safety issuesylture of mutual understanding and trust can be
developed. The recent Memorandum of Understandetgden the European Commission’s DG for Health
and Consumer Protection (SANCO) and the Chinesergawental agency for Quality Supervision, Inspectio
and Quarantine (AQSIQ) aims at enhancing the coabiop on these issues and to establish better
communication and collaboration between the resplenauthorities on product safety. A Working Grdugs
been established between DG SANCO and AQSIQ toement the different actions under the agreement.

Customs co-operation

Close co-operation between customs authoritiestas to facilitate trade and to help combat illegativities
such as fraud and counterfeiting. An agreemen&fd+China customs co-operation was signed in Decembe
2004; among other things it opens the way for io8pe missions in both directions in order to emstire
effective enforcement of customs regulations.

Education and Culture

The European Commission’s new Erasmus Mundus progeacame into force in 2004. It provides financing
for students from third-countries to pursue postdgiate studies in Europe. Special ‘windows’ forrahand
other Asian countries have been set up to attigotficant numbers of students from this regionstody in
Europe. Further ways of enhancing dialogue andpavatdion in the field of education and culture euerently
being explored.

Employment and Social Affairs

On 5 September 2005, at the EU-China Summit inigijCommissioner Vladimir Spidla signed with the
Chinese Minister of Labour and Social Security nT@hengping, a Memorandum of Understanding (MoU) on
EU-China co-operation on Labour, Employment and@ddfairs. This provides the framework for EU-@li
dialogue on areas such as social protection, sool&sion, labour legislation, employment, labalations
and social dialogue. The first event under the Malseminar on "Employment Promotion and Vocational
Training", took place the day after the signingtieé MoU. The next event will take place in Brussels
November 2006 on the theme of "Labour Mobility eetEU and China". The EU is furthermore assisting
China with the reform of social protection systetim®ugh a five-year Social Security Reform Co-ofiera
Project.

Energy — including nuclear energy

China’s increasing appetite for energy has sigaifiaepercussions on global markets and on theemaent.
The energy dialogue has been in existence sincé 488 is one of the earliest sectoral dialoguesikiés the
form of annual working group meetings and a bi-ahnQonference on EU-China Energy Co-operation.
Current subjects of discussion include energy pohod development strategy, the evolution of energy
markets, and security of supply and sustainableldpment. At the recent EU-China summit a Memoramdu
of Understanding on transport and energy strategaes concluded. Concrete actions are envisagedeasa
such as energy regulation, renewable energy (imdualternative transport fuels), energy efficienogtural
gas, clean coal technology (near zero emissiong)ofimer new technologies in the energy sector. fAdw
EURATOM agreement with China focuses on researth tine peaceful use of nuclear energy and grants
researchers from both sides access to each otfamilties. It is particularly interesting for Eysean
researchers to work in new state-of-the-art Chiriasidities, at a time when older European reseagetttors
will soon be phased out. The EU and China are patticipating in the international ITER programfoethe
construction of an experimental controlled fusieaator.

Environment

Chinese policy makers increasingly see environnhgmtatection as a major challenge and China has an
important global role to play in this field. Ov#re last decade, contacts between the European Gsiam
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and the Chinese State Environmental Protection &gei$SEPA), the Chinese Ministry of Science and
Technology (MOST) and the National Development &weform Council (NDRC) have intensified. The
dialogue on environmental issues, which coversasmble development, climate change, and renewable
energy, was recently upgraded to ministerial le@.4 March 2005, the Commission’s Directorate Gane
for Transport and Energy (TREN) and the MOST sigaediction Plan on Clean Coal and terms of referenc
for an Action Plan on Industrial Co-operation orekjy Efficiency and Renewable Energies.

A substantial part of the EU-China financial assise budget is allocated to environmental suppajegts.
Co-operation and exchanges cover issues such dsvdaigity, river basin management, forest protectio
climate change and waste management; water argbluttion, vehicle emissions, environmental indocaf
sustainable consumption and production and envieotah impact assessments. The Joint EU-China
Declaration on Climate Change, adopted at the 8dy@e2005 Summit, served to identify steps to &ekling

the problem of climate change.

Food safety - Sanitary and Phytosanitary (SPS) ises

Co-operation between China and the EC in this fteld bring benefits to consumers both in the EUGInicha,
and facilitate trade in agricultural goods. A Joirgchnical Group was established in 2002 to dedh wi
regulatory questions in this area. The recent Mamdum of Understanding between the European
Commission’s DG for Health and Consumer Protec{®®ANCO) and the Chinese governmental agency for
Quality Supervision, Inspection and Quarantine (AQSims at considerably enhancing co-operatiothese
issues and at establishing better communicationcatidboration between the responsible authoritie$ood
safety and SPS issues.

Galileo global satellite navigation services

The European Galileo programme will provide higegsion global satellite navigation services, agaan
which China is keen to develop links with the EUcé-operation agreement was concluded in Octob@8 20
under which China has pledged to contribute €20bomito the programme, the estimated total coswbich
amounts to some €3-4 billion. A follow-up agreembatween the Chinese Remote Sensing Centre and the
Galileo Joint Undertaking was signed in October42G6r the first time opening this Community unaéihg

to the full participation of a non-EU country. Chse participation in the programme paves the way fo
tangible scientific and industrial collaboratiomjercts.

Information Society

The dialogue on information society started in 199W all exchanges in this wide area (Information
Technology, telecoms, audiovisual) have now beeumgd under one umbrella dialogue, covering both
research co-operation and policy discussions. @nctitoperation side the aim is to promote collatiana
between European and Chinese research teams. sTheen as essential to ensure exploitation of nesea
results at a global level and to build interopegablchnology and standards solutions. It is of iglae for the
competitiveness of European industry, and is odigirgerest to the Chinese government. It alsorsffemeans

to reach consensus on global critical issues sacteaurity and dependability. Key issues on thicydide
include the respective developments in telecontpa@nd activities in areas such as e-Governmeotyisg of
networks, and the promotion of e-Commerce. At thmes time, the Dialogue offers the possibility fattb
sides to pursue concerns — for example for the Hi8Jibcludes issue such as such as the assignrh@@ o
licences (third generation mobile communications)Ghina, delays in the emergence of a transparent
regulatory framework for telecommunications, diffiies in accessing telecom services markets, andvaer

of standards issues. The dialogue is being backeavith a considerable number of technical assigtanc
activities under the development co-operation @ogne (China-EU Information Society project, EU-Ghin
Trade Project) and has developed links to the Réoyl and Industrial Policy Dialogue (eg for teleto
equipment certification issues) and the IntellelctBeoperty Dialogue (for IP issues regarding teteco
equipment).

Intellectual Property Rights (IPR)

China has made considerable efforts to adapt Rslégislation to the ‘Trade-Related aspects oflleteual
Property Rights Agreement’ (TRIPs) — a cornerstaiethe World Trade Organisation’s (WTO) legal
framework. China became a WTO member in 2001. Burtbncrete action is however needed on the Chinese
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side to update its legislation on IPR and in patéicto establish a more effective enforcementesydor IPR.
A formal dialogue on this was signed in October20he Commission has been financing an importaRt |
technical co-operation programme. A follow-up pargme, which includes many enforcement issues,ingbe
prepared for funding under the 2005-06 financialsiance programme.

Macro-economic policy and the regulation of finanal markets

At the EU-China Summit in December 2004, a EU-Chlizdogue on macroeconomic and financial regulatory
issues was launched. The first meeting took pladérussels, on 22 February 2005, jointly chaireddyythe
Commission side, Mr. Regling, Director GeneralBmonomic and Financial Affairs, and Mr. Schaub ebior
General for Internal Market and Services, and @nChinese side Mr. Li Yong, Vice Minister of Fin@n®©n

15 May 2006, Commissioner McCreevy and Chineseré@dinister Jin Renquing participated in the selcon
dialogue, in Beijing. At both meetings the Europ€amtral Bank was represented by a board member.

This dialogue brings together in one single venu€hinese key authorities on these matters fdnaraugh
discussion with officials of the European Commiasend the European Central Bank. Concerned on the
Chinese side are the Ministry of Finance, the Res@Bank of China (China’s Central Bank) and thg ke
Regulatory Commissions respectively for Bankingsuhance and Securities. On the macroeconomic side,
issues discussed concern the macroeconomic situgtmbal imbalances and monetary and fiscal pagicOn

the regulatory side main topics are China’s finahsector reform and further integration of theafinial sector

in the EU. Other issues that have been addressewjdhese full-day meetings concern accountingdsdeds

and corporate governance. The two sides have agpemahtinue and further develop this dialogue antird
dialogue meeting will be held in Brussels in 2007.

Maritime transport

In 2002, a maritime agreement was signed betweerEth and its Member States and China to improve
conditions for maritime transport carried out by Bhd Chinese companies between the EU and Chintoand
third countries. The agreement, later amended tercthe 10 new EU Member States who joined in 2004,
promotes notably the freedom for both sides to idewnaritime transport services and to have unoéstr
access to ports and auxiliary services. It alsdsdedh the commercial presence of shipping comganCo-
operation, notably regarding safety, security aathing will now be extended to inland waterwaysl qorts.
Annual monitoring of the implementation of the agrent is taking place alternately in China andgbe

Regional Policy

China is facing considerable regional developmespatities between the booming coastal regions, the
underdeveloped Western parts of the country andNtivéh East with its declining traditional heavydustry.
There is a more general issue of income disparitigzarticular the urban/rural divide.

The dialogue on regional policy provides a basissftaring EU experiences in developing and implemgn

its regional policy, governance and partnershipdssand other related topics of mutual interesaddition,

the role of EU regional policy in areas like conifi@h policy and state aid rules, public procureméransport
and environment contributes to co-operation within&hin these policy areas. The EU-China dialogue on
regional policy should also help contributing thi@t dialogue topics as presented in this papetectla®, for
instance, trade, sustainable development and goeelgance. A first China-EU Regional Policy Semitoak
place in Beijing, in May 2006.

Regulatory and Industrial Policy

The objective of the Regulatory Dialogue is to eagegulatory convergence between the EU and Ghitiee
long term. This should help to eliminate obstadtedrade and investment. Both sides try to achigng
through a comprehensive system of consultation aridrmation on technical regulation, standards,
certification procedures and market surveillancgesys implemented by the two parties. Exchangesyikice

on best regulatory practices. In result trade shdl facilitated and the quality and safety of goadld on
both markets and elsewhere should further impratve. dialogue provides for annual meetings whereomaj
issues of common interest are discussed and fatuoperation is planned. A wide scope of technigzles is
dealt with in greater detail in 13 Working Grouubjects dealt with in these Working Groups concern
conformity assessment, standardisation, techniealidss to trade (TBT/WTO), electrical and mechahic
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products, toys, textile, lighters, medical devicpsessure equipment, automobile standards, cosnatid
radiation of mobile phones.

The Industrial Policy Dialogue promotes and enhanoeitual understanding and awareness of current and
forthcoming policy approaches including sustainatikvelopment, legislation and related issues in the
industrial sector with a view to increase coherebeaveen EU and Chinese industrial policy. The i@art
promote consultations, mutual understanding antsparency. Working groups have been establishéutée
sectors (automobile, metals and textile).

Science and technology (S&T)

The EU-China dialogue on Science and Technologyestan the early 1990s and was one of the firsagiof
co-operation between the European Commission amtaCHhihe first EU-China S&T agreement entered into
force in late 1999 and it was was renewed in Deezr@dB04. Co-operation has increased substanti@be s
the first S&T agreement was signed. Its aim wagrtonote mutually beneficial research activitiemigariety

of areas, such as food and environmental safedymimagement of natural resources, the contraifettious
diseases etc. Today, this co-operation shows gmpwiynamism as is demonstrated, for instance, by the
participation of Chinese partners in more than tg@arch projects funded by the Commission’s Framew
Programme for research.

China is rapidly becoming one of the most activi@rscon the international research scene and ierakareas

it is a world leader — examples of the latter asman materials and energy components. The momentum
gathered from both the launch of the 7th FrameviRsdgramme on the EU side (2007-2013) and Chindls 11
Five Year Plan (2006-2011) together with the fanthing EU-China “S&T Year” may be used to review the
present co-operation scheme. It would also seewnd gccasion to launch new strategic projects éasuof
mutual interest and to seek to increase the nuoftleuropeans in projects funded by China.

Space co-operation

The Commission and the Chinese government alscchegha dialogue on co-operation in space science,
applications and technology. Managers of aerospan®anies and research institutions attended ashogk

in April 2004. High level meetings took place inyJ@006 to explore ways how to implement the dial®g
among the various parties concerned . Differetddief co-operation were reviewed, such as foramse earth
observation, in particular with regard to the Glaidanitoring for Environment and Security (GMES).

Trade policy dialogue

This dialogue covers multilateral issues of strategterest such as the Doha Development Agendagss
related to regional integration and free-trade @raad key bilateral issues. The dialogue focusestrategic
issues and therefore complements the institutibitatieral meetings (which cover, inter alia, tradejch as the
Economic and Trade Working Group and the Joint Cidtaen The first high level Trade Policy Dialogusk
place in June 2004, the second in July 2006.

Textile trade dialogue

To pre-empt potential conflicts after the abolitioh textile quotas on 1 January 2005, the textitesle
dialogue examines ways in which a smooth transitmrihe quota-free textiles trade environment can b
assured. The process contributed to the textileseagents forged in the summer of 2005. The Comarissi
expects the dialogue to lead to practical resultEkvwill have tangible and positive effects ordizdn textiles
and clothing between the two sides, based on faih@althy competition in the marketplace. In dddito the
government-to-government dialogue, an EU-Chinartess dialogue is also being set up.

New dialogues are being launched in the areas pf

Agriculture

On 15 July, 2005, a Joint Declaration was signetivében the Chinese Ministry of Agriculture and the
Directorate General for Agriculture and Rural Deyghent of the European Commission, establishing a
dialogue on agriculture between the two sides. ©bgctive of the dialogue is to promote bilateral c
operation and to facilitate the communication oisiag issues and their efficient resolution. Therkimg
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methods will include regular meetings during whingw legislation and regulations, new technologigslity
policies (including geographical indications andjamic production) and any other topic of mutuakiast,
relating to agriculture, will be discussed.

Transport (in general)

A Memorandum of Understanding on transport and@nstrategies was concluded with the Chinese Naltion
Development and Reform Commission which will alldéer the institutionalization of co-operation in the
transport sector. It was in particular agreed tmt¢d co-operation on road and railway transport.
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6.8 COUNTRY ENVIRONMENTAL PROFILE SUMMARY

Key Environmental Issues

Undertaking an environmental profile of China, udihg critical environmental issues, in a shortoréfis a
formidable task. Not least is the scale of the tgumvhich under different historical circumstanceight be as
many as ten or twenty separate nations. It is akemarked that the backward western provinces agibms
might be viewed as separate developing countriethen own, while the coastal provinces would gaftla
model of middle income countries. Chinese citieshsas Hong Kong and Shanghai have quarters whicidwo
make many parts of European cities look dilapidated quaint.

With this scale comes inevitably an enormous ditselis livelihood systems. These range from extemsi
pastoral modes in the north and west, where overgyais a sustainability factor, to intensive rilzand
production; here excess biocides and fertilisex® Is@rious environmental consequences. In the smaleast
there are arable wheat lands, while in the far e3tibet-Qinghai special mountain adaptations enidural
systems are now being eroded by social changeentrat regions of China inland fishing and aquacelt
practices are being seriously affected by watetrattion and drainage projects, also by the paliuthat has
damaged river and coastal marine fisheries.

The urban environment sees water-short cities anwdg in the north, with a polluting heavy industmhile in
the rural interior village textile and intensivedstock enterprises too often function without aagsonable
consideration of local environmental and healthaotp. Model light technology industries of the $oaast
may offer desirable models for ‘limited environmarnmpact’ development, but exploitative labour ditions
and poor waste disposal practice may equally apigbste disposal and water treatment by municipalis an
area where poor practice outside the most progeesentres is universally reported.

Sustainable Development Policy

The 2001-2005 Five Year Plan programmed for an fawed environmental performance in pollution cohtro
while the deteriorating trend in the ecological iemvment will be halted.” At his speech to the Naal
People’s Congress of 2004, President Hu Jintaed&tir balanced growth with the objectiveXiokang an
‘all round, well-off society’. Policy statementsthe highest level have therefore recognised the@mental

— and possible social — consequences of the legfapsst policies which focused on economic growttile
investment in environmental management in the e80s was restricted to 0.8% of GNP, today theréds

at 1.3% of GNP and is programmed to increase 1.7

China has subscribed to all the major MultilateEhvironmental Agreements (MEAs) which, with
international encouragement and development coatiper has seen positive responses in domesticypoli
making, not least in tightening up the environmkeassessment of new projects. Severe difficultanain
however in implementation of policy in the contexit weak environmental governance. The 1992 UN
Conference on Environment and Development (UNCEDB9quiring a national response through
implementation of ‘Agenda 21’ policy areas and aiinstreaming’ of environmental criteria in develapm
policy, was met with a positive and significantipglresponse in China.

The Chinese leadership is committed, and is waltgd to achieving most of its UN Millennium Deveaiognt
Goals (MDGS) in the areas of poverty alleviatiogalth and education, but a notable possible exaestiin
Goal 7: Environmental Sustainability. These goatieed reflect key elements of ti§dokang Societyto be
achieved by 2020 which include a balanced developimetween a) urban and rural areas, b) differegibns,
¢) economic and social factors, d) humans and eaamd e) domestic security and an open society.

Assessment of Environment Management

37



Certain particular factors which have to be tak&p consideration in a study of the state of tharenment
and its management in China are worth emphasidirtheaoutset. These relate to the quality of atela
research and scientific information. The followingints are therefore salient.

» There is a special history of isolation from thedtvand a poverty of documented and independendlsoci
and scientific research on land use change andommeéntal pollution parameters — never a priordy f
decision-makers;

* Such scientific data as exists, and is now beingemsingly generated, needs to be treated with
considerable caution because there is a past yistodata which has been falsified or is politigall
construed — even recent trends are difficult taldigth because of this and a lack of consistendycare in
the use of statistical data, also the fact thahghas happening so fast; and

» First hand social science research still canndtdmy undertaken to understand the nature of pgwaerd
social deprivation, even in the environmental ceipteecause this too may be associated with coomint
local government. The best social science insidaggend on individual stories, where broader stutdied
to represent untested generalizations.

Yet the research context is not universally glootinere is an acknowledgement at the highest lesfethe
seriousness of environmental sustainability issuBsere is also an increased readiness to publish
environmental data however dire, and with this paning up to sharing such data with civil socidtgotigh

the media. This is seen to bring pressure to bedtey decision makers in provincial and county cef§i of
government who have responsibility for controlli@gvironmental pollution and managing and implenmenti
the law. As will be seen the law is not well impkmted and is often ambiguous and even unrealistiver
demanding. In this context the World Bank in itpae of 2001 “China —Air, Land and Water” acknowged
however its completeness.

Environmental Decision-Making

China has a top down administrative culture andirdrerited belief in regulation by law, even if its
interpretation might seem relativistic. In the casaccident or pollution incident, for examplee tlirst appeal
is to the law — it was not implemented, or even tieav legislation is required. However, the critigeoblem is
in fact in too many permissive decisions being mateeachieve a consensus of the interests of ssihllity,
lack of resources and, also, vested personal Btterdlore resort to courts is considered desirdie,to
conduct cases there are certain deficiencies iaguiectification: a) judges need to be bettemedi b) costly
evidence to support a case needs to be resoumed) @ourt decisions must be implemented — and 8ebe
implemented. There is in many ways a better prdaspkthese eventualities with increasing privatetee
ownership and citizen participation to bring pulalttention to environmental transgressions.

Past decision-making with negative environmentaisegiuences has happened behind closed doors; social
connections are invokedyifanx) to avoid taking tough decisions. In any case giengs with financial
implications (penalties) where the state ownstal ineans of production simply involve a transferrfrone
service to another. The private sector abuse ofativeshould become easier to control in the futpreyided

that is that local companies are not part ownedydyernment officials, which is unfortunately todesf the

case following privatisation initiatives.

One significant positive development is an apparemtvigoration of EIA with a new law, in 2003, whi
requires that investors design projects to mitigdieir potential environmental impacts more sefipus
Developers are also to be required to consult coiiety. Despite this, controversial projects &actory
location decisions may not be so open to challeBgias are conducted by certified government sciienti
departments some of which are becoming privatiseldh@ore independent of government.

There is an apparent lack of research into theitguadd realism of such EIAs, or to what extent avighublic
interests as opposed to narrow industry interesdstaken into account. It is reported, howevert BB\
statements are available for consultation in Igmlernment offices. Whether any serious challengginbe
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made is doubtful; indeed there is not enough infdiom in the public domain or indeed enough of lkuce of
guestioning government decisions to lead to meduniicgunterproposals.

Environmental Policy Development

Environmental Impact Assessment and Strategic EAalso required of government plans which would
incorporate policy EIAs in the natural resourceteedndeed there has been policy research undartak the
potential environmental impacts of China’s entripithe WTO, whose work is drawn on in relation éotain
sector impacts in this report (CCICED, 2004). Ptitdlg greater growth rates and therefore energy aie
expected, also more intensive horticulture andstivek in the east coastal areas is in prospect with
accompanying environmental risks. The comparatisadvantage of the Western Regions for new industry
expected to be more marked.

European countries are involved in the massivedareapital inflows into new industries in Chinaich firms
mostly come to take advantage of a stable busifess political) environment and cheap and discgain
labour. They also come with a culture of environtakrand labour law compliance; and, in the case of
internationally known companies, with a reputatigrublic image) to defend, with company policies and
international standards of environmental due dilgge(EDD) and corporate social responsibility (CSRYye
thousand companies in China are approved as ISO ddfified. Promotion of voluntary instruments Isws
CSR may indeed be an area where the EU can brasgye for improved environmental performance.

Chinese businessmen exporting to Europe are cigri@nscious of their legal requirements to fuffibduct
health and safety regulations of the EU. That lal®paid on time and not abused or that wood prtsdonight
have a history of sustainable or legal sourcingaesiother questions. But if free trade and conipetitas any
meaning it would require at least one element aif frade’ which is that employees of participatowuntries
and companies are paid according to their contra@ad that these are not themselves abused,véidaly
reported in China (see, for exampl&hina Development Brigfol IX No 3, April 2005). Also it is axiomatic
that signed international treaties on labour andtiMteral Environmental Agreements (MEAS) be ragpd.

Future Scenarios

Although the volume of production and consumpti®mapid, with GNP recently reported to be risingf keear

at 9.5%, China is now allocating 1.5 % of GNP tgiemmental management. Some Chinese experts aad Th
World Bank (2001) says this should be nearer 2%s TiQure in the early 1990s was just 0.8%. Chiga i
nevertheless planning to introduce a system ofrge@eounts which may highlight environmental castgs
development path. A much quoted calculation refegdnin The World Bank report above suggests that
pollution of air and water and land degradationdsting China 8-12% of its 1.4 trillion GDP in ditedlamage

to crops and buildings from acid rain, from Fishkrgses, medical bills and lost work for illnesanfi money
spent on disaster relief following floods aggradats/ forest destruction and from soil erosion, tugnan
induced part of ‘natural’ disasters.

The UNDP Human Development Report 2002 foreseesswemarios for future environmental change and
development sustainability in China: a) The Pesl®ath Scenario and b) The Green Reform Path Scenar

The Perilous Path

The perilous scenario sees a continued rapid growthe economy but a failure to control greenhouse
gas emissions which could be, by 2050, three tih®25 levels. Urban environmental degradation and
massive uncontrolled migration into cities, putegsure on sanitation and physical infrastructund, a
vehicle emissions are not significantly improveadagse of a lack of political will. It sees irrevibte
losses in biodiversity and in the quality of natuesources (water and soil), and eventual sociaflict
which destabilises society as increased protestgendered against corruption and poor environrhenta
governance.
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The Green Reform Path Scenario

In the green scenario market-based instrumentsaboeved to function, promoting efficiency, for
instance in water allocation and pollution mitigati Improvements in energy efficiency in industgy b
application of new technologies are successfultylifated. Emission standards continue to be upeptad
for vehicles as is already happening in BeijingthAGontinued economic growth and rule of law the
government is able to raise revenues (taxes, usarges and realistic fines) for environmental
management and provide valued services to citizestdeast better environmental information.

The public are in turn enfranchised through an omeno civil society whose support for better

environmental management, and better governanderisessed by political leaders committed to the
environmental agenda. The quality of marine andstabanvironments is improved and biodiversity

fostered and protected in and outside reservesttese are increasingly valued by citizens who have
increased leisure time. The impacts of consumptoowth is contained by changing demands for
environmentally benign (eco-labelled) products dndds produced under acceptable and openly
scrutinised responsible social and environmentdtares.

Opportunities for Reform

The role of the international community, and the iBlparticular, might then be to help Chinese arities to
develop the framework for development along thegneath. A long term view will be required.
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6.9 DONOR MATRIX

(to be included)
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