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1 SUMMARY OF THE NIP AND INDICATIVE BUDGET

The present China National Indicative Programmeec®vthe first four years (2007 - 2010) of the
seven-year period covered by the Country Strat&aper, and has been prepared in line with the
policy objectives set out in that document. Thase

(1) To facilitate and to expand the bilateral tielashipin the areas of trade and economic and social
development;

(2) To assist China in her efforts to address dlabacernsover climate change, the environment,
and energy; and

(3) To provide support for China’s internal refoprocess through human resources development,
governance, and capacity building where EU expeédeaan provide added value.

EC co-operation with China during the period 2002020 will be focused on three priority areas,
under which the interventions indicated below wilprinciple be financed.

PRIORITY % of NIP € Mio

Priority 1: Trade, Economic and Social Development 40 50.0

* EU-China Trade Co-operation 15 20.0

* Civil Aviation 5 6.0

* Financial Services 10 12.0

» Social safety-nets 10 12.0

Priority 2: Environment

Environment, Energy and Climate Change Programme 30 40.0

Priority 3: Human Resources Development, Governange 25 32.0

and Capacity Building

* Higher Education 15 20.0

» Policy Dialogue Support Programme 5 6.0

e Public Administration Co-operation 2 3.0

» Leadership Development Programme 2 3.0
Reserve 5 6.0
Total 100% 128.0

2 PRIORITY 1: TRADE, ECONOMIC AND SOCIAL DEVELOPMEN T

2.1 EU-China Trade Co-operation

2.1.1 Strategy Context/justification

China now plays a pivotal role in the world econocamgl will continue to do so for decades to come.
This creates both challenges and opportunitieshitbroader EU-China relationship. EU exports to
China have substantially increased in the past y#wars. China’s WTO membership has been a
significant step and the country is generally amchkrwith regard to meeting its commitments of
membership. China is also an attractive destindtoiEU investment in its growing domestic market,
directly enhancing the competitiveness of EU firrd¢hile the Chinese market is generally open,
many trade obstacles remain: from non-tariff basrte insufficient protection of intellectual prape
from closed government procurement to subsidies @mndleged access to banking for national
Page 4 of 24



companies, from incomplete opening of the servisestor to restrictions for investment in the
manufacturing sector. Since China’s economic gnowd dependent on exports and foreign
investment it will be important for the countrylie perceived as an open market which “plays by the
rules”. This implies that China must take pro-agtaction to open her market to outside goods,
services and investment; to strengthen legal ptioteéor foreign companies, in particular in theas

of intellectual property and technology; and aveidopting anti-competitive trade practices and
regulations. The foregoing creates a perfect winadwpportunity for continued EU — China co-
operation in this area.

2.1.2 EC Objectives

The overall objectives of a future programme in #nea of trade co-operation will be to provide
continued support to China for the deepening ofgnecess of economic and administrative reform in
trade-related areas, not only at the level of teatal Government but increasingly, and particylarl
at the local and regional government levels witheav to supporting the more uniform application of
laws, increased transparency and facilitation adet

The programme will build on the experiences andiltesof the ongoing EU-China Trade Project
(EUCTP) which will end in 2009 in order to furthéevelop China’s legal and regulatory framework;
to strengthen administrative structures and cajeaciand to assist China in providing training,
building awareness, and disseminating informatiorade-related issues.

2.1.3 Expected results

Co-operation in this area will result in a stromglés for trade” framework. It should ensure thi f
implementation of China’s WTO commitments, reinor@nd extend dialogues and co-operation to
facilitate trade, promoting the fair use of unifaleinstruments, supporting China as an active and
responsible global player and increasing the inmlent of civil society. Newly-starting programmes
such as the Managers Exchange and Training ProgeaiMiBTP) and the new Business Management
Training Programme (BMTP) will provide complemeiitsar

2.1.4 Activities

Co-operation activities will include technical atance for the formulation of legislation and the
drafting of policy recommendations, institution&desigthening, training, the presentation of EU and
WTO practices, and the building of networks. Assise may take the form of seminars and
conferences, provision of expertise, study touraftithg/provision/translation of key legal textsdan
other relevant documents. Activities will be urtd&en to promote liaison and contacts between
Chinese and EU businesses, and associated stagehold

Assistance will cover a wide range of sectors amrizbntal issues which are of particular importance
for China’s economic development and for its trade investment relations with its partners.
Activities could include the formulation of policgnd the adaptation of legal and regulatory
frameworks, institutional strengthening, and ottmerasures to help ensure the implementation of new
policies and regulations, at national level anckay pilot regions. Trade facilitation will be an
important element, at national and regional level.

The programme will be based on the needs ident#tatie time of appraisal, and on the experiences
gained during the implementation of the current HBC It will be complementary to the EU-China
Project on the Protection of Intellectual PropdRights (IPR II) for which implementation will begin

in 2007, and will take into consideration developtseunder the EU-China Trade Policy Dialogue.
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2.1.5 Implementation

Implementation of activities will be overseen by tBommission’s Delegation in China under the
provisions for de-concentrated project management.

2.1.6 Cross-cutting issues

Efforts will be made to address gender issues dsawelements of good governance in relation éo th
transparent and effective management of publigraffa

2.1.7 Risks & assumptions

The risks and assumptions associated with thisranogne are that:

» the Chinese Government remains committed to impheimg its WTO commitments and further
opening of the market;

» the authorities and agencies targeted for suppakeiuthe programme(s) are receptive to the
assistance foreseen

- the required support inputs are of the desiredityuahd can be provided in a timely, responsive,
and effective manner

The Chinese authorities will be fully consultedidgrproject preparation.
2.1.8 Main Indicators

Detailed programme indicators will be defined dgrithe appraisal, but will be based on the
benchmarks and targets to be established, and owlidle elements such as:

* China’s implementation of WTO commitments, in relatto WTO benchmarks;

* Implementation of regulations in areas such assiment, geographical indicators, SPS, maritime
and air transport;

» Concrete results emanating from trade dialogueslation to targets.

2.1.9 Co-ordination with MS and other donors

Co-ordination with Member States and the donor comity will be assured by the Commission
Delegation in Beijing, and at Headquarters level.

2.1.10 Indicative timeframe

It is intended that funds for the programme be cabachfrom 2008 onwards and that the programme
implementation period be defined at the time ofgpaonme identification and appraisal.

2.2 Civil Aviation

2.2.1 Strategy Context/justification

Growth in China’s civil aviation sector is presgnéstimated at around 30 to 40% annually. This
represents a huge challenge and a potential riskafety if the country is not capable of incregsis
safety surveillance capacities with qualified expéo ensure safe operation.

Forecasts of new aircraft acquisitions imply tHa shortage of pilots will to increase by 700 each
year over the next 10 years. This expansion \gt dave repercussions on maintenance personnel to
support aircraft operations. China does not yeelhe training capacity to provide the number of
pilots and engineers that will be needed to ensafe operations of the rapidly increasing fleet.
Sustainability of safety awareness, practices apersision by the Civil Aviation Authority of China
(CAAC) and by airlines is needed in view these &g®s and the fragility of the Chinese regulations.
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To face the expected shortage of qualified expedstinued co-operation on a “Train-the-Trainer”
basis is needed between training institutes anldoaities to harmonise the qualification of techhica
staff with the level existing in Europe. Civil ati@an is a highly regulated sector where EU stanslard
can be applied, not only in the area of safety,matviation regulation more broadly.

The main focus of previous EU-China co-operationcivil aviation (1999 to 2006 with an EC
contribution of €12.5 million) has been to promateation safety through the development of co-
operation in the areas of airworthiness and fligtandards, production management, customer
support, air traffic management (ATM), and trainifog pilot inspectors, airline management, and
industry management. This co-operation has paweeavay for the creation of stronger links between
the regulatory authorities in China and the EU had resulted in the joint organisation by the EC
and the CAAC of the first EU-China Aviation SummmitBeijing in 2005. It has also provided the
right conditions for moving from essentially traigibased interventions towards the joint design and
application of converging rules and regulation thetuld further enhance ongoing co-operation
between European and Chinese industry.

A new intervention in the sector would play an imtpat role in facilitating and supporting the
conclusion of a comprehensive air transport agre¢mih China as proposed by the Commission to
the Council in March 2005 in its request for a negmg mandate. A key component of such an
agreement would be to ensure that a process ofategyiconvergence accompanies a gradual market
opening which would create economic benefits fahlsronomic operators and consumers alike.

2.2.2 EC Objectives

The overall objective is to support the GovernmehChina in its commitment to meet the civil
aviation sector challenges that it faces in terrhgnatching the rapid growth in demand for air
transport with a satisfactory level of safety aadwsity.

The specific objectives are to provide supporttha development of general civil aviation policy in
China; regulatory reform and convergence in thesref aviation security and safety, air traffic
management, and competition; and mutual recogn@fatandards and practices.

2.2.3 Expected results

The results will cover four areas of civil aviatiantivity. Aviation security will be improved thugh

the establishment of security audit programmesthadmprovement of security equipment standards,
and through the development of mutually recognisgglilations and standards on aviation security
and air cargo. In the governance-related areasoofpetition law and economic regulation civil
aviation regulation will be developed and enforcpdjctices for joint assessment and information
exchange between competition authorities will beetlped, and the convergence of economic
regulatory frameworks will be promoted.

In air traffic management (ATM) co-operation on Aliraffic Controllers training and ATM
modernization will be promoted, the development amghlementation of Safety Management
Systems in air traffic management will be suppqrtédinese participation in Single European Sky
ATM Research (SESAR) and the EU Research FrameRmgramme will be facilitated, and links
between the CAAC’s Air Traffic Management Bureaud &urocontrol will be established.

Aviation safety will be promoted through the impeovent of airworthiness, flight operation and
maintenance; Safety Management Systems (SMS) véll established, certification practices
(including environmental/noise issues) and safesgrsight will be improved, and close co-operation
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will be established between the CAAC and the EumopAviation Safety Agency (EASA) with a
view to regulatory convergence and mutual recogmiti

2.2.4 Activities

Activities to be undertaken will be defined duritige appraisal exercise, and will take account of
previous experienced gained in the sector. Theslkldnclude:

» Specific training for trainers on technical issvelated to air safety and security, and ATM

* Senior level management training in sector policy

» Technical assistance for the improvement of statedand economic regulation

* Seminars and exchanges on best practice and tleeageegulatory framework

» Professional placements in appropriate aviatiomosdturopean organizations and institutions to
promote networking and regulatory links

* The promotion of co-operation between EU aeronaltieaching institutions and the Chinese
Ministry of Education, Ministry of Transport, theABC, and the Civil Aviation University of
China.

2.2.5 Implementation

Implementation procedures will be defined duringj@ct formulation. This could be done through
services to be provided on the basis of a calpfoposals from specialist organisationsns.

2.2.6 Cross-cutting issues

Environmental issues associated with the sectdrbgiladdressed through training activities and the
exchange of information on regulation and besttmeac

Sector reform and regulation are closely linked tihe broader objective of promoting good
governance, which is in itself a recurrent objextiv many of the projects and programmes financed
under the EU-China Co-operation Programme.

2.2.7 Risks & assumptions

It is assumed that the growth that has taken platiee civil aviation sector in China in recent ggea
will be maintained, and that the need for furtreform and interaction with the EU on related sextor
issues will be continued.

The main risk associated with the programme relmtdébe pace at which the civil aviation sector in
China is expanding, and the capacity of the progmano respond and adapt to changing needs that
may arise. This risk should be mitigated througdgxibility incorporated into the design and
implementation procedures for the programme.

2.2.8 Main Indicators

* Number of persons trained in aviation security

» Application and use of aviation security audit paogmes

* Improved aviation security equipment standards

* Mutual recognition of regulations and standardswaation security and air cargo

* Quality and enforcement of civil aviation competitilaw

* Implementation of joint assessment and informagéixchanges between competition authorities

» Convergence of economic regulatory framework prauot

» Co-operation on Air Traffic Controllers trainingcddATM modernization ensured

» Degree of development/implementation of Safety M@naent Systems in air traffic management
* Demonstrated Chinese participation in Single Euaopgky ATM Research (SESAR)
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» Demonstrated participation of Chinese aviation sidu in the EU Research Framework
Programme

* Demonstrated co-operation between the CAAC’s Amffilc Management Bureau (ATMB) and
Eurocontrol

* Numbers of staff trained in airworthiness, fliglgesation and maintenance, and number of flight
inspectors and accident investigators trained.

* Improvements made to inspection procedures andySdi@nagement Systems (SMS)

* Provision of training and co-operation on certifioa practices (including environmental/noise
issues) and safety oversight

2.2.9 Co-ordination with MS and other donors

Co-ordination and monitoring mechanisms will beimed during the appraisal of the programme.
Implementation will be followed closely by, and Wied into the EU-China Civil Aviation Dialogue,
and will be the subject of exchanges of informatiorthe context of the regular meetings of the EU
Development Counsellors meeting in Beijing.

2.2.10 Indicative timeframe

» Identification mission: first half of 2007

* Formulation mission: second half of 2007

* Management Committee: mid-2008

* Commission decision: third quarter 2008

» Signature of Financing Agreement: third quarte2@®8

2.3 Financial Services

2.3.1 Strategy Context/justification

The EU — China Financial Services cooperation ptojehich ended in December 2006 aimed to
assist the Chinese government in its effort tormf@and restructure the financial services sector
(banking, insurance and securities). The projecsyrd this objective through police advice for the
sector’s regulators and supervisors as well asugirdocused training actions for the benefit ofsino
working in the financial sector including regulat@nd supervisors. The project eventually succeeded
in opening doors to China’s financial sector andudd trustful relationships between parties ie th
sector both in China and in the EU Member Statesietv project is to build directly on these
achievements by selecting a few larger scale, higbst assignments that will have a large real and
visible impact, and which also assist the Chineseegiment’s needs (i.e. socio-economic aims that
support ‘harmonious development’). Cooperatiorhis airea will also reflect the growing importance
of trade in services between the EU and China.

Experience has shown little enthusiasm by the @wpatts for joint activities, but if possible cress
sector initiatives should be pursued (e.g. deveknof the debt markets as a means to provide
instruments for insurance companies to investangdvelop capital markets and thus new revenue
streams, to aid companies reduce their cost ofalagmnd possibly to finance the state’s social sgcu
safety net).

Experience has shown that it takes almost a yea hew Technical Assistance project to get familia
with the new counterparts and their practices, iangdinning-over the counterparts. Therefore a new
project should run for five years with adequateding. The budget concerned should distinguish
clearly between combined activities (including geaint Round Table events) and those for the three
individual sectors (banking, insurance and se@sijti
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2.3.2 EC Objectives

» Facilitate regulatory convergence;
* Assist China to meet WTO accession compliance atiigs;
» Facilitate market access for European financialises firms;
» Ensure European financial services firms have sowel regulated Chinese counterpart firms
to interact with.
A future appraisal mission will advise to whatendtall of these objectives can be addressed within
the available budget.

2.3.3 Expected results

Professionalism and competence of the financiaices sector intermediaries (e.g. banks and
securities firms’ revenue models need broadeningstrengthening; domestic insurance companies
needs for pricing strategies) improved. Stakehgld®luding the general public are better educated
about the financial services sector. The curremeld@ment thrust of regulatory bodies to maintain
the level of competence necessary to grow as nsadeelop in sophistication is sustained. This,
however, could be given lower priority, as thisneémt will certainly be addressed by other donor
organisations.

2.3.4 Activities

Activities to be undertaken will be defined duritige appraisal exercise, and will take account of
previous experienced gained in the sector. Theglke énclude:

» policy dialogue support and rapport building sttolyrs and internships;

* enhance Chinese willingness to enter into thetsgithe obligations by providing tools and
skills to meet requirements and undertaking assegiiswhich demonstrate the ‘win-win’
philosophy of unfettered cross-border commerce;

» strengthen Chinese intermediaries by skill-setdfiens via training and placements; this
removes anxiety of Chinese of perceived inferiooityts domestic players and their inability
to compete with incoming competitors;

» training-oriented programme supplemented with raiguy capacity-building initiatives.

2.3.5 Implementation

Implementation of activities will be overseen by tBommission’s Delegation in China under the
provisions for de-concentrated project management.

2.3.6 Cross-cutting issues

Efforts will be made to address gender issues dsawelements of good governance in relation éo th
transparent and effective management of publigraffa

Sector reform and regulation are closely linked the broader objective of promoting good
governance, which is in itself a recurrent objeztir many of the projects and programmes financed
under the EU-China Co-operation Programme.

2.3.7 Risks & assumptions

The risks and assumptions associated with thisranogne are that:

* the Chinese Government remains committed to imphéimg its WTO commitments and further
opening of the financial services market;

» the authorities and agencies targeted for suppaéuthe programme (in particular the financial
services regulatory bodies) are receptive to teestsice foreseen
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« the required support inputs are of the desiredityuahd can be provided in a timely, responsive,
and effective manner

2.3.8 Main Indicators

Detailed programme indicators will be defined dgrithe appraisal, but will be based on the
benchmarks and targets to be established, and cwlldie elements such as:

» China’s implementation of WTO commitments in theafcial services sector, in relation to WTO
benchmarks;

* Implementation of regulations in the financial seeg sector;

» Degree of regulatory convergence in the finan@alises sector between the EU and China,;

» Degree of access by EU financial services seatmisfinto the Chinese market;

» Concrete results emanating from dialogues in th@nicial services sector.

2.3.9 Co-ordination with MS and other donors

Co-ordination with Member States and the donor comity will be assured by the Commission
Delegation in Beijing, and at Headquarters level.

2.3.10 Indicative timeframe

* |dentification mission: first half of 2007

* Formulation mission: second half of 2007

* Management Committee: end 2007

* Commission decision: first quarter 2008

» Signature of Financing Agreement: first/second tprasf 2008

2.4 Social safety-nets

2.4.1 Strategy Context/justification

Current Chinese policy-making concentrates on dgreéent 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 amuite In each case, there is a strengthened
emphasis on the second pole. In concrete poliapgethis concerns mainly social security and
regional policy, though with additional importanice health and education policy. The EU can be
considered as a laboratory of 25 (soon 27) diffeegperiences and models for all these areas,awith
wide variation of different lessons relevant to i@hin different ways, including countries that have
long experience as market economies, and otharbdlva 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
in the current ‘social security’ project which Ikt three areas (pensions, unemployment benefit,
medical insurance). It would be useful to extenid th three ways in order to contribute to the
development of social safety-nets: (a) to covethfer areas of social security areas (e.g. maternal
health care and work injuries), (b) to cover furtlaeeas of social provision (notably health and
safety, and regional policy, but possibly also tbgional, spatial - urban/rural - and fiscal aspext
education and health policy), and (c) to allow amnhg support after the current social security
project ends in 2010, which would require launchacuccessor project by 2009 to avoid a gap
between the two.

2.4.2 EC Objectives

Assist China in its efforts to strengthen sociavpsion, in order to minimise the social side ef$eaf
economic reform and to contribute to poverty aldioin, through support in the following areas:
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» Development of a sustainable health and safetyectiasurance system and upgrading of
health and safety regulations and implementation

* Improvement of regional policy and systems of tfarssto less favoured regions

* institutional strengthening of the agencies chamgitkd managing social provision systems
and delivering benefits;

» extension of coverage of pension and unemploynmsoirance to the urban private and
informal sector;

2.4.3 Expected results

» Strengthened capacity of relevant ministries to agarsocial provision at national and
regional level. Contribution to development of sirsable and effective systems of social
provision in China, thus increasing social welfanel contributing to social stability.

* Research-based set of recommendations on howeaadite coverage of social provision to
the private and informal urban sector, to migraatkers and to the countryside

2.4.4 Activities

Activities to be undertaken will be defined duritige appraisal exercise, and will take account of
previous experienced gained in the sector. Thegle énclude:

» Pilot projects in the different policy areas, tdghéevelop models to move towards the unified
social security system targeted for 2025.

» Capacity building in the ministries and institutsoconcerned

» Support for research and the dissemination of rekaa the area

» Exchanges with different EU member states on sigquificy areas, to draw from the wide
variety of EU experience - both long-establishedk®teconomies and economies that have
transitioned in the last 20 years.

2.4.5 Implementation

Implementation of activities will be overseen by tBommission’s Delegation in China under the
provisions for de-concentrated project management.

2.4.6 Cross-cutting issues

Efforts will be made to address gender issues #sawelements of good governance in relation o th
transparent and effective management of publigraffa

2.4.7 Risks & assumptions

The risks and assumptions associated with thisranogne are that:

» the Chinese Government remains committed to imphéimg its WTO commitments and further
opening of the financial services market;

» the authorities and agencies targeted for suppaienuthe programme (in particular the financial
services regulatory bodies) are receptive to tbestsce foreseen

- the required support inputs are of the desiredityuahd can be provided in a timely, responsive,
and effective manner

2.4.8 Main Indicators

Detailed programme indicators will be defined dgrithe appraisal, but will be based on the
benchmarks and targets to be established, and cwlldie elements such as:

* Number of agencies involved in social provisionsssl
* Increased coverage of social welfare systems (Y%ibating, % eligible for benefits)
* Implementation of regulations in the social promssectors;
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2.4.9 Co-ordination with MS and other donors

Co-ordination with Member States and the donor comity, including possible joint activities, will
be assured by the Commission Delegation in Beigmgl at Headquarters level.

2.4.10 Indicative timeframe

* |dentification mission: first half of 2008

* Formulation mission: second half of 2008

* Management Committee: end 2008

» Commission decision: first quarter 2009

» Signature of Financing Agreement: first/second tprasf 2009

3 PRIORITY 2: ENVIRONMENT, ENERGY AND CLIMATE CHANG E

3.1 Environment, Energy and Climate Change Programm

3.1.1 Strategy Context/justification

Over the last decade, the Commission and China lheee cooperating closely on environmental and
energy issues through established ministerial-ledi@logues, high-level working groups, joint
workshops/conferences, and through the EU-Chinaparation programme. The 2005 EU-China
Summit in Beijing furthermore established a paighgy for co-operation on climate change.

China’s rapid economic growth and energy ineffickeimpacts directly on climate change, energy
security, air pollution and the environment in gaheboth locally and globally. EU-China co-
operation under this NIP shall further support @imaddressing the environment and energy-related
challenges as outlined in the ™ Five Year Plan (2006-10) and beyond. China's tgbith reach
targets such as reducing energy intensity by 20%2@30, will have a direct impact on the
environment, energy consumption and climate change.

The programme will strengthen co-operation betwéem EU and China in the areas of the
environment, energy (including, inter alia, enesgeurity and efficiency, cleaner energy resources
and technologies) and climate change (both mitgaaind adaptation): firstly, by facilitating the
related policy dialogues; secondly, by providingdmen to long-term technical assistance in one or
more priority sectors; thirdly, by promoting prieasector co-operation; and fourthly by promoting
partnerships between EU and Chinese civil socigggmsations.

Components and actions under this programme witldx@loped in close collaboration with Member
States who are active in these fields in Chinaiddptfor parallel implementation and joint finangin
with Member States’ programmes, and possibly witieo donors, will systematically be explored
during programme preparation.

3.1.2 EC Objectives

The objective of the programme is to support Clmnprotecting the environment, saving energy and
combating climate change.

3.1.3 Expected results

Programme results and activities will be definedruprogramme identification and formulation. In
general terms, the following results are expected:

» strengthened policy dialogues
* more integrated environmental and energy policylagilation
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* integration of climate change concerns (both mitigaand adaptation) in relevant policy areas
* measures taken to improve the implementation afggrend environmental legislation

» use of economic instruments for environmental tada and resource conservation, as well as
promoting energy efficiency and energy savings

* improved environmental governance
* increased private sector co-operation between thariel China
* increased use of renewable energy

» practical steps to implement near-zero emissiomgepgeneration through the use of carbon
dioxide capture and storage

3.1.4 Activities

This programme will consist of various componerisstly, it will support established EU-China
policy dialogues on environment, energy and clincdignge. It will facilitate the sharing of EU (and
Chinese) experience, for example through confeenaed workshops, training programmes,
exchange of staff and studies. Co-financing ofoadtiunder the China Council for International
Cooperation on Environment and Development (CCIGE)igh-level advisory body to the Chinese
Government, could be envisaged under this component

Secondly, the programme will provide technical stesice over several years to address the challenge
of climate change, to promote energy sector refpremhlance energy security, energy efficiency,
energy savings and the use of renewable and cleargye and energy technologies, and, possibly,
other areas identified during programme preparationill assist with the design and implementation
of policies and plans at the central, provinciakl focal levels in China.

Thirdly, the programme shall facilitate and promgévate sector industrial and technology co-
operation on environment and energy and, possimyfinance one or more pilot demonstration
projects.

Fourthly, the programme will co-finance actionghe area of environmental governance, for example
by creating partnerships between EU and Chinesecemuent organisations. Some of the issues to be
addressed under this component are public accemsvimnmental information, public participation
in decision making and public rights of appeal.

Specific activities will be defined during prograrandentification and formulation.
3.1.5 Implementation

At this stage, it is anticipated that the progranwilebe implemented through three channels:

Firstly, a facility, most likely to be establishedder a service contract, which would be specifycal
designed to support policy, dialogues in the amaanvironment, energy, and climate change. This
facility would a flexible tool, addressing priogs defined under the relevant policy dialogues.

Secondly, technical assistance, most likely to lmvided under a service contract, and/or twinning
partnerships under which experts from the admatisin of an EU Member State could provide
technical assistance to a Chinese Government MyrostOrganisation.

Thirdly, a partnership programme for co-financingti@ns on environment, energy and climate
change, likely to be implemented through a callg@posals mechanism.

3.1.6 Cross-cutting issues

Environmental issues and good (environmental) geavese, including the rule of law, will be directly
addressed by this programme. Due consideration lvd@llgiven to gender issues in programme
preparation and implementation.
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3.1.7 Risks & assumptions

The assumption under this programme is that Chordirtues to place environmental protection,
resource conservation, energy and climate chargiedn the political agenda.

3.1.8 Main Indicators

* number of policy dialogue activities supported

* number of new initiatives related to environmetitnate change and energy

» studies and reports on vulnerability and adaptatariimate change, and the integration of
adaptation concerns in relevant policy

* number of joint activities carried out by EU andi@se environmental organisations

* number of co-operation actions between EU and Gkieaergy companies

3.1.9 Co-ordination with MS and other donors

In June 2005, the Beijing Environment Counsellorsup (ECG) was established in order to improve
co-ordination and co-operation on environment dimdate change between the EU (Commission and
EU Member States) and China. The ECG has beenumfdor the exchange of information on
projects and policy initiatives and for the co-mation of actions, for example under the EU-China
Climate Change Partnership.

Furthermore, co-ordination with EU Member Stated ather donors takes place in a number of
informal round tables related to environment anergn

During the identification and formulation missioofthis Programme options for joint actions with
EU Member States and other donors will be fullylesgx.

3.1.10 Indicative timeframe

» |dentification mission : 2007
* Formulation mission: 2007
* Management Committee: 2008
 Commission decision: 2008
» Signature of Financing Agreement: 2008

4 PRIORITY 3: HUMAN RESOURCES DEVELOPMENT, GOVERNAN CE, AND
CAPACITY BUILDING

4.1 Higher Education

4.1.1 Strategy Context/justification

The development of human resources and the imprentof the quality of higher education is an
important element of the country’s new Five YearPI| China is endeavoring to make her education
sector more internationally diverse and more coitipet through improved co-operation with
numerous European academic centres of excellefites point was highlighted at the ninth EU-
China Summit in Helsinki in September 2006, witk tbhinese side expressing strong interest in the
future conclusion of an EU-China Education Co-openaand Exchanges Agreement. In support of
this stated interest, and as a reciprocal meatweChinese side announced the launching of a five-
year “EU Window” in the Government Scholarship Resgme to provide scholarships and
opportunities for EU students to study Chinese.

Offering scholarships to Chinese students to stadiie EU is a beneficial strategy since, in additi
to benefiting Chinese students and responding @éoChinese authorities’ interest in widening their
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higher education base; it assists EU universiteegidin international visibility and improves the
profile of the European higher education model.sTHs in line with the Bologna Declaration
(19/06/99) which stated that it is necessary taisnghat Europe's higher education sector acqaires
degree of attractiveness in the wider world equal Burope's major cultural and scientific
achievements; with the Barcelona European Courfd/03/02 and 16/03/02) which affirmed
opening-up to the wider world as one of three keglg for education systems; and with the European
Ministers of Education meeting in Prague (19/05Mh)ch emphasised the importance of enhancing
the attractiveness of European higher educati@tutents from other parts of the world.

The Erasmus Mundus Programme was established hgiate®f the European Parliament and
Council on 5th December 2003 (Decision No 2317/28G3¥, and covers the period 2004-2008 with
a budget of €230 million. It has since establishiself as an important and successful world-wide
European initiative in higher education.

Further financing for higher education under tB@22010 NIP would constitute a follow-up to the
financing allocated for the same purpose undefBhesmus Mundus China Window (€9 million) in
the framework of the 2002-2004 NIP. Continued peration in this sector is further seen as a
logical follow-up to previous and ongoing EU-Chihaman resources development projects and
programmes in basic and vocational training, pulbliministration, management, and European
studies, and would constitute a complementary atérteethe high-level exchanges with China on
education that are taking place.

4.1.2 EC Objectives

The overall objective is to contribute towards str@ngthening of political, economic, and people-to
people links between the EU and China through iofferhigh-quality European postgraduate
education possibilities to Chinese graduates.

4.1.3 Expected results

The main result will be the participation of Chieegostgraduates in Masters degrees in selected
European academic institutions.

It is furthermore anticipated that this will haveraltiplier effect on future demand from China for
European higher education, and, via personal linaswill be created between Chinese students and
their European counterparts, can be expected tterfdsiture co-operation across the board.
Continued co-operation in higher education will\pde considerable ‘additionality’ to the Erasmus
Mundus General Programme, and, as the scholarshilpsffer opportunities to future political and
economic decision-makers in China, EU visibilitylvie further promoted.

4.1.4 Activities

Scholarships will be provided for Chinese postgeddistudents to undertake postgraduate training in
EU universities. The programme will be promotedrdgrmation activities intended to maximise the
number of participants within the the limits of thending available, and to enhance EU visibility.
Measures will be taken to ensure the appropriate@ebalance among selected students, and ways of
encouraging the participation of students from @tpoorer provinces will be examined.

4.1.5 Implementation
Implementation options and mechanisms will be aefim the course of programme formulation.

! Official Journal L345/1 of 13/12/03
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4.1.6 Cross-cutting issues

An effort will be made to ensure that wide publicior the programme is given in the poorer
provinces of China to encourage the participatibetedents from those regions. Due attention will
equally be paid to ensuring the required gendeaariza among participants.

4.1.7 Risks & assumptions

The risks and assumptions related to the prograamaehat information on opportunities under the
programme reaches the targeted students; that Bidraities remain competitive with other higher

education providers; that there is support for pinegramme from the Chinese authorities; that
students who receive scholarships will return ton@hand pursue high-level careers; and that their
positive experiences in Europe are disseminatedhters.

4.1.8 Main Indicators
The main indicators will be the numbers of Chinet&dents participating in the programme, the
guality of their performance, and the numbers gfrdes awarded to them.

4.1.9 Co-ordination with MS and other donors

In order to preserve the necessary coherence betiheeactivities of the programme and activities
undertaken by other donors in the sector, regukeetimgs will take place with all interested parties
and in particular with EU Members States’ represeves in China, to ensure an open exchange of
information, to avoid overlapping of activities dodfinancing and to incorporate the lessons learnt
by these other actors into the work of the progranm

4.1.10 Indicative timeframe
It is proposed that the first student intake urtdberprogramme will take place in 2008

4.2 Policy Dialogue Support Programme

4.2.1 Strategy Context/justification

The dialogues and exchanges between the Commissianious Directorates General and services
and the Chinese Government are wide and numerets|sdof which are provided in the 2007-2013
Country Strategy Paper. All are supportive of Clirdevelopment and in certain areas are closely
linked to projects and programmes financed undeEtd-China co-operation programme. They form
an increasingly important element of the overall-Ehina relationship and a programme to provide
support to them — the Policy Dialogue Support kgcH is being financed under the 2005-2006
National Indicative Programme with an EC contribatiof €6 milliorf. While the implementation
period of the Facility has initially been estimatgdive years, the mechanism is demand-driven, and
it is probable that this financing will be fullysbursed in a shorter period. Further support utider
2007-2010 NIP is therefore proposed.

The Chinese Government has shown keen interestangifying and expanding the dialogues, and in
backing them up with concrete activities, using HEiddels as examples for the country’s own
development in the management of the reform procddse Commission shares this interest, and
responds by providing regular contacts and excleang its Chinese counterparts. In this context i
may be noted that EU expertise and experiencewnda range of areas has been transferred to a
number of transitional countries with consideralecess.

2 Of which €1 million is foreseen for the traininff@hinese interpreters
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In designing projects and programmes under the-200D NIP an effort will be made to ensure that
support for dialogues is or will be provided in fin@mework of individual co-operation programmes
wherever this is possible. In some areas, for exampthe information society, and in certain trade
related areas, this approach has already proveckssitl. However, experience shows that it is
difficult to include new important topics or inva\additional counterparts where not envisageden th
original project design. It is therefore necesgarprovide additional support under this actioreven
an existing programme or project is unable to redpo the specific requirements of the dialogue or
exchange.

The approach proposed serves not only to assistaGhith its development efforts, but also to align
the co-operation programme more closely with thensteeam, broader EU-China relationship, and to
respond to its dynamics.

4.2.2 EC Objectives

The overall objective of the action is to widen aw®dpen EU relations with China through the further
development of EU-China Policy Dialogues.

The specific purpose is to facilitate and suppbet ¢urrent and future implementation of the Policy
Dialogues between EU and China with a view to enbdreconomic and social co-operation, and
improved governance.

4.2.3 Expected results

The above objectives will be achieved by supportxghanges of best practices, know how and
expertise between EU and China in priority areasoedperation. Expected results should include:

* Increased common understanding of sectoral issues

» Best practices, know how, lessons and expertiseagged, and good governance promoted
* Chinese social and economic policy improved in i the Five Year Plan

* Current and future EU-China dialogues facilitatead anhanced

4.2.4 Activities

The activities to be undertaken will vary accordiaghe specific area and objective of the dialogue
exchange to be supported. They could include gbomedium-term studies; logistical support for
meetings, conferences and seminar; internshipdiédogue partners; required external expertise; and
translation and interpretation services.

European and Chinese will be coupled with mechamigmstrengthen the transfer of know-how in
areas relevant to the subjects of the dialogues.

Visibility will be given to the implementation ohé activities undertaken in the framework of the
dialogue support activities to ensure that awaremersised of EU-China co-operation in the relévan
areas.

4.2.5 Implementation

Responsibility for the implementation of the actwill lie with the Commission. The preparation
and implementation of specific support activitiel tve carried out in close liaison with the releva
Chinese authorities and with the Commission’s @trgervices that are directly involved with the
dialogues and exchanges in question. Recoursebmayade to service contracts for the provision of
services.
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The Chinese partners participating in the dialogaed exchanges to be supported will be fully
involved in all aspects of the preparation and enpntation of the activities.

4.2.6 Cross-cutting issues

Cross-cutting issues such as environmentally swsdbée economic growth and gender issues will be
addressed where appropriate in the individual stpgetions. The environment is the subject of a
specific dialogue in its own right. Other dialoguare directly related to the promotion of good
governance.

4.2.7 Risks & assumptions

The risks and assumptions associated with thisraetie that:

* the dialogues and exchanges continue

» the dialogues and exchanges continue to need duppamhance their impact
» the necessary technical expertise and input cadeified

» the support can be provided in a timely, flexilaled responsive manner

» the transfer of expertise and experience is effecti

4.2.8 Main Indicators

Specific results and indicators will be defined éach of the activities under the support programme
The main indicators by which the impact and effemtess of the support programme itself may be
assessed are as follow:

» degree of coherence in the development of EU andeS sectoral policies

» increased support provided for exchanges under atesidor dialogues and exchanges

4.2.9 Co-ordination with MS and other donors

Overall responsibility for the co-ordination of mties under this action will lie with the Commisa
Delegation in Beijing. The preparation and implatagon of project activities will be the subjedt o
exchanges between the Delegation and the Chindisergigs, and between the Commission’s central
services and their Chinese counterparts. The Me/@taes will be consulted in the framework of
established co-ordination mechanisms.

4.2.10 Indicative timeframe

The timeframe for the financing of the programmé e dependent upon the rate of disbursement of
the funds (€6 million) committed for Policy DialoguSupport under the 2005-2006 NIP. It is
anticipated that the new programme should comet@ara towards the end of the period of the
present NIP.

4.3 Public Administration Co-operation
4.3.1 Strategy Context/justification

Improved governance, entailing the need for a gadmal and efficient civil service, is essent@ f
building a stable society based on the rule of ldins required for sustainable economic and docia
development and is in line with EU China policy amith China’s 11" Five Year Plan. In this regard,
there is a need to provide further assistance deroto build on the highly successful China-Europe
Public Administration Programme (CEPA) which covarsas central to issues of governance. The
CEPA programme consists of strategic policy analyseminars and related activities, the
development of a Master in Public Administratiomdgtamme, a two-year Young Officials Training
Programme, a Training Managers and Trainers Pragena Staff and Institutional Assessment
Programme and the development of Chinese-EuropelaiicFAdministration Networks.
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The CEPA Programme will end on 31 December 2007st\b its original goals will by then have
been reached and integrated into the Chinese ricainurricula for officials. However, certain
elements, such as the strategic policy analysisrses) which have taken the form of an annual EU-
China Senior Forum on Government Management, shmddive continued support. The Forum
provides a unique, high-level platform for directeraction between the Chinese and European civil
services on areas of strategic importance for tbeption of good governance. As recommended in
the Programme’s mid-term review, and in suppor€bina’s first Civil Servant Law that took effect

in 2006, certain study visits, training and possitiudies are also foreseen to be continued and/or
further developed.

4.3.2 EC Objectives

The overall objective of the action is to contribiwd the economic and social reform in China. The
project purpose is to increase understanding aonavletge of public administration between China,
the European Union and its Member States.

4.3.3 Expected results

* Increased exchange of knowledge between Chinesk@rafficials.

* Increased understanding by Chinese officials oBtmpean principles of governance gained
through study tours to Europe.

* Professional capacity of the Chinese civil servanizroved through training.

* Improved efficiency in public administration serwidelivery.

* Improved performance monitoring systems.

4.3.4 Activities

The Identification/Formulation mission will definlee details of the project but the following

activities are likely to be included:

* An Annual Forum on innovation of public administoat for senior Chinese and EU officials
organised and Forum publications issued.

» Short- and long-term study visits to Europe forr&sie officials organised.

* Training and related activities provided in suppdrthe Civil Servant Law.

4.3.5 Implementation

Responsibility for the implementation of the actiaill lie with the Commission. The Chinese
partners participating in the action will be fuligvolved in all aspects of the preparation and
implementation of the activities. Service contrauts foreseen for the implementation.

4.3.6 Cross-cutting issues

As proven by previous experiences within the contéxhe CEPA programme, the very nature of this
action makes it an ideal platform to address coogng issues of relevance to the promotion ofcdgoo
governance and rule of law.

As a way to further promote governance efficierthg, importance of mainstreaming gender equality
in Public Administration (at policy making, deliyedevel as well increased gender balance in
recruitment process) will be considered in the falation of the new programme.

4.3.7 Risks & assumptions

» Sufficient places can be found for study visits.
» Sufficient support can be given regarding the stuidys.
» Study visit candidates have proper command of laggs.
» Senior officials can be found for keynote preseotet at the seminar.
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* Relevant curricula and qualified speakers iderdif@ the trainings.
* Results of the seminars, trainings and study tdulg reflected in the functioning of the Chinese
civil service.

4.3.8 Main Indicators

The indicators depend on the final format of thejgut as a consequence of the formulation and
identification mission, but the following indicatoare foreseen:

* Number and level of participants in trainings, $ttours and the Forums.

* Quantity and quality of the publications producedalow-up of the Forums.

* Integration of the proceedings of the Forums ihtdurricula for training Chinese officials.

» Direct effect of the trainings on the managemeuittaaining of the civil servants.

* Integration of lessons learnt from the participatico the CEPA Programme into public
administration management.

e Suitable Monitoring and impact assessment methibetgified.

4.3.9Co-ordination with MS and other donors

The Forum already attracts considerable interegtimout from the MS. A consortium of European

schools of public administration, coordinated bg turopean Institute of Public Administration in

Maastricht, has ensured wide participation of cdfse from throughout the EU. The Ambassadors to
China of a considerable number of MS participatedthe 2006 Forum. Mechanisms will be

established to ensure continuity in this respect.

As regards the other components of the projectMBeand donors’ views will be taken into account
in the identification phase, and they will be kegbrmed about the project implementation. The MS
to which the study tours are organised will be gmadly involved in the project.

4.3.10Indicative timeframe

Identification / Formulation mission (combinedYsti half of 2007.
» Management Committee: second half of 2007.

Commission decision: early 2008.

Signature of Financing Agreement: first half of 800

4.4 Leadership Development Programme

4.4.1 Strategy Context/justification

Co-operation activities between the EU and Chinghacreased substantially over the years, and a
considerable number of projects have been implesdesince 1983 in a broad range of sectors. From
the initial focus on basic development projects msdes, projects are now more supportive of policy
areas and objectives. While many Chinese and [Eargpat the more operational levels have been
involved in the implementation of these projecis same can not be said about senior Chinese policy
makers. The time thus seems ripe to move forwatl aszsmall but focused programme which targets
the segment of (very) senior officials and othdoecwho shape Chinese policy in a variety of areas
In order to create synergies the new programmeldhatget those policy makers that are active in
the concentration sectors included in the EU — €ifooperation programme. Making use of highly
experienced institutions of top level standing sush the College of Bruges or the European
University of Florence a short (2-3 weeks) and higbcused education experience in the EU shall be
offered to a very select group of Chinese partiipa The subsequent promotion of networking
among the participants in this new programme waaldtribute to the further enhancement of EU-
China ties.
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4.4.2 EC Objectives

The overall objective of the action is to devel@mtionships at the level of senior Chinese policy
makers. This will lead to the constitution of agpoof persons familiar with the relationship betwee
China and Europe and able to foster this relatignisha wide range of fields.

4.4.3 Expected results

* 10 participants per year meeting strict selectiaerca
* Annual report

4.4.4 Activities

* participation by a select group of senior Chinpskcy makers in a tailor-made EU Leadership
Development Programme offered by a top EU insotuti

» aperiodical electronic newsletter

» creation of an alumni organisation

» Organisation of alumni activities as well as iresglnt EU-related events such as Europe Day

* At a later stage (once sufficient participants hgeee through the Programme) organization of
events on a joint basis between European and Ghrmterparts.(e.g. annual conference around a
leadership-related theme)

4.4.5 Implementation

Implementation of activities will be overseen by tBommission’s Delegation in China under the
provisions for de-concentrated project management.

4.4.6 Cross-cutting issues

The programme is designed precisely to becometfoptaof communication between senior Chinese
policy makers in different areas as well as witbsehinvolved in/affected by the implementation of
EU — China cooperation projects including EU andn€se industry. The programme will promote p
industry and individuals to share their knowledgd areating supplementary added value.

4.4.7 Risks & assumptions

» A critical mass of senior Chinese policy makers lsarconvinced to participate in the programme.
* A selection mechanism can be put in place thatce¥ey identifies the most relevant Chinese
participants for this programme whilst at the satinge respecting the Commission’s regulatory
framework for EU — China cooperation activities.

« An EU educational establishment of the highest ddiesh can be identified to design and
implement an attractive Leadership Development rarogne.

4.4.8 Main Indicators

» Candidacies for the programme exceed places alailab

» Chinese policy makers who participated in the progne are open to further cooperation with the
EU in their respective areas of competence,

* Amount of networking between participants in thedership programme and other actors in EU —
China cooperation programmes including EU and Glanedustry.

4.4.9 Co-ordination with MS and other donors

Co-ordination and monitoring mechanisms will beimed during the appraisal of the programme.
Implementation will be overseen by the Delegatiomeijing and will be the subject of exchanges of
information in the context of the regular meetirmjsthe EU Development Counsellors meeting in
Beijing.
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4.4.10 Indicative timeframe

It is proposed that all project preparation shdake® place in 2007 in order that the programme may
be operational in 2008.

5 ALIGNMENT AND HARMONISATION

5.1 Alignment to national policies

China’s policy guidelines for development are sétt ia the Government’s Five Year Plan covering
the period from 2006 to 2010. They represent aiserresponse to the challenges described in the
Country Strategy Paper, and have been preparenhioll detailed analysis, consultation, and policy
debate. The document provides an overview ofeatifong-term policy thinking and a reflection of
the changes that have accompanied the countryéntreconomic development.

The Country Strategy Paper and present NIP have degeloped while taking account of the
objectives of the Plan, and in particular of theeeas to which it relates: to further economic mafo
and to the governance issues that this implietheoprotection of resources and the preservation of
the ecological environment; and to the developréhuman resources.

Government has been consulted in the preparatitmeaiew CSP and NIP, notably in the framework
of the regular meetings that take place in Beijogjween Commission staff and the co-ordinating
Ministry of Commerce (MOFCOM), with line Ministrieand Agencies concerned, and in the context
of the EC-China Economic and Trade Working Group.

5.2 Harmonisation and Co-ordination with Members Sates and other donors

Co-ordination and consultation between donors im&has in the past been limited for a number of
reasons. The scale of the country and the limitgplact of ODA in relation to China’s overall
development needs and domestic resources haveawded the level of cohesion and alignment that
is found in other developing countries where daonguact is more substantial. The new Five Year
Plan may provide common ground to promote closesrdination in the absence of an over-arching
element such as a Consultative Group or a Poveeyu&ion Strategy as found in many other
developing countries.

Information exchange and operational co-ordinatlmetween the EU Member States and the
Commission nevertheless takes place regularly encimtext of the EU Development Counsellors
Group and the EU Environment Counsellors Grouprthéu consultation takes place in the Informal
Donor Group between the World Bank, the Asian Depelent Bank, UNDP, Australia, Japan, the
principal EU member State donors, and the Eurogeanmission.

Co-ordination between EU Member States on envirortaiessues is becoming closer, notably as a
result of the creation the partnership on clim&@nge at the 2005 EU-China Summit.

The Commission Delegation in Beijing has made psafto the EU Development Counsellors
Group in the framework of the European Consensu®evelopment in order to advance policy
coherence in the prescribed areas of developmeaoperation. Analysis with regards to China would
be aimed at identifying sectors where synergies beageveloped. The first steps in this direction
have been taken through the establishment of atgle of ongoing co-operation activities.

EU Member States and other donors have been cedswitthe proposals made for the present NIP.

Further background on donor policy is given in Axgel.

Page 23 of 24



6 Annexes

6.1 Donor Policy

As a consequence of her own commitment and ef@irina is becoming increasingly prosperous and
is making unprecedented progress towards the atéaith of the Millennium Development Goals.
This progress is largely due to political decisidhat have been taken to direct resources towards
poverty alleviation and has inevitably given rigsedebate within the donor community as to how
donors can continue to rationalise their co-operagprogrammes, given competing demands on
development assistant resources from poorer, gslaped countries. Further fuel for the debate is
provided by the fact that China is herself emergasga significant donor, with substantial aid
programmes in Africa and Asia. China is furthermdéecoming increasingly involved in peace
keeping missions, has the potential to become amadavelopment player in trade negotiations, and
participates in some World Bank Consultative Grmgetings.

Donor reaction to these developments is varied. géneral there is a move towards a greater
concentration of development assistance on poétated areas that will assist China to develop in a
stable and globally responsible manner, while salopors are scaling down their co-operation
programmes in the belief that with more modest ifogdevels well-considered initiatives can assist
China in important areas of her reform process, iangovernance. The fact nevertheless remains
that, under OECD-DAC criteria, China remains a Iowaddle income country that continues to be
eligible for Official Development Assistance.

For many donors, poverty alleviation is becomirgslef a central focus, the view being widely held
that China will continue to make further progresstiiis area regardless of donor intervention.
Environmental and governance issues neverthelegsae to draw considerable donor attention, and
will in all likelihood continue to do so in the ®seeable future.
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