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have difficulties in obtaining important inputs, giving Chinese competitors with 
an easy access to these raw materials an unfair competitive advantage.  

Sustainability Context 

The chemical industry is one of seven industrial sectors that contribute the 
most to China’s pollution.188 The chemicals industry in China has the potential 
to substantially improve energy efficiency and to minimise greenhouse gas 
emissions. Volumes of CO2 can be reduced through adoption of sustained 
energy-efficiency improvements, switching to less carbon-intensive fuels and 
the installation of high efficiency cogeneration facilities. 

The largest challenges to the sustainable development of the chemical 
industry are the directly associated pollution and health risks. The pollution 
and by-products of chemicals production are a leading cause of the rising cases 
of cancer, respiratory and skin diseases. According to World Bank statistics, 
there are 460,000 cases of premature death each year from ailments related 
to water and air pollution and an additional 300,000 die from indoor toxins.189 
This makes cancer the leading cause of death in China. Jiangsu province, for 
example, home to a high number of chemical plants, accounts for less than 6 
percent of China’s population but cancer rates account for 12 percent of 
China’s total.   

The chemicals industry is an also important contributor to the deteriorating 
state of China’s waterways, which are amongst the most polluted in the world. 
In the six months following a chemicals spill in the Songhua River in 2005 (in 
which a chemical factory exploded leaking 100 tonnes of benzene and 
nitrobenzene into the river), there were at least 76 further cases of serious 
water pollution accidents. 190  Following the chemical spill, China’s State 
Environmental Protection Administration (SEPA) investigated 7,555 chemical 
factories nationwide and found that approximately 81 percent were situated 
on either bodies of water or near densely populated areas. Of those, 4 percent 
were sited within 10 km of officially protected sources of drinking water, and 
45 percent posed a major risk.191 

Whilst regulations do exist, the enforcement of them at a provincial and 
municipal level is a difficult task. Local government officials tend to focus 
solely upon economic growth and see the implementation of stricter 
regulations as a handicap to local producers (see also Box 13 on Xiditou 
Village). Although the government has made an effort to curb chemical 
pollution by refusing to give loans and state-funding to companies that pollute 
excessively, as of May 2007 commercial banks still had over RMB 1.5 trillion (€ 
176 bn), in medium and long-term loans outstanding to energy-intensive and 
polluting sectors, 21.8 percent higher than the previous year. 192 

                                                            
188 US Department of Commerce, 2002 
189 China Daily (31 July 2007)     
190 http://www.enn.com/today.html?id=10210 
191 Miller ( 2006) 
192 China Daily (31 July 2007)     

Box 13: The Xiditou Cancer Village case 

The example of the Xiditou village shows the 
institutional challenges still remaining in China in 
regulating the sector. Located in Tianjin province, 
120 km away from Beijing, Xiditou is an industrial 
hub of the Northeast, and home to a number of 
paints, varnishes, hydrogen peroxide and sulfuric 
acid chemical plants. Despite early observations 
about the mysterious rise in cancer rates, factories 
continued to pump highly toxic untreated waste 
into the local Feng Chan River, which has over the 
years seeped into the ground water supply. 
Although gaining sympathy from environmental 
officials who ordered local government to act, 
complaints were repeatedly ignored at a regional 
level due to fears of economic loss resulting from 
closing down offending factories. Eventually, 
factories were either forced to implement waste 
processing measures or close down. Cancer rates 
have remained 15-30 times the national average 
across all age groups. Poorer farmers, who don’t 
have the economic means to move away or can’t 
afford bottled water as an alternative, were 
particularly affected.  

Source: China Daily (29 May 2006) &  
China Digital Times (May 2007) 
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European chemicals companies have substantial experience in operating 
according to high environmental standards and are global leaders in terms of 
energy efficiency, environmental management and the development of 
renewable materials. Many have participated in environmentally responsible 
programmes such as the China Business Council on Sustainable Development 
and China’s Cleaner Production programme (see Box 14).  

The Chinese chemical industry is a major employer, constituting 10 percent of 
the total manufacturing sector (excluding pharmaceuticals). Trade-related 
restructuring of the industry has been high, as illustrated by job cuts at China’s 
three Chemicals giants. Following WTO accession, Sinopec cut 150,000 jobs, 
with PetroChina making similar adjustments.193 Whilst restructuring in the 
large companies is now mostly complete, smaller companies can still be 
expected to reduce in size in order to become more competitive.  The growth 
of the chemical sector has mainly taken place in coastal regions near 
manufacturing hubs which are well served by domestic transport links and 
deep sea ports. Barring a few exceptions, this option has so far remained 
unattractive for foreign companies. Comparatively strong and stable logistics 
and power supplies in the chemical parks around Shanghai, Nanjing and 
Guangdong still off-set the relatively less important tax breaks and labour cost 
savings that can be found in inland provinces.  

Baseline Trends 
If further economic reforms continue to support market growth in key 
customer industries (manufacturing, construction and farming), the chemicals 
industry could grow as much as 10 percent per year. Although all chemicals 
sub-sectors are expected to grow, strongest growth is expected in the fine, 
specialty and consumer chemicals in which the European chemicals sector has 
a comparative advantage (Figure 54). The specialty chemical section is marked 
for particularly strong growth as the government hopes to raise its share of 
overall production from 30 to 45 percent in coming years. This would make 
China the world’s second largest specialty chemical producer. 

Provided current obstacles to trade and investment can be reduced, European 
commodity chemicals producers in upstream segments should be able to be in 
a position to leverage their financial strengths and invest in China. Speciality 
and fine chemicals producers from Europe could seek further export 
opportunities capitalising on the strength of their customer relationship and 
management expertise to provide customer specific R&D and servicing.  

In the coming years the restructuring of Chinese industry is likely to proceed 
apace. Inefficient producers are facing increasing regulatory and financial 
pressures with many smaller companies likely to be bought and incorporated 
into larger ones. Successful private companies are also increasingly being 
encouraged to expand and buy out SOEs. This will have an impact on domestic 
competition and in third markets, particularly the ASEAN market. According to 
an industry survey conducted in 2006 by the consortium implementing this 
Trade SIA, the majority (61%) of European chemicals industry practitioners 

                                                            
193 Chemicals Weekly (April 2004) 

Box 14: BASF in China 

German chemicals giant BASF has been involved 
in the establishment of the China Business Council 
on Sustainable Development, together with local 
giant Sinopec. BASF is developing chemical 
facilities that minimise transportation and 
infrastructure costs, thereby reducing waste and 
pollution. BASF also sees some of its products as 
potential contributors to sustainable 
development in China – for example, home 
insulation products could help reduce the amount 
of fuel and heat currently wasted (99% of Chinese 
households currently have no insulation). 

Source: PWC (2005) 
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expected competition from Chinese producers in the ASEAN market to be of 
significant importance within the next five years (Figure 55).  

With China fast becoming the largest market in chemicals and a regional base 
for the Asian market, opportunities for new growth and expansion are set to 
continue, albeit in a consolidating and increasingly competitive environment. 
Despite large investment in new facilities and the establishment of stronger 
Chinese competitors with greater production capacity, China will still 
experience capacity short-falls in key chemicals sub-sectors and thus continue 
to rely upon European imports to some degree. The extent in China of 
restructuring and the injection of modern technical processes to become 
globally competitive, is also likely to necessitate continued cooperation with 
European chemical companies.   
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Sector-Specific Background: 
D. Agricultural Sector 

Changes in Chinese consumption habits make China one of the world’s most 
dynamic and important demand-drivers in world agricultural markets 194. 
Overall, food consumption in China is rising and a marked change in diet 
composition is occurring. The sheer size of its population means China’s 
demand patterns have a noticeable impact on world food prices195. There has 
been a strong trend away from more traditional diets of starch staples that 
characterise low income developing countries, towards more varied diets 
which incorporate increasing quantities of animal products, fruits and 
vegetables (see Table 9). 
 

Food Consumption Type per Person in Urban Households in China, 1990-2004 

Item 1990 1995 1999 2000 2003 2005 

Grain (kg) 130.72 97.00 84.91 82.31 79.52 78.98
Fresh Vegetables (kg) 138.70 116.47 114.94 114.74 118.34 118.58
Edible Vegetable Oil (kg) 6.40 7.11 7.78 8.16 9.20     9.25
Pork (kg) 18.46 17.24 16.91 16.73 20.43   20.15
Beef and Mutton (kg) 3.28 2.44 3.09 3.33 3.31 3.71
Poultry (kg) 3.42 3.97 4.92 5.44 9.20 8.97
Fresh Eggs (kg) 7.25 9.74 10.92 11.21 11.19   10.40
Aquatic Products (kg) 7.69 9.20 10.34 11.74 13.35 12.55
Milk (kg) 4.63 4.62 7.88 9.94 18.62   17.92
Fresh Fruits (kg) 41.11 44.96 54.21 57.48 57.79 56.69

Source: China Statistical Yearbook, 2006 
 

Following China’s accession to the WTO in 2001, China’s agricultural trade with 
the rest of the world has rapidly increased. Since 2002, EU exports to China in 
the agricultural sector have almost doubled from US$ 557 million to US$ 1.1 
billion in 2005. Similarly, Chinese agricultural exports to the EU have grown 
from US$ 1.9 billion in 2002 to US$ 3.7 billion in 2005 (Figure 56), a compound 
annual growth rate (CAGR) of 24 percent. In 2005, the product categories 
which made the most significant contributions to EU agricultural exports to 
China were products such as beverages including wines and spirits, aquatic 
products (fish, molluscs, and aquatic invertebrates), dairy products, edible 
animal products, and cereals (Figure 57). The Chinese agricultural market is 
expected to turn increasingly to imports as demand for many of these 
agricultural goods will outpace local supply. Changing consumer tastes means 
increasing demand for imports of higher value products such as wine and 
cheese which are traditionally not made locally. In addition, changes in the 
distribution of food in China are having an impact on trade flows, as 
supermarkets integrated into global supply chains are able to sell a higher 
number of imports than traditional shops and markets. 

  

                                                            
194 For the purposes of this report, the term "agricultural sector" does not only cover basic agricultural commodities such as wheat, milk and live animals, but 
also the primary-processed products derived from them such as flour, butter and meat, as well as all secondary-processed products which include ready-to-eat 
meals, bread, sausages, chocolate, wines, spirits etc. 
195 The global impact of China’s demand has been most noticeable in products such as soybeans (China is the world’s largest importer) and has already 
noticeably influenced world prices for grain prices and pork meat in which China is becoming a significant importer. 
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Beverages, Spirits and Vinegar 
Over the period 2002 – 2006, EU exports to China in the beverages, spirits and 
vinegar category have grown at a consistently higher rate (CAGR of over 38%) 
than any other agricultural sub-sector exports to China. The value of EU 
exports to China in this category increased from € 70.6 million in 2002 to over 
€ 257 million in 2006 (Figure 58). This sub-sector is therefore becoming 
increasingly significant in terms of its contribution to total EU exports to China: 
in 2005, beverages, spirits and vinegar contributed almost 20 percent of all 
agricultural exports to China (up from just 12% in 2002). Although the market 
is growing rapidly, this sub-sector is highly competitive for EU exporters 
operating in the Chinese market, with other major production locations 
(Australia, United States and Chile) in relatively favourable geographical 
production locales. This means European producers have to rely on their 
reputation to sell their products, a situation which is made more difficult due 
to IPR infringement (discussed in more detail below).  

Fish, Molluscs and Aquatic Invertebrates 
This sub-sector is a relatively important for Europe and China, both being large 
players in the international fisheries market. Fish, molluscs and aquatic 
invertebrates make up 20 percent of EU exports to China and over 25 percent 
of Chinese exports to the EU. The key products exported out of the EU are 
shrimp and tuna, with Denmark and Spain being the largest contributors. The 
fisheries export market, growing at a CAGR of 31 percent since 2002, is likely 
to continue to be attractive for both sides in the future. Economic 
fundamentals are likely to eventually shift much production away from the EU 
where labour costs are higher relative to developing countries such as China.  

Wheat and Cereals 
Cereal exports made up 10 percent of total European agricultural exports in 
2005. There are signs that the Chinese import market for wheat and cereal will 
expand in the future. In terms of land use for cereals and wheat, cultivated 
areas for these crops in China have been decreasing steadily since the 1990s as 
land use is diverted to competing crops (fruit and vegetables for example), 
pasture or tree plantations.  It has also been observed that yields for the main 
crops have not increased significantly for a number of years – most likely due 
to the lack of water available and the pressures on soil quality. It is possible 
that unless substantial improvements can be made in water and land 
management, China could be dependent on large imports of wheat and 
cereals in the future. It is likely, however, that this demand could vary 
significantly year to year, as was witnessed by last year’s drastic reduction in 
European grain exports which fell from € 80.8 million in 2005 to € 1.1 million 
in 2006.  

Meat and Dairy 
China is facing a huge increase in demand for meat and dairy, and this is likely 
to have a significant impact on agricultural imports. Despite growth of 150 
percent in milk production capacity over the period 1996-2003, supply still lags 
behind demand growth, which had to be met with imports of milk products 
(usually milk powder). As has been the trend elsewhere in Asia, the increase in 
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the domestic production of meat and dairy is expected to result in the need to 
import more stock feeds. This trend has already been witnessed in China, 
where there have been vast increases in soybean imports that have produced 
increased volumes of high protein feed meals. It is likely that imports of feed 
grain will follow suit.  
 

Foreign Participation and Market Access Issues 
Despite decreasing tariffs, European exporters face an increasing number of 
formal and informal non-tariff barriers when exporting to China. These are 
typically in the form of product certification, labelling standards, import 
approval requirements, customs clearance delays and IPR infringement. The 
application of laws is often not uniform and regional variations in customs 
procedures have a negative impact on trade. This results in high compliance 
costs and extended delays for business, impacting on their ability to sell in the 
China market and affecting small and medium enterprises in particular.  

Since the 1980s, China has promulgated and amended several laws and 
regulations for IPR protection. Based on these laws, a comprehensive IPR legal 
framework has been established, though implementation and enforcement 
remains weak and ineffective. The IPRs that are distinctively relevant to the 
agricultural sector are patents and plant breeder rights. Geographical 
Indications are another form of intellectual property relevant to the sector 
that is mostly applied to agricultural products. IPR infringement in the 
agriculture sector most seriously pertains to spirits and wines. The 
International Federation of Spirits Producers (IFSP) estimated the worldwide 
loss through counterfeiting of spirit drinks to between € 600 and € 900 million 
per annum.196 Furthermore, two-thirds of foreign labelled wines in the Chinese 
market were counterfeit, the majority claiming to be French wines.197 This 
problem relates to brand items as much as to Geographical Indications (GIs) on 
wines and spirits. Since wines and spirits account for 80 percent of EU exports 
of products with GIs, protection of IPRs is of crucial concern for the sector. 
Counterfeiting is also a problem for other value-added products carrying GI’s, 
such as cheese and other dairy products. 

There has been widespread concern among European agricultural exporters 
regarding Chinese customs and quarantine practices, particularly the 
implementation of sanitary and phytosanitary standards (SPS). Regulations 
require importers to obtain an import and inspection or quarantine permit as 
a prerequisite for entry of many agricultural goods, including livestock, poultry, 
grains, oilseeds, planting seeds, horticultural products, and hides and skins. 
China also operates a zero tolerance policy for pathogens in imported raw 
poultry and meat, although China does not apply the same zero tolerance 
standard to domestic raw poultry and meat. Another example of regulatory 
standards affecting European exports to China is a Chinese standard dating 
from 1981 limiting the total concentration of naturally occurring substances in 
spirits known as higher alcohols ('fusel oils'). Although various international 
bodies have established that such higher alcohols are safe for human 
consumption. If implemented rigorously these regulations would limit certain 

                                                            
196 The European Spirits Organisation 2005 
197 Findlay et al., 2004 
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EU spirit products, notably some whiskies and cognacs (as fusel oils are part of 
their flavour profile) from entering the Chinese market.198 

Phytosanitary standard (SPS) measures are also at the forefront of Chinese 
exporters’ concerns. A recent investigation by China's Ministry of Commerce 
claims that about 90 percent of China's exporters of foodstuffs and agricultural 
products were affected by foreign technical trade barriers. Chinese exporters 
estimated a combined loss totalling US$ 9 billion a year. Part of the difficulty 
for Chinese exporters’ relates to excessive pesticide residues, low food 
hygiene, unsafe use of additives, contamination with heavy metals and other 
contaminants and the misuse of veterinary drugs. In the short-term, it will be 
difficult to implement widespread change in an agricultural industry still 
characterised by small family operations where there has traditionally been a 
lack of understanding of proper fertiliser and pesticide application procedures. 
Recent initiatives in China to promote the use of GIs and quality labels are the 
most viable strategy to improve agricultural produce standards. A greater food 
safety record, and the ability to build a reputation for quality, will likely impact 
positively on trade patterns opening up export markets for agricultural 
products (in particular horticultural and aquaculture products) which have 
suffered due to SPS standards not being met. Improved food safety is also 
likely to be welcomed by Chinese consumers who are showing a growing 
concern for improvements in this area. 

Sustainability Context 
One of the cornerstones of sustainable development is an environmentally 
sound agricultural sector. The pressures currently being placed on China’s land 
and water resources due to agricultural practices are among the most 
important environmental concerns in China. These include an excessive use of 
water, shortages of clean water, land degradation including soil erosion and 
desertification (most notably in Inner Mongolia), and the pollution and ill 
health impacts of the excessive use of fertiliser and pesticides during 
agricultural production.199 

Water Pollution 
The agricultural sector accounts for almost two-thirds of water use in China 
(Figure 59). Combined with China’s share of grain production which is 
decreasing in favour of more value-added fruit and vegetable production, 
water usage is expected to continue to increase200. The expanding agro-foods 
industry is a further contributor to water usage, particularly during food 
processing. Water resources are used wastefully in China, which is primarily 
caused by the low level of water prices.  Prices do not reflect the true scarcity 
of water and do not provide an incentive to curb water use. Raising water 
prices will be difficult for agricultural users due to affordability.  

The agriculture sector is also a primary source of water pollution. In China, 
substances involved in water pollution include agro-chemicals, animal waste 
and pesticides. The Chinese government has actively promoted the use of 

                                                            
198 The European Spirits Organisation (2005) 
199 US Department of Commerce, 2002 
200 The output of fruit has risen from 64.4 million tonnes in 1999 to 161.2 million tonnes in 2005. 
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chemical fertilisers and pesticides since the early 1960s in order to achieve 
food security. This has made China the fourth most intense user of chemical 
fertiliser in the world. There are a number of impacts which result from such 
intensive application, including non-point source pollution from agricultural 
run-off which contaminates drinking water and eutrophication of surface 
waters201. Of particular concern is the common use of agro-chemicals like 
ammonia bicarbonate fertiliser and pesticides which are cheap and easy to use 
but also soluble and easily washed into various water sources.202  
 

Land and Biodiversity Degradation  
Over-reclamation, deforestation, and over-grazing of land all contribute to soil 
erosion and are outcomes of agricultural practices. Addressing the intensity of 
land use, and effectively implementing and enforcing land management 
policies to take account of biodiversity needs, will be an important part of 
China’s future sustainable agricultural policies. The sustainable management 
of land use to ensure that land continues to be arable in the long-term, will be 
an important component of future policy making for China. Such policies may 
contribute to lower than current levels of production.   

The Role of the Agricultural Sector in Energy Use and Production 

Substantial energy is also consumed in agricultural production, particularly in 
the agro-processing sector. The most energy intensive activities are those with 
significant heating, baking, cooking and freezing operations (e.g. bread, meat 
processing), followed by dairy related operations (e.g. refrigeration, drying, 
heating), and the preparation of cereals (heating and refrigeration). 203 
Initiatives to conserve energy in this sector can include using natural gas as an 
alternative to heavy fuel, improved energy management, and efficient 
equipment and process innovations.204 

The agriculture sector will also be central to the introduction of co-generation 
and use of agricultural products as alternative energy sources. The sector can 
potentially play a valuable role in helping China meet its energy needs in a 
sustainable manner. China has been implementing a biofuels programme since 
2000 and is already the third largest producer of ethanol (after the US and 
Brazil). The Chinese government has plans to further promote biofuels, 
targeting replacement of five percent of its total gasoline consumption with 
nearly 5 million tonnes of ethanol in the next five years through tax incentives. 
In addition, China has proposed to set aside US$ 101.1 billion by 2020 to meet 
15 percent of its transportation energy needs through the use of biofuels.205 

It is important that gains in energy from biofuel production are not off-set 
through the excessive use of fertilisers and pesticides. There is a delicate 
balance between the potentially conflicting goals of, on the one hand, feeding 
the world’s most populous nation with internal food sources and, on the other 
hand, China’s objectives to become one of the world’s major biofuel producers. 

                                                            
201 Zhang et al (2005) Do Farmers Overuse Fertilser?  
202 Johnson, Liu & Newfarmer, 1997 
203 CIAA, 2002 
204 CIAA, 2002 
205Alavi (2007)  
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There is, however, substantial scope for ethanol and other biofuel producing 
projects which do not necessarily require large amounts of arable land or 
compete with grain supplies. 

Social Issues 

As in any country, the countryside is an important container of national 
identity. Although the contribution of agriculture to the Chinese economy has 
decreased since the 1990s, from 27 percent to its current level of 13 percent 
of GDP, China’s agricultural employment still accounted for 44.8 percent of the 
total in 2005. Too rapid liberalisation, resulting in further restructuring in the 
agricultural sector, is likely to create further short-term social challenges in 
terms of income inequalities and urbanisation. One recently removed obstacle 
which has hindered greater equality between the rural and urban population 
has been the range of taxes and ad hoc fees that local governments levy on 
farmers in order to boost revenue. There have been recent steps by the 
central government to address this, for example, through the introduction of 
village level grass roots elections, and a scheme to replace arbitrary fees with 
standard taxes and the complete abolition of agricultural tax as of 2006. In 
addition, further migration of surplus rural labour to urban areas will be 
necessary if rural incomes are to rise further. 206  It is possible that the 
scrapping of agricultural tax in support of the rural population will also be 
accompanied by subsidies and other protectionist measures. 

Baseline Trends207 
The growth and increasingly diverse demand for agricultural products has so 
far been met predominantly from domestic sources. As land and water 
resources become increasingly stretched, domestic production is likely to be 
increasingly supplemented by imports for selected staple agricultural products. 
Early evidence points to particular growth in sectors such as meat and oil 
which require large quantities of imports to support them, such as the 
importation of soybeans for oil production and certain products for use as 
animal feed for meat and dairy production growth. Excluding pork, the 
consumption of meat in both rural and urban areas is expected to increase by 
around 30-40 percent by 2010.  

Demand for dairy products will increase slightly, though mainly in urban areas, 
where access and household storage facilities are more accessible. As 
agriculture in China is characterised by scarce land and capital, domestic 
production of dairy will have particular difficulties in satisfying demand. By 
conservative estimates, China will only see 87 percent self-sufficiency in dairy 
products by 2020. In addition, a rapidly increasing middle class in urban areas 
will likely increase demand for higher value added non-staple products which 
are not traditionally locally made (e.g. wines and cheese). Consumption of 
non-domestic spirits, but also wine, can be expected to continue to grow at 
double-digit rates. Presuming that IPR infringement can be reduced, high value 
products registered as GIs could benefit as an emerging large middle class 

                                                            
206 The Economic Intelligence Unit Limited 2007 
207 Trends are based on authors’ interpretation of DG Trade (2007) 

There has been traditional scepticism among 
developing countries with regards to the 
universal applicability of higher farming 
standards in developed countries. However, 
increasingly the link between raising 
agricultural standards and boosting exports 
has gained credibility. In both Argentina and 
Thailand, organic production is being 
promoted with government support in 
devising and promoting recognised national 
organic standards. After Namibia set up 
standards in hygiene, veterinary care and 
animal welfare, it has grown into Africa’s 
largest exporter of beef to the EU. As demand 
for organic foods is expected to continue to 
grow, higher standards could allow many 
other exporters in developing countries to 
carve out higher value added market niches. 

In China, the government has highlighted the 
need to achieve more sustainable agriculture 
and rural development. Although measures 
taken so far have focused on relieving the tax 
burden of China’s rural population, there is 
scope for future policies to be translated into 
more sustainable agricultural practices. These 
practices could result in increased rural 
employment as a result increased export, 
more labour-intensive and environmentally 
friendly farming. Organic production of fruit, 
vegetables, tea and other agricultural 
commodities, many of which are destined for 
export, have expanded exponentially in China 
in the past decade. China is home to more 
than half the world's pigs, and is the second 
largest producer of chicken meat behind the 
US. Food safety and animal welfare is 
becoming an increasingly important 
consideration for consumers in export 
markets. In an effort to improve the safety, 
quality and traceability of meat and other 
livestock products, China has already 
established a domestic ‘assured meat’ 
scheme. In addition, many multinational 
retailers, particularly in Europe, have 
responded by establishing higher standards 
amongst their suppliers to ensure food safety 
and animal welfare.  

Continued… 

Box 15: Sustainable Agricultural Practices 
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consumer base is willing to spend more money on products that are 
associated with high quality. 

In the medium to long term, EU agricultural exports and investment potential 
in China will remain constrained by a number of factors. Geographical distance 
(or rather lack of convenient transport routes) is one constraint, but a lack of 
solid institutional frameworks, particularly in the field of SPS and IPR related 
issues, will also disadvantage EU exporters and investors. China’s relative 
openness to foreign agricultural imports will also likely have substantial social 
and environmental implications, as the country balances its traditional 
preference for self-sufficiency and protection of rural jobs with increasing 
environmental constraints.  

 

 

  

Sustainable Agricultural Practices (cont.) 
 

The fact that Chinese farmers are prepared and 
able to produce such goods to international 
organic standards is a clear indication of the 
potential for Chinese livestock producers, given 
the incentive of lucrative export opportunities 
in the EU and elsewhere, to develop 
sustainable practices in the production of meat, 
eggs and milk. In addition, the development of 
such farming systems in China would naturally 
afford trade opportunities for European 
manufacturers of equipment and systems as 
well as consultancy services related to more 
sustainable farming practices. 

Source: OiE, RSPCA, China Daily (2007) 
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Sector-Specific Background: 
E. Environmental Goods and Services 

Europe as an early adopter of clear environmental policy guidelines has 
become the world’s leading producer and exporter of environmental goods 
and services. This is an industry expected to outgrow its traditional niche 
status and become a mainstream industry. European companies leveraging 
their expertise in high-value added segments across industries have fostered 
what can perhaps be best described as “green competiveness”. Such industries 
show particular strength in segments such as advanced power generation, 
photovoltaic cells, wind energy and water supply and treatment208.  

The Chinese market for environmental goods already accounts for 19.7 
percent of total European exports in this sector.209 Exports are projected to 
continue developing rapidly with an increasing number of policies and 
legislation being implemented and enforced to safeguard the environment. 
However, only 6 percent of Chinese companies providing environmental goods 
and services can be considered as being large-scale (i.e. fixed assets worth 
more than RMB 50 million or € 4.8 million). The remaining smaller companies 
are mainly engaged in producing primary treatment equipment - a low-end, 
highly competitive market segment dominated by products that are of poor 
quality, unreliable and costly to operate. The potential users of such 
equipment lack access to the necessary know-how needed to use these 
products effectively. This demand and supply mismatch is expected to last well 
into the implementation of China’s 11th Five Year Programme (2005-2010), 
which placed environmental protection at the forefront of Chinese policy 
formulation. This policy priority creates substantial opportunities for European 
operators to provide high-end environmental technologies and services. 

Market Size  
The environmental goods and services industry (or eco-industry) can be 
broadly defined as ‘activities which produce goods and services to measure, 
prevent, limit, minimise or correct environmental damage to water, air and 
soil, as well as problems related to waste, noise and eco-systems. This includes 
cleaner technologies, products and services that reduce environmental risk 
and minimise pollution and resource use.’ 210  The eco-industry is non-
comparable to other industries in that it does not constitute a discreet set of 
similar business activities. The eco-industry is an emerging sector in its own 
right, constituent of sub-sectors which in terms of required competencies are 
often further removed from each other than they are to a sector outside of 
the eco-industry.211 
 

Since normal product classifications do not necessarily differentiate between a 
product’s environmental or non-environmental application, the exact market 

                                                            
208 Commission of the European Communities, 2004, Stimulating Technologies for Sustainable Development: An Environmental Technologies, Action Plan for the 
European Union, Communication from the Commission to the council and the European Parliament 
209 Authors’ own calculations based on trade data for narrow definition of OECD category list for the environmental goods (see below) 
210OECD/Eurostat Informal Working Group (OECD/Eurostat, 1998)   
211 To illustrate, air pollution control machinery and water treatment chemicals can both be considered as part of the eco-industry; however, producing air 
pollution control machinery is more closely related to activities typically associated with the machinery sector, while those involved in waste water treatment 
chemicals might be closer to the chemicals sector in terms of the production process and service provisions involved. 

The Chinese market for 
environmental goods already 

accounts for 19.7 percent of total 
European exports in this sector. 
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size of the sector can be difficult to determine and is dependent on the 
definition adopted. 212 The International Centre for Trade and Sustainable 
Development (ICTSD) estimates that the global market for environmental 
goods and services increased from US$ 200 billion in 1990 to over US$ 607 
billion (€ 488 bn) in 2005, with the environmental services segment accounting 
for more than half of the total market. 213 The US, Western Europe and Japan 
together are estimated to account for 84 percent of this market.214  

The environmental goods and services market in China is estimated to have 
reached US$ 17 billion (€ 14 bn) in 2005 having grown at about 15 percent 
through the last decade. This market is expected to exceed US $30 billion 
(€ 24 bn) by the year 2010.215 The growing market for environmental goods 
and services is primarily the result of the Chinese government’s commitment 
to strengthening environmental legislation, pledging the equivalent of 
€ 9.4 billion over the period 1998 to 2007. Significant investments have been 
made in water and wastewater treatment, refuse disposal, and gas emissions 
reduction. The 11th Five Year Programme (FYP) - in which a further € 140 
billion has been pledged for environmental protection - goes beyond pollution 
reduction and encourages the modernisation of industry (the most polluting 
factories are to be closed, others are to be moved away from residential and 
commercial areas) and improvements in the efficiency of energy are to be 
pursued.216 

 
 

 
Source: China Statistical Yearbook (2006) 

 

Despite the government’s increasing financial commitments, direct state 
spending on the environment is no longer the largest single source of growth 
of China’s environmental sector. Non-state funding has increased dramatically 
in recent years (Figure 60). Official statistics indicate that in 2005 over 80 

                                                            
212 For example, pipes and tubes sold by water treatment companies can also be produced by non eco-industries, for use of non-environmental purposes (OECD, 
2005)’ Environmental Goods: A Comparison of the APEC and OECD Lists’ 
213 Alavi (2007) 
214 Sawhney (2006) 
215 Claro & Lucas (2006) 
216 DG Trade (2007) Future Opportunities and Challenges in EU-China Trade and Investment Relations 

Figure 60: Sources of China’s Investment in the Treatment of Industrial Pollution 
(100 mn RMB) 

%
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percent of the RMB 45.8 billion (€ 4.8 bn) invested in the treatment of 
industrial pollution originated from self-raised funds and bank loans. This is in 
part a result of China tightening legislation as well as Chinese companies’ 
endeavour to become more competitive in international markets where 
standards are higher and more stringently enforced.  

The government retains a key role, however, in indirectly determining the 
amount of investment directed towards environmental goods and services 
through the formulation of increasingly stringent environmental protection 
policies, particularly those measures which enforce the polluter-pay-principle. 
Notable laws which China has recently implemented in this area include the 
Law on the Prevention of Air Pollution (September 2000); the Cleaner 
Production Promotion Law (January 2003) and the Law on Prevention and 
Control of Pollution by Solid Wastes (April 2005). In addition, laws promoting 
investments in cleaner and more efficient technologies are expected to have 
an increasing impact. The Cleaner Production Promotion Law enacted in June 
2002, for example, established demonstration programs for pollution 
remediation in ten major Chinese cities, and designated several river valleys as 
priority areas. More recently, China's new Renewable Energy Law effective 
since January 2006 is expected to have a particularly large impact, imposing a 
national renewable energy requirement that is expected to boost the use of 
renewable energy capacity by up to 10 percent by the year 2020 – up from 
only 3 percent in 2003.  
 

 

 
Source: China Statistical Yearbook (2006) 

 
As a water-scarce country, with a high need for potable water and sanitation 
services, the majority of investments in the treatment of industrial pollution 
has traditionally gone into water treatment in China. However, as Figure 61 
shows, in the last five years investment growth in the treatment of air 
pollution has outstripped that in the treatment of waste water, and now 
accounts for the largest proportion of investment (46.5% of the total).  
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The social impact of worsening 
environmental conditions in China was 
recently illustrated in the town of Wuxi, 
Jiangsu Province. In May 2007, the total 
drinking supply to the town of over 1 million 
people was cut off due to water polluting 
algae in Taihu Lake. The town had to use 
bottled water for all its water needs. The 
cause of the algae was due to low water 
levels and the accumulation of waste and 
untreated sewerage. There are over 20,000 
chemical plants in the Taihu Lake region 
that regular pollute local water. 
Environmental regulation in the Taihu Lake 
basin, which accounts for an area 
comprising 3 percent of the country and 8 
percent of the population, is a high priority 
for the national government. 

Figure 61: Chinese Investment Completed in the Treatment of Industrial Pollution 
(RMB 100 mn) 
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EU-China Trade Flows in Environmental Goods  
Establishing the exact amount of trade in the eco-industry between Europe 
and China presents difficulties in classification. The trade statistics in 
environmental goods presented in this report are based on a narrow definition 
of the industry, based on a series of trade codes suggested by the OECD which 
can be identified as having exclusively an environmental application.217 As 
such, these trade statistics do not take into account commodities with possible 
environmental applications which can also be used outside of the eco-industry 
and do not take into account trade in environmental services. The trade data 
for the eco-industry given in this section is primarily used to illustrate trends, 
as well as relative competitiveness in exports from eco-industries between the 
EU and China, rather than as an indicator of its absolute value.218 

 

 
Source: Eurostat Comext; EMG Analysis (2007) 

The above trends show that demand for eco-industry products in China is 
growing and remains unmet through domestic means. The EU’s exports in 
these goods have continued to grow and the EU has a substantial trade surplus 
in environmental goods (see Figure 62). However, the EU’s trade surplus has 
recently showed signs of narrowing as Chinese exports to the EU have grown 
at a faster rate than EU exports. In the last five years, imports from China have 
grown at 22 percent compound annual growth rate (CAGR) while EU exports 
have grown at a slower pace of 18.5 percent CAGR.  

Figure 63 shows that although in 2001 relatively low value added activated 
carbon was still the dominant import from China (46% of the total), in 2006 
activated carbon only accounted for 24 percent of imports. This is despite 
imports of activated carbon continuing to grow at an average rate of 8 percent 
per year. The rapid increase of China’s higher value added exports of 
environmental goods to Europe confirms previous findings219 that Chinese 

                                                            
217 UNCTAD, 2003. “Environmental Goods: Trade Statistics for Developing Countries”, Expert Meeting on Definitions and Dimensions of Environmental Goods and 
Services in Trade and Development. Available at: http://www.unctad.org/trade_env/test1/meetings/egs/crp.pdf  
218 Please note that the decision at this early stage of the Trade SIA to adopt a narrow definition based on the OECD list of the eco-industry, to analyse trends in 
trade statistics, does not preclude that at later stages in the Trade SIA a broader definition will be adopted to more accurately capture the true value of trade 
flows in this sector. It is envisaged that this will be particularly important where econometric impact assessment is conducted. Where different definitions of the 
eco-industry are used this will be clearly indicated. It is further noted that the OECD data primarily deals with established environmental technologies (EET) over 
environmentally preferable products (EPP) (see footnote 211). The merit of using a broader trade category which includes EPP, in which developing countries 
typically have an advantage, will also be explored in latter stages of this Trade SIA.   
219 Notably DG Trade’s (2007) Study into Future Opportunities and Challenges in EU-China Trade and Investment Relations. 

Figure 62: Trade Value of EU-China Trade Environmental Goods (€ mn) 

Figure 63: Composition of Trade of Selected 
Environmental Goods between the EU and China 

Source: Eurostat Comexr; EMG Analysis (2007) 
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exporters are rapidly moving up the value chain through a combination of 
indigenous innovation and foreign technology transfer.  
 

Foreign Participation and Market Access Issues 
In a recent survey conducted by the OECD on NTBs facing exporters of 
environmental goods and services, China stands out as being named 
problematic by the largest number of exporters for four of six most important 
NTB categories220. The survey also highlights the concern of eco-industry 
exporters to China with regards to technology transfer through illicit means 
such as intellectual property rights (IPR) infringements (Table 10). 
 

Table 10: Most Frequently Mentioned Export Market for the Leading NTBs Categories 

NTB Category Most frequently mentioned export market 

Inadequacy of IP protection China (12), Chinese Taipei (2), Germany (2), Korea (2)  
Regulations on payment  China (7), India (3)  
Testing and certification Europe (5), China (4), Russia (3), Spain (3), US (3) 
Customs procedures China (3), Chile (2), Europe (2)  
Government procurement China (3), Chinese Taipei (2) 
Technical regulations and 
standards 

US (4), Russia (3) 

Source: adapted from OECD (2007) 
 

Due to a reliance on high value-added and proprietary technology, IPR 
infringement is a particular concern for the eco-industry. Another survey 
conducted by DG Trade of 200 European companies operating in China, found 
that of nine industry sectors, eco-industry practitioners voiced on average the 
highest concerns with regard to the current and future state of IPR enforcement 
in China221 (Figure 64).   

 

 
Note:  4 = significant importance; 1 = little importance 

Source: DG Trade (2007) 
 

Despite improvements in Chinese legislation which is largely in line with 
international standards, unsound judicial interpretations, procedural barriers, 
and poor enforcement were cited as particular problems for surveyed 

                                                            
220 Fliess & Kim - OECD (2007) ‘Business Perceptions of Non-Tariff Barriers (NTBs) Facing Trade in Selected Environmental Goods and Associated Services: Survey 
Results’. OECD Trade and Environment Working Paper 2007, Part 1 
221 Study 12: Exploring China’s IP Environment - Strategies and Policies DG Trade (2007) Future Opportunities and Challenges in EU-China Trade and Investment 
Relations 

Figure 64: IPR Infringement - Survey Results (2006) 

Figure 63: Composition of Trade of Selected 
Environmental Goods between the EU and China 
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companies. There have been signs that Chinese companies are themselves 
becoming more aware of the dangers and threats of excessive piracy and 
currently the majority of current civil litigation in trademark infringement cases 
is between Chinese parties. It should be noted that many European companies 
indicated that they were hesitant to bring IP infringements due to lengthy legal 
processes, perceived absence of impartiality of the judicial system and fear of a 
possible commercial backlash. 

As mentioned at the beginning of this section, the eco-industry’s service 
element accounts for over half of the market. Environmental services can thus 
only be provided effectively with local presence through foreign investment 
(GATS Mode 3). China's service sector has traditionally been one of the most 
heavily regulated and protected parts of the economy. Foreign service 
providers are largely restricted to licensed operations that have limits on entry 
and restrictions on the geographic scope of activities. All services require 
official approval, and service providers (except consultants) are required to 
operate either through joint ventures or wholly-owned foreign enterprises. 
These agreements can often involve the forcible transfer of technology to local 
Chinese partners or research institutions222. 

Another difficulty reported by eco-industry companies operating in China is the 
lack of enforcement concerning the compliance of industry with environmental 
standards. This takes away a key incentive for domestic companies to invest in 
environmental goods and services stymieing the further development of the 
sector in China. Most local companies still do not comply with the rules 
regarding treatment of water, waste and air pollution as the regulatory 
mechanisms in place are weak and disorganised. This is mainly due to scarcity of 
human resources at government institutions as well as a lack of technical know-
how in enforcing regulations. Furthermore, where controls are carried out, many 
foreign companies allege that this is done far more strictly than at domestic 
companies, particularly SOEs. 

These market access obstacles have meant that despite the substantial 
opportunities presented by the Chinese market, which has grown at an 
average rate of 17.2 percent over the last five years, many foreign eco-
industry companies, particularly SMEs, are reluctant to operate in China due to 
numerous obstacles affecting their operations. This has lead to concerns about 
the longer-term sustainability of operating within the Chinese market.  

Sustainability Context 
The eco-industry has always had a high priority on the trade agenda and there 
exist over 38 international treaties or agreements in the environmental field 
which contain trade-related measures223. The Doha Ministerial declaration 
brought the eco-industry to the forefront of trade liberalisation by explicitly 
calling for ‘the reduction, or as appropriate, elimination of tariff and non-tariff 
barriers to environmental goods and services.’224 The trade in environmental 

                                                            
222 US Commercial Guide FY 2003: China, in Sawhney (2006) 
223 Examples of trade-related measures include the Montreal Protocol, the Basel Convention on the Control of Transboundary Movements of Hazardous Wastes 
and their Disposal, the Convention on International Trade in Endangered Species, the Persistent Organic Pollutants and Prior Informed Consent Conventions, and 
the Biosafety Protocol of the Convention on Biological Diversity. Other MEAs, such as the Kyoto Protocol may have significant trade implications in the future, 
especially through trade in emissions reduction credits (ADB, 2005). 
224 Paragraph 31(iii) 

The Kyoto Protocol legally binds 
participating industrialised countries to 
reduce emissions of heat trapping gases 
with specific emissions reductions targets 
up to 2012. The protocol enables 
industrialised countries to trade emissions 
amongst themselves and to meet a portion 
of their targets by purchasing emission 
reductions from developing countries, 
through employing market based 
mechanisms such as the Clean 
Development Mechanism (CDM). The CDM 
system allows industrialised countries 
under the United Nations Framework 
Convention on Climate Change (UNFCCC) to 
invest in greenhouse gas (GHG) emission 
reduction projects in developing countries. 
The industrialised countries can claim 
Certified Emission Reductions (CERs) from 
these projects to assist them in complying 
with their binding GHG emission reduction 
commitments under the Protocol. China is 
a major potential beneficiary of CDM 
because of its rapidly expanding energy 
demand, heavy reliance on coal, and a low 
level of energy efficiency, as highlighted in 
Section 4. These three factors create ample 
cost-effective opportunities for reducing 
GHG emissions.  

Continued... 

Box 16: CDM Focus 
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goods and services is increasingly fundamental to achieving sustainable 
development goals. 

Although improving environmental quality has always been seen as a key 
element in improving quality of life, it is only more recently that the eco-
industry is becoming seen as an important economic driver of innovation and 
job creation. Employment opportunities from the eco-industry can range from 
boosting the service sector, to expanding the manufacturing base, to 
promoting trade and investment. The Institute for Economic Research 
estimated as early as 1999 that the eco-industry in Europe contributed to over 
2 million jobs directly and 660,000 indirectly.225 It is likely that with increased 
environmental protection, the sector in China which according to national 
statistics 226  already employs over 1.8 million workers, will result in the 
formation of larger scale local companies and the employment of increasing 
amounts of highly skilled workers.  

According to the European Commission, the biggest barrier to diffusion of eco-
technologies into society is the lack of information about potential 
environmental technologies227. Among customers in China there is often little 
knowledge about the socio-economic issues influencing the uptake of 
environmental technologies. This knowledge relates to the ultimate cost and 
benefits throughout a product’s life-cycle of adopting higher quality, 
environmentally sound products. Europe can draw on its experience of 
working with diverse interest groups, such as civil society, governments and 
business to promote awareness of the importance of adopting eco-industry 
technologies and services. There are substantial opportunities for Europe to 
share its experience in nurturing a culture of energy conservation and waste 
reduction, while working to strengthening sustainable community 
partnerships with government, universities and research centres in China.  

Baseline Trends  
Europe has a strong comparative advantage in this sector, which will be an 
area for major growth in the future. A recently published report for the 
German Ministry of the Environment228 predicts that the global environmental 
industry is set to reach an expected € 2,200 billion by 2020. Germany alone 
controls 30 percent of the world’s power generation market229. For the time 
being, the eco-industry remains primarily driven by legislation aimed at 
tackling global environmental issues including the greenhouse effect, damage 
to the ozone layer, biodiversity loss and environmental degradation. The 
technologies and services it provides are of increasing importance to 
construction, mining, urban development and state infrastructure as national 
and international legislation imposes stricter controls on negative 
environmental effects. It will be of key importance for Europe to continue to 
develop its green competitiveness, by supporting the development of 

                                                            
225  Institute for Economic Research, University of Lueneburg, 2004, The Contribution of EU Eco-Industries to Sustainable Development Accounting Methodology 
and Results, Source, www.uni-lueneburg.de/eman/eman2004/pdf/4/Wackerbauer.PDF  
226 The closest categorisation of the eco-industry in China is the national statistical yearbook and has since 2003 been listed under Management of Water 
Conservancy, Environment and Public Facilities. 
227 Commission of the European Communities, 2004, Stimulating Technologies for Sustainable Development: An Environmental Technologies Action Plan for the 
European Union, Communication from the Commission to the Council and the European Parliament. 
228 Franz-Vahlen-Verlag, 2007, GreenTech made in Germany, Federal Ministry for the Environment, Nature Conservation and Nuclear Safety 
229 Ibid 

CDM Focus (cont.) 
 
China's CDM potential, however, has not yet 
been reflected in CDM projects that have 
been registered, approved, or are under 
validation. As of August 2007, 104 CDM 
projects from China had been registered 
with the CDM UN executive board. 
Bottlenecks and challenges for CDM in China 
include a lack of appropriate methodologies 
for application, no local operational entities 
to validate projects, insufficient capacity of 
local project developers to design and write 
project design documents, and human 
resources for the CDM administrative 
process. However, as the technology 
transfer is restricted by 51% local ownership 
requirements, the full potential of European 
investors and companies in China has not 
been realised.  
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international standards of environmental protection and taking advantage of 
new market opportunities in emerging economies.  

Due to the severity of China’s environment challenges (as described in Section 3), 
and a short to medium term shortage of viable local suppliers, achieving China’s 
ambitious environmental targets (as outlined in the 11th 5YP and China’s 
renewable energy law) are likely to require foreign companies’ know-how and 
investment. China’s eco-industry has grown mainly in the more developed areas 
along the coast in eastern China, consisting largely of small scale enterprises. 
China offers numerous opportunities for European companies to offer higher 
value added environmental technologies and services. It is expected that China 
will source at least 12 percent of its sustainable technologies and services needs 
from EU suppliers until at least 2010.230 

 
  

                                                            
230DG Trade (2007) Future Opportunities and Challenges in EU-China Trade and Investment Relations 
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Technical Annex 
I. Detailed Sector Choice Justification 

 

This technical annex provides a detailed justification for the sector choices 
suggested for in-depth analysis in the proceeding stages of the EU-China Trade 
SIA. These chosen sectors are deemed particularly representative in terms of 
expected sustainability outcomes based on their relative importance from an 
economic, social, and environmental perspective, as well as the extent that 
each sector may be impacted on by changes in the trade measures included in 
a future PCA.  
 

 
 

An initial list of twelve potential sectors to be considered for in-depth analysis 
in the Trade SIA was drawn up in consultation with the European Commission. 
These sectors were subsequently ranked along the four themes explored in 
the Trade SIA (economic, social, environmental significance, as well as 
relevance to the PCA). This assessment was made qualitatively supported by 
quantitative indicators. The sectors where thereafter given a score in inverse 
proportion to their ranking. These scores were subsequently averaged231 to 
gain their ‘overall balanced sustainability score’.  
 

Following this rationale, five sectors were selected to be taken forward for 
more in-depth analysis in the proceeding stages of the Trade SIA. These are: 
 

1. The Machinery Sector (including power generating machinery); 
2. Environmental Goods and Services (or ‘Eco-Industry’) 
3. Banking Services (including insurance); 
4. Chemicals Industry (including pharmaceuticals232); 
5. and Agriculture (including processed food); 

                                                            
231 In this instance a sector’s economic, social and environmental scores were determined with reference to the indicators provided in the Handbook for Trade 
Sustainability Impact Assessment (DG Trade, 2006), pages 52-56, as well as noted additional indicators. The scores in the three sustainability themes were then 
averaged and combined with the sector’s PCA score, determined by the likelihood of inclusion or progress of the sector under the PCA negotiations. The rational 
for this approach is to ensure that sectors to be analysed should be chosen based on both their potential impacts as well as the likelihood of progress within the 
PCA. Subsequently, the sectors which scored above the overall average score of 12 (i.e. of moderate relevance “6” in both sustainability themes and PCA 
relevance) were selected for in-depth analysis. 
232 Please note, that although the Pharmaceutical industry was not selected for in-depth analysis on its own merit, it was deemed appropriate that it should be 
analysed as a sub-sector of the Chemicals industry.  
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The flowchart below provides a visual overview of how sectors were selected 
for in-depth analysis using their relative ranks the three sustainability themes 
and PCA relevance. The tables on the following pages go through the rationale 
of ranking and scoring each sector. 

 

 
Sector Economic 

Ranking (Score) 
Social  
Ranking (Score)

Environmental 
Ranking (Score) 

Average 
Impact Score 

 PCA Relevance 
Ranking (Score) 

Machinery 1 (12) 5 (8) 5 (8) 9.3  2 (11)
Eco-Industry 11 (2) 7 (6) 1 (12) 6.6  1 (12)
Banking Serv 2 (11) 2 (11) 12 (1) 7.6  3 (10)
Chemicals 3 (10) 6 (7) 6 (7) 8  4 (9)
Agriculture 8 (5) 1 (12) 4 (9) 8.6  5 (8)
Automotive 6 (7) 8 (5) 7 (6) 6  7 (6)
Construction 4 (9) 4 (9) 2 (11) 9.6  11 (2)
Textiles 9 (4) 3 (10) 8 (5) 6.3  9 (4)
Pharmaceuticals 10 (3) 9 (4) 11 (2) 3  6 (7)
Forestry 12 (1) 11 (2) 3 (10) 4.3  8 (5)
Telecoms 5 (8) 12 (1) 9 (4) 4.3  10 (3)
Distribution 7 (6) 10 (3) 10 (3) 4  12 (1)
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Sector Overall Score
Machinery 20.3
Eco-Industry 18.6
Banking Serv 17.6
Chemicals 17
Agriculture 16.6

Automotive 12
Construction 11.6
Textiles 10.3
Pharmaceuticals* 10
Forestry 9.3
Telecoms 7.3
Distribution 5

* Specific issues pertaining to the 
Pharmaceuticals industry will be considered 
in the Chemicals industry study. 

Average Impact Scores cross-
referenced against PCA Relevance 

Scores 

(1) Using the indicators outlined in the Handbook for Trade Sustainability Impact Assessment (DG Trade, 2006), pages 52-56, as well as 
noted additional indicators in the descriptions in the following pages, economic, social, environmental and PCA relevance rankings 
are determined. These rankings are then assigned scores between 12 for rank 1 and 1 for rank 12. Environmental, social and 
environmental scores are averaged to compute Average Impact Scores.   

(2) Average Impact Scores and PCA Relevance Scores are cross referenced to form the Sectoral Priority Scale. This scale indicates which 
sectors have both a high potential impact in addition to being highly relevant to the PCA negotiations. High priority sectors are 
located in the red quadrant while lower priority sectors are in the blue quadrant. 

(3) Average Impact Scores and PCA Relevance Scores are totalled to determine overall priority sectors. Sectors with an overall score 
greater than 12 are selected for analysis. 

(1) Sustainability Scorecard  

(2) Sectoral Priority Scale 
(3) Avg Impact Scores
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1.Machinery Sector 
 

Economic Importance                   Ranking (Score): 1 (12) 
Valued at € 70 bn in 2005, machinery tops the list of trade flows between Europe and China and is both 
trading partners’ biggest export sector globally. The EU is the world’s largest importer and exporter of 
mechanical machinery, with 34% of the global market share. European machinery manufactures enjoy a 
global revealed comparative advantage (RCA) of 1.66 in advanced mechanical machinery and power-
generating equipment. These two sub-sector alone account for a turnover of € 360 billion in 2003 (EU-15). 
China has a strong trade surplus in electronic machinery with the EU valued at US$ 12.6 bn in 2005. In 
China, the market for general machinery comes second only to textiles in size, and is estimated to continue 
growing between 20 - 25% p.a over the next five years. With regards to power-generating machinery China 
is investing heavily in the energy sector. The state is currently spending €7.8 bn a year to develop a national 
energy grid. It is estimated that China will have to spend almost US$ 2 trillion on electricity generation, 
transmission and distribution over the next 30 years.

Social Importance                      Ranking (Score): 5 (8)  
China’s machinery sector employs over 8.1 mn people or 13.4% of the manufacturing workforce; two-thirds of 
which are employed in non-electrical machinery sector. The machinery sector in China is restructuring as non-
performing SOEs are privatised.  Despite that overall employment in the sector continues to grow, localised 
large-scale layoffs particularly in the North East region are potential sustainability hotspots. Further 
liberalisation is likely to exacerbate the existing concerns of the short term social impact of restructuring. In 
the EU the mechanical machinery industry alone directly employed 2.24 million people in the EU-15 in 2003, 
accounting for 7% of the EU manufacturing industry’s employment. With trade liberalisation there is a chance 
that some lower value added machinery manufacturing, particularly in newer member states might result in 
delocalisation of activities or restructuring.

 
 
 

Economic, Social, and 
Environmental Average  

9.3

PCA Score 11

Weighted Sustainability Score 20.3
 

Environmental Importance        Ranking (Score): 5 (8) 
The installation of more advanced power generating machinery, but also the use of more environmentally 
efficient machinery will have an economy-wide impact. It is an integral part of reducing overall energy use, and 
emissions from the highly polluting energy sector. Mainly in China, but also in the EU, a large number of power 
and manufacturing plants operate old machinery resulting in high levels of wastage. 

PCA Impact                     Ranking (Score): 2 (11) 
There is considerable scope under the PCA for a reduction of NTBs (currently estimated at US$ 7 billion p.a.). 
Government subsidies and procurement practices remain disadvantageous for foreign firms, especially under 
current investment rules and the high cost obligations associated with CCC certification. IPR infringements are 
also an increasing source of high losses. In addition, energy efficiency is likely to be a priority area in the PCA 
which will impact upon the power-generating equipment and mechanical machinery subsectors in particular.  
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2. Environmental Goods & Services (Eco-Industry) 
 

Economic Importance                    Ranking (Score): 11 (2) 
Even when adopting a broad definition of the environmental goods and services market remains 
comparatively small (US$ 607 billion) but is growing strongly. Some estimates predict that the global 
environmental industry is set to reach an expected € 2,200 billion by 2020. Europe has a strong 
comparative advantage in environmental goods and services. The Chinese market currently accounts for 
US$17 billion and is expected to double by 2010 as the Chinese government has allocated US$ 140 billion 
for environmental protection The EU is the largest technology exporter to China with a contracted value of 
US$ 7.54 billion in 2006 (42% of the total) of which a high percentage is made up of environmentally 
efficient goods and services. 

Social Importance                     Ranking (Score): 7 (6)  
In 1999 that the eco-industry in Europe was already estimated to have contributed to over 2 million jobs 
directly and 660,000 indirectly. Despite its relative youth, employment in the sector is in China is expected to 
grow rapidly from its present 1.8 million workforce, emulating growth patterns in the European eco-industry.  
 

More importantly, environmental quality has always been seen as a key element in improving quality of 
life, and eco-industry products thus play a key component in improving quality of life, be it thorough noise 
reduction, access to safe drinking water, clean air, and so on. Prioritising environmental issues and ensuring 
a wider adoption of environmentally friendly technology is essentially a social challenge and intricately 
linked to knowledge of eco-friendly products available. 

 
 
 

Economic, Social, and 
Environmental Average  

6.6

PCA Score 12

Weighted Sustainability Score 18.6

 
 
 
 

Environmental Importance                   Ranking (Score): 1 (12) 
The increasing weight behind environmental concerns in both Europe and China has resulted in the bolstering 
of parallel regulation encouraging companies to cut down on wastage. In China the focus has traditionally 
focused upon water wastage, though this is shifting to cover air and land pollution as well. Investment 
directed towards environmental goods and services through the formulation of increasingly stringent 
environmental protection policies, particularly those measures which enforce the polluter-pay-principle. 

PCA Impact                     Ranking (Score): 1 (12) 
 

The eco-industry has always had a high priority on the trade agenda. The EU and China have been collaborating on 
sustainability issues for many years and continue to develop their aligned interests, most notably in energy efficiency 
and related environmental issues. As mentioned above, China already imports large amounts of technology from the 
EU, with a substantial amount being environmental goods and services. This trend is likely to increase in the short-
term due to technology transfer associated with increased bilateral technical cooperation. Substantial concerns 
remain as reported IPR infringements by EU companies in the eco-industry in China are higher than in any other 
sector. In addition foreign eco-industry operators are often required to provide technology transfer as part of JV 
deals. Weak or lack of enforcement of national environmental legislation within industry in general also hold back 
development in the sector. Restrictions on operating services also limit foreign firms’ size and geographic coverage. 
The resolution of existing disputes over definitions of environmental goods and services would allow for a larger 
trade volume in products, especially in technology related to implementation of the CDM.
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3. Banking Services 
 

Economic Importance                    Ranking (Score): 2 (11) 

While Chinese banking sector currently seems relatively small compared to that of the EU’s, it has arguably 
the greatest growth potential worldwide. The Chinese middle class is expected to increase to 40% of the 
population by 2020 and coupled with existing high savings rates, will provide tremendous opportunities in 
banking services for foreign institutions. China is slowly modernising the sector, lifting some restrictions 
starting in late 2006. Liberalization is expected to experience significant expansion in the forthcoming 
years, with estimated growth of over 20 per cent p.a.    

Social Importance                    Ranking (Score): 2 (11)  
 
During 2002-2005 the number of branches of the big 4 Chinese banks has declined by 25% while the 
number of employees has declined by 7%. Further liberalisation of the Chinese banking sector, is expected 
to speed up automation and further closing down of unprofitable branches. More importantly, the Chinese 
banking sector would have an important indirect social impact as soft loans to Chinese SOEs which 
currently amount to over € 1.2 bn would be cut down. This would inevitably result in the further 
downsizing and reduction of social welfare provisions in the state owned sector. Although such drastic 
reforms are a long-term necessity, in the short-time these impacts mean that reforms will be very selective. 

 
 
 

Economic, Social, and 
Environmental Average  

7.6

PCA Score 10

Weighted Sustainability Score 17.6

 
 

Environmental Importance                   Ranking (Score): 12 (1) 
 

The banking sector does not directly have a significant environmental impact. However reform of the 
banking sector as one of the largest service sectors in China would be an important contributor to the 
rebalancing of the Chinese economy away from an over-reliance of manufacturing towards less energy 
intensive services. 

PCA Impact                     Ranking (Score): 3 (10) 
 

Significant geographical licensing difficulties for branches and investment restrictions mean that substantial 
obstacles for foreign banks operating in China continue to exist. However, given the importance of 
reforming the Chinese banking sector further, there should be substantial opportunities for further 
liberalisation in selected sub-sectors.  Since China has no major stakes in the European financial sector yet, 
and is not expected to do so in the near future, the EU would have to discuss to tie opening up of the 
financial sector with the opening of other sectors with China in order to achieve concessions in further 
financial market opening. 
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4. Chemicals Industry 
 

Economic Importance                    Ranking (Score): 3 (10) 
The Chemicals industry has a global value of US$1.7 trillion, with Europe and China being 1st and 4th in 
terms of global turnover. In addition Chemicals are an important input for manufacturing. With €360 billion 
turnover the EU is the lead chemicals producing area of the world (28% of world production). Domestically, 
the chemicals industry is China’s 3rd largest industry and is growing at an annual rate of 30%. Europe has a 
global comparative advantage in the production of chemicals (RCA= 1.27) At the same time China still 
requires large volumes of basic chemicals, specialty and fine chemicals which are not available domestically 
in sufficient quantities  Although, the Chemicals industry is essentially local in nature, and participation of 
EU producers in the Chinese market would be most important through investment in local production 
facilities bilateral  trade flows accounted for over € 11 bn in 2005. 
 

Social Importance                     Ranking (Score): 6 (7)  
The chemicals sector directly employs 1.3 million people and twice that number indirectly. It comprises about 
27 000 enterprises, 96% of which are SMEs generating 30% of sales and 37% of employment. The Chinese 
chemical industry is a major employer, constituting 10 percent of the total manufacturing sector (excluding 
pharmaceuticals). Trade-related restructuring of the industry has been high, as illustrated by job cuts at 
China’s three Chemicals giants. Following WTO accession, Sinopec cut 150,000 jobs, with PetroChina making 
similar adjustments. Most of the restructuring of chemical giants has been made, although substantial layoffs 
may still occur in smaller companies especially as the government reforms the financial system which further 
pressure small inefficient firms. The chemicals industry has been traditionally used in China to as stimulant for 
economic growth in less developed regions.  

 
 
 

Economic, Social, and 
Environmental Average  

8

PCA Score 9

Weighted Sustainability Score 17

 
 
 

Environmental Importance                   Ranking (Score): 6 (7) 
The chemical industry is one of seven industrial sectors that contribute the most to China’s pollution The 
sector contributes considerably to China’s high air and water pollution levels. China’s waterways are the most 
polluted in the world and despite regulation, enforcement is not widespread especially at a regional level. 
Discharges from the industry have serious associated health risks. China’s biggest cause of premature death is 
now cancer and areas in which chemical plants operate show rates considerably bigger than national 
averages. The chemicals industry in China also has the potential to substantially improve energy efficiency and 
to minimise greenhouse gas emissions.

PCA Impact                     Ranking (Score): 4 (9) 
 

Although foreign investment is encouraged in many subsectors, ownership structure regulation still does not 
allow for fully integrated plants.  Long and opaque project approval periods and limitation in choice of partner 
in some areas continue to exist as barriers to market access. An overly stringent and expensive chemical 
registration process affects both imports and local foreign- manufacturing, and unequal application of 
environmental regulation to foreign and local producers lowers profit margins considerably. 
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5. Agriculture Industry 
 

Economic Importance                    Ranking (Score): 8 (5) 
Despite its decline in relative importance to the economy, the agricultural sector in Europe and China 
remains a key component of the economy. The agriculture industry still accounts for 13.6% of total 
manufacturing turnover in the EU15 (€ 725 bn production, € 784 bn. for EU 25), and 11% value added. 
Although the contribution of agriculture to the Chinese economy has decreased since the 1990s, from 27 
percent to its current level of 13 percent of GDP, China’s agricultural employment still accounted for 44.8 
percent of the total in 2005. Since WTO accession, European exports to China have doubled to US$ 1.1 
billion by 2005. Chinese exports to Europe are over 3 times the size, mainly in the lower value sector. 
Overall Europe has an RCA of 0.79, but is globally competitive in sub-sectors such as wines and spirits, 
aquatic and dairy products.  

Social Importance                    Ranking (Score): 1 (12)  
As in any country, the countryside is an important container of national identity. In the EU25, 5.2% of the entire 
workforce in 2005 was employed in agriculture. Although the contribution of agriculture to the Chinese economy 
has decreased since the 1990s, from 27 percent to its current level of 13 percent of GDP, China’s agricultural 
employment still accounted for 44.8 percent of the total in 2005. Importantly, China’s rural population (most of 
which is employed in agricultural production) has not benefited to the same degree from the economic boom 
and remains considerably lower down in all social indication ranks than their urban counterparts, leaving them 
particularly vulnerable. Too rapid liberalisation, resulting in further restructuring in the agricultural sector, is likely 
to create further short-term social challenges in terms of income inequalities and urbanisation.  

 
 
 

Economic, Social, and 
Environmental Average  

8.6

PCA Score 8

Weighted Sustainability Score 16.6

 
 
 
  

Environmental Importance                   Ranking (Score): 4 (9) 
The agricultural sector accounts for almost two-thirds of water use in China and the unregulated use of fertilisers 
and pesticides within Chinese agriculture remains a major source of pollution of waterways.  Total use of water is 
also high in comparison to other industries and increasing. More efficient technology in irrigation as well as water 
purification will be needed in the future. The agriculture sector accounts for two thirds of national water usage 
and is estimated to increase with farming of more water intense, higher value-added crops. Other concerns over 
biodiversity and land loss due to overgrazing and deforestation remain, particularly in the interior. 

PCA Impact                        Ranking (Score): 5 (8) 
 

Exporters from both Europe and China perceive significant barriers due to differences in SPS regulation and high 
compliance costs. Of all export industries Chinese exporters of foodstuffs report the highest frequency of 
difficulties when selling their goods abroad.  The requirements in terms of required purchase of quarantine and 
import inspection permits and unequal application of food standards as well as labelling requirements for imports 
are high on the list of European exporters as well. In addition there remains substantial scope for the further 
uptake of Geographical Indictors in China to increase food-standards, reduce the negative externalities (env 
pollution etc) and improve the positive spill-overs (cultural interest, tourism etc.) from agricultural industry. 
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6. Automotive Industry 

Economic Importance                    Ranking (Score): 6 (7) 
 

 
The automotive industry is one of Europe’s key sectors contributing 3% of GDP, 7% of total manufacturing 
value added (€ 114 billion, EU15). The automotive industry accounts for less than 2% of China’s GDP, of which 
European car manufacturers account for 38%. Still, the sector sales are growing at fast rates and will become 
more economically significant as Chinese auto producers increase production and intend to compete with 
global players. In China, particularly important is the car parts sector which has grown at an average of 60% a 
year from 2002 to 2005. However, Europe’s US$ 2.4 billion trade surplus in China in this sector is expected to 
decrease due to increased competition from Asian manufacturers and overcapacity within the Chinese 
market.  
 

 

Social Importance                      Ranking (Score): 8 (5) 
 
The automotive industry accounts for 6% of total manufacturing employment (over 2 million, EU25). The 
industry also provides indirect employment to 10-11 million people. Although the automotive sector in China 
is so-called ‘pillar industry’, it employs only 1.6 million people -a relatively a small number given China’s labour 
force. The industry in Europe has consolidated over the past few years and is unlikely to change greatly.  

 
 
 

Economic, Social, and 
Environmental Average  

6

PCA Score 6

Weighted Sustainability Score 12

 
 

 

Environmental Importance                   Ranking (Score): 7 (6) 
 

Cars are a major source of urban pollution, which has grown exponentially with the high sales volumes 
(second only to the US).  New environmental standards introduced by the Chinese government are modelled 
on European regulation, thus there is potential for increased cooperation with European partners both for 
complete vehicles and components. 
 

PCA Impact                      Ranking (Score): 7 (6) 
 

 

Non-tariff barriers in the auto industry are significant, costing European manufacturers an estimated US$ 4.6 
billion annually. These barriers are certainly important, although European car and component manufacturers 
are increasingly positioned in a specific niche in the upper-level market, which should not be overly affected 
by changes in the trade provisions envisaged in the PCA.  
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7. Construction Sector 

Economic Importance                    Ranking (Score): 4 (9) 
The Chinese market for construction is a huge opportunity for growth. China’s strong economic growth, but 
still basic infrastructure acts as catalysts to the overall development of the construction sector in China. In 
China, the sector contributes to 5% of the GDP and is estimated to grow at an accelerating pace. China is 
currently the world’s largest construction market and its state of development requires a high level of 
infrastructure, so opportunities for growth are abundant in the foreseeable future.   
 

It contributes approximately 10% to the EU’s annual GDP of EUR 1,000 billion. However, the value-added 
per person employed is in construction significantly lower than in most other activities, mostly due to the 
limited potential for increased automation and capital intensity of production. The investment per worker 
is less than half of the level of the industry in most of the countries.  

Social Importance                      Ranking (Score): 4 (9) 
 

The construction industry is an important sector of the EU’s economy being its largest employer. In 2003, the 
share of the employment in the construction industry in relation to total industry employment amounted to 
around 28.8% at the EU-15 level. The sector employs about 5% of Chinese workers. Despite the expected 
strong growth, the number of people employed is likely to level off as human resources are used more 
efficiently. The sector is particularly important for the rural-urban economy divide, as a large portion of the 
rural population is supported by family remittances from migrant construction workers in the cities. 

 
 
 

Economic, Social, and 
Environmental Average  

9.6

PCA Score 2

Weighted Sustainability Score 11.6

 
 

 
 

Environmental Importance                   Ranking (Score): 2 (11) 
The construction industry is a major consumer of energy, materials, water and land. Besides wise land use 
planning and management, and good design, environmentally efficient and sustainable construction requires 
environmentally friendly materials, energy- and waste-saving developments, and so on. With no sign of 
deceleration, it will be increasingly difficult to provide enough resources to the construction industry in China. 
In view of the growing focus on energy efficiency, the greater usage of eco-friendly construction materials and 
energy saving buildings is expected to become increasingly important. 

PCA Impact                      Ranking (Score): 11 (2) 
 
 

Outside access to the Chinese construction sector has become more difficult since Chinese accession to WTO. 
Whilst there is some scope for negotiation pertaining to issues of registration and qualification recognition for 
FIEs, the current protectionist climate suggests that the sector will remain closed off to major foreign 
investors. In addition, the scope for trade liberalisation in the construction sector is limited by the fact that most 
construction activities cannot be traded.   
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8. Textiles Economic Importance                    Ranking (Score): 9 (4) 
 

China is the world’s largest exporter of textiles and clothing, and are, apart from the luxury ends of the 
markets, very competitive compared European textiles and clothing manufacturers. In 2005, Chinese imports 
into the EU were nearly $5 billion in textiles and $23 billion in clothing, up from $2 billion and $10 billion 
respectively in 2002. Despite the increased production capacity and attractiveness as a sourcing destination, 
the sector accounts for only 7% of industrial output yet its high RCA (3.34) means that it is likely to remain as a 
key industry. 

Social Importance                    Ranking (Score): 3 (10) 
 
Despite the size of employment in the sector (12 million workers), China’s substantial comparative advantage 
in producing textiles means that these jobs are not under any major threat from restructuring due to 
international trade (apart from competition within China itself). Although employment in Europe is 
comparatively low with only 2.1 million workers, China high competitiveness in this sector means that the 
social impact of trade liberalisation can be very suddenly felt on a local level. The social importance of textiles 
was already succinctly demonstrated by the voluntary trade quotas agreed between the EU and China under 
the Agreement of Textiles and Clothing in 2005 (ATC). 

 
 
 

Economic, Social, and 
Environmental Average  

6.3

PCA Score 4

Weighted Sustainability Score 10.3

 
 

 

Environmental Importance                     Ranking (Score): 8 (5) 
 

The sector has varying environmental impact depending on fabrics, dyes and glues used, though 
environmental effects in China tend to be higher in China than in Europe due to the high percentage of 
synthetic materials used.  
 

PCA Impact                      Ranking (Score): 9 (4) 
 

 

The EU and China have already agreed that the ATC will be gradually phased out and Chinese imports into 
Europe will inevitably increase in the near future which will not be affected to any great extent by any new 
provisions made under the PCA.     
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9. Pharmaceuticals Sector Economic Importance                    Ranking (Score): 10 (3) 
 

The size of China’s drug market is currently comparatively small, accounting for only 1.5% of the global 
market. Strong growth over the coming years (10%) is expected however, resulting in China becoming the 
world’s 5th biggest market, though Traditional Chinese Medicine will continue to account for a high proportion 
of this. Foreign firms enjoy a strong presence in the non-TCM sector, accounting for 80% of market value. 
Moreover the European trade surplus (currently US$450 million) is increasing as expected by its high RCA 
(2.01).   

Social Importance                    Ranking (Score): 9 (4) 
 
Current per capita expenditure on pharmaceuticals in China is only USD $16, which is expected to rise with 
greater access to a variety of drugs and more knowledge of non-TCM medication. The ageing of the 
population is also expected to strongly affect the demand and sales of medication, with a greater proportion 
of income spent on drugs targeting old-age ailments. The growing adoption of western private health care 
policies  is also expected to affect distribution and purchasing patterns of medication. 

 
 
 

Economic, Social, and 
Environmental Average  

3

PCA Score 7

Weighted Sustainability Score 10

 
 

Environmental Importance                   Ranking (Score): 11 (2) 
 

The environmental implications directly attributable to the industry are on the whole insignificant. Water 
pollution from pharmaceutical plants is addressed under the chemical section. Following the SARS outbreak in 
2003, disposal of China’s annual 650,000 tonnes (STAT-USA) of medical waste has been strictly regulated and 
construction of treatment facilities and disposal plants have been stepped up.     

PCA Impact                         Ranking (Score): 6 (7) 
 

 

IPR and registration procedures remain key concerns for European exporters, as do drug distribution chains. 
Registration for distribution licences is complex and expensive (often costing 3 times as much as the official 
$7000) and packaging and labelling regulation is perceived as overly –stringent. Distribution in hospital chains 
is often regionalised and expensive, with preferential treatment given to local competitors.   
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10. Forestry Economic Importance                    Ranking (Score): 12 (1) 
Europe is still a major exporter of wood products accounting for about 50% of world exports), although the 
majority of products are destined for intra-Europe trade. Heavy restrictions Chinese logging in 1998 to 
preserve local forests has meant that China has become the world’s biggest importer of industrial roundwood 
and tropical sawnwood, though the majority of this has been sourced from Russia and ex-CIS countries. China 
is a global leader in waste paper recycling, and import values of waste paper to China increased 300% between 
2002 and 2005.  On the other hand, China as the world’s top producer of Secondary Processed Wood Products 
(60% of global total) has a strong surplus in furniture exports to Europe, valued at €209 million in 2005 
compared to Europe’s reciprocal €31 million. 

Social Importance                    Ranking (Score): 11 (2) 
 
Due to restrictions on logging within China, the sector does not rank highly in total employment number, 
although employment in the furniture and pulp recycling sectors are growing. These however are generally 
highly mechanised processes whose labour requirements remain low. Growing affluence in China has led to a 
greater demand for wooden construction material and domestic furnishings, which puts greater strain upon 
Asia’s forests although this does not directly affect China’s logging industry.    

 
 
 

Economic, Social, and 
Environmental Average  

4.3

PCA Score 5

Weighted Sustainability Score 9.3

 
 
 
 

 

Environmental Importance                   Ranking (Score): 3 (10) 
Since the link has been made between deforestation in China and some major natural disasters including 
flooding and desertification, China has sought to import a growing percentage of its wood. A major concern 
regarding China’s forestry sector is the origin of its imports of timber. Large volumes come from countries 
lacking effective logging laws and regulation such as Indonesia and Malaysia where ecosystems are already 
fragile. Growing affluence is also resulting in greater imports of endangered hard woods, about which there is 
little social awareness.  Due to the triangular nature of wood trade, a proportion of the Chinese manufactured 
products such as furniture entering European markets is made up of illegally harvested timber, making the 
sector of key environmental importance. Better knowledge and labeling of wood origin are thus seen as 
important ways of mitigating the environmental impact of the sector.   

PCA Impact                         Ranking (Score): 8 (5) 
 

It is likely that there will be particular focus regarding the unsustainable exploitation of natural resources. An 
example would be the impact of illegal logging in countries such as Indonesia, which eventually ends up in 
furniture exports from China to the EU. Better labelling tools to determine the origin of materials in products 
might be discussed, but it has been typically difficult to make progress on this issue and China’s position on 
such labelling tools remains unresolved. Furthermore Trade flows in forestry products remain small, and so 
any agreement within the scope of the PCA will only have a limited impact on this area. Therefore a more 
multilateral solution to this issue would likely be preferable. 
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11. Telecommunications Services Sector Economic Importance                    Ranking (Score): 5 (8) 

 

Europe has a large stake in the telecom industry, holding the world’s largest most valuable and saturated 
market. China is the fastest growing and largest telecom market in the world in terms of users, and is highly 
desirable to European players for potential opportunities but so far there have been severe obstacles for 
foreign competitors. High protectionism and lack of legal transparency in the sector have hitherto deterred 
European firms from participating significantly in the sector. 
 

Social Importance                    Ranking (Score): 12 (1) 
 
The telecom service segment of the Chinese telecom industry employs less than one million people as of 2004, 
which is low in comparison to other sectors. Whilst the social effects associated with the introduction of 
greater internet access and mobile phone usage are considerable in terns of access to information and faster 
communication,  the substantial fostering and protection of Chinese companies means that the sector is not 
nearly as vulnerable to market fluctuations from international trade flows and competition.    

 
 
 

Economic, Social, and 
Environmental Average  

4.3

PCA Score 3

Weighted Sustainability Score 7.3

 
 

Environmental Importance                   Ranking (Score): 9 (4) 
 

The telecom sector does not have significant impacts on the environment. The negative effects are mostly 
limited to energy consumption, so the need to provide energy-efficient telecom equipment and services will 
become more important in the future. 

PCA Impact                       Ranking (Score): 10 (3) 
 

 

Unless China revises the current legislation on key issues such as equity ceilings, foreign companies are not 
likely to increase their market share in the Chinese telecom sector. The classification list of value-added 
telecom in which foreign operators can operate is still unclear, and there remains little prospect for this sector 
to be substantially opened while the PCA negotiations are taking place.     
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12. Distribution Economic Importance                    Ranking (Score): 7 (6) 
 

The distribution sector is traditionally one in which Europeans have been considered global leaders. The retail 
sector in China is growing at over 10% a year and provides great hopes as one of the largest consumer 
markets, given the rising incomes in the population. China’s role as a source destination is also expected to 
grow given the global nature of retail. 

Social Importance                    Ranking (Score): 10 (3) 
 

The retail sector employs 7% of the working population, and is expected to grow over coming years. Rising 
affluence resulting in higher demand for a wider variety of products, and greater input into the processing of 
goods has an important impact on the extending of distribution networks and growth in volume.  
 
Growing concerns over product quality standards which influence purchasing patterns are effectuating the 
introduction of greater sanitary and quality control measures, which favour larger retailers with high 
expenditure in distribution.      
 

 
 
 

Economic, Social, and 
Environmental Average  

4

PCA Score 1

Weighted Sustainability Score 5

 
 

Environmental Importance                   Ranking (Score): 10 (3) 
 

The distribution/retail sector consumes a significant level of resources including water, energy, as well as 
combustion gases for transportation, which are rising towards levels in the West. There will be the need for 
China to address management of distribution networks for the environment and in order to mitigate overly 
high energy expenditure in the distribution industry.   
 

PCA Impact                       Ranking (Score): 12 (1) 
 

 

One of the most liberalised markets in China, regulations have so far not impeded the strong growth of 
European global players both in first-tier and second- and third- tier cities.  The conditions of the market are 
sufficiently open and there is little scope for improvement through PCA negotiations. 
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Technical Annex 
II. Outline of Modelling Conducted for Global Analysis Report 

Note: Early modelling undertaken for the draft Global Analysis Report in Fall 
2007 has been updated to incorporate both new data and revised scenarios. 
Final results are available in Section 4 of the Final Report available at the 
project website. 
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Technical Annex 
III. List of Abbreviations 

 

ADB Asian Development Bank 
AMC Asset Management Company 

APIs Active Pharmaceutical Ingredients 

AQSIQ Administration of Quality Supervision Inspection and Quarantine 

ASEAN Association of Southeast Asian Nations 

COD Chemical Oxygen Demand  
CAGR Compound Annual Growth Rate 

CBRC China Banking Regulatory Commission 

CCC China Compulsory Certification 

CCT Clean Coal Technology 

CDM Clean Development Mechanism 

CER Certified Emission Reduction 

CET Clean Energy Technologies 
CGE Model Computable General Equilibrium Model 

CIRC China Insurance Regulatory Commission 

CNOOC China National Offshore Oil Corporation 

CNPC China National Petroleum Corporation 

CNY Chinese Yuan 

CO2 Carbon Dioxide 

DOE US Department of Energy 

EC Commission of the European Communities 

EEP  EU-China Energy and Environment Programme 
Ethylene An olefinic hydrocarbon recovered from refinery or petrochemical processes. 

EU-15 European Union comprising 15 member states, before the accession of Cyprus, Czech Republic, 
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, Slovenia on 1 May 2004 

EU-25 European Union comprising 25 member states: Austria, Belgium, Cyprus, Czech Republic, 
Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, 
Luxembourg, Malta, Netherlands, Poland, Portugal, Slovakia, Slovenia, Spain, Sweden, United 
Kingdom. 

EU-27 European Union comprising 27 member states: Austria, Belgium, Bulgaria, Cyprus, Czech Republic, 
Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, 
Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden, 
United Kingdom. 

EUCCC European Chamber of Commerce in China 

EUROSTAT Statistic Office of the European Commission 

FAO Food and Agriculture Organization of the United Nations 
FDI Foreign Direct Investment 

FIE Foreign Invested Enterprise 

FX Foreign Exchange 

FYP Five Year Programme 

GATS  General Agreement on Trade in Services  

GATT General Agreements on Tariffs and Trade 

GDP Gross Domestic Product 

GHG  Greenhouse Gas 

GI Geographical Indications 
GPA Government Procurement Agreement 

GPL Government Procurement Law (China) 

GTAP Global Trade Analysis Project 
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HS Harmonized System 

IPR Intellectual Property Rights 

JV Joint Venture 

M&A Mergers and Acquisitions 

MDGs Millennium Development Goals 

MES  Market Economy Status  

MNC Multinational Corporation 

MOFCOM Ministry of Commerce of the People’s Republic of China 

MOLSS Ministry of Labour and Social Security 

MoU Memorandum of Understanding 

NDRC National Development and Reform Commission  

NOx Nitrogen Oxide 
NPC National People’s Congress 

NPL Non-Performing Loan 

NTB Non-Tariff Barrier 

OECD Organisation for Economic Cooperation and Development 

OIV International Organization of Vine and Wine 
PBOC  People’s Bank of China 

PCA Partnership and Cooperation Agreement 

PE Model Partial Equilibrium Model 

PPP Public Private Partnership 

PRC People’s Republic of China 

R&D Research & Development 

RCA  Revealed Comparative Advantage 

RMB Renminbi, Chinese currency, also called “Yuan” 

SAM Social Accounting Matrix 

SCB State-owned Commercial Bank  

SCM Subsidies and Countervailing Measures 

SEPA  State Environment Protection Administration (China) 
Sinopec China National Petrochemical Corporation 

SITC Standard International Trade Classification by WTO; in this report SITC Rev. 3 was used 

SME Small and Medium Sized Enterprise 

SO2 Sulphur Dioxide 

SOE State-Owned Enterprise 

SPS Sanitary and Phytosanitary  
TAPES Trade Analysis Partial Equilibrium Sussex, suite of PE models developed at The University of 

Sussex, UK 
TBT Technical Barriers to Trade 

TECA  Trade and Economic Cooperation Agreement  

Trade SIA Trade Sustainability Impact Assessment 

TRIPS Trade Related Intellectual Property Rights 

UNFCCC United Nations Framework Convention on Climate Change 

VAT Value Added Tax 
VCI German Chemical Industry Association 

VDMA Verband Deutscher Machinen- und Anlagenbauer, German Machinery Association 

WOFE Wholly Foreign-Owned Enterprise (also known as WFOE) 

WHO World Health Organisation 

WTO World Trade Organisation 

 
 




