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Brighter prospects foreseen for the continent
amid steady growth and increasing opportunities
for cooperation with China

he European economy has shown a continuing

and consistent positive trajectory, entering its

fifth year of recovery that includes all EU member
states. This trend is looking promising and is expected to
continue at a steady pace in 2018. As the global economy
started gathering momentum late last year and early this
year, there are fewer concerns about uncertainty and
instability in Europe as well.

According to the European Commission, global
growth excluding the EU is expected to strengthen 3.7%
this year and 3.9% in 2018, from 3.2% in 2016. The EU
has been following this improvement, showing that
the tough lessons of the past crisis (namely the post-
Lehman Brothers crisis) have been learnt. GDP growth
in the EU is now expected to remain constant at 1.9%
both in 2017 and 2018.

Furthermore, thanks to rising domestic demand,
structural reforms and other EU policies encouraging job
creation that have been adopted by member states, unem-
ployment in the euro area is continuing to decline and is
expected to fall to 9.4% in 2017 and to 8.9% in 2018. This
is the lowest level since 2009, showing that the European
job market is on a promising road to recovery and allow-
ing EU citizens to be optimistic about the future.

Chinese investment trends

Chinese investment in Europe is constantly grow-
ing and expanding. Companies are increasingly looking
for technology, knowledge and specialization in their
efforts to become global leaders in many industrial sec-
tors. It is well known that they can find all of these in
Europe. Southern Furopean countries — second to the
so-called ‘Big Three’ of the United Kingdom, Germany
and France — are now, more than ever, becorning attrac-
tive to Chinese firms.

China is transitioning from a middle-income econ-
omy to a high-income economy and this requires busi-
nesses to be more and more competitive. Competitive-
ness can be achieved internally, by increasing national
investment, or globally, by investing abroad. As a result,
Chinese companies are being encouraged to broaden
their horizons overseas as quickly as possible, causing
outbound investment to continue growing.

China is now the third largest world investor, making
approximately US$128 billion in foreign investment in
2015. The EU continues to be a preferred destination for
Chinese investment. In 2015, data showed that Chinese
investment in the EU exceeded US$30 billion.
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Chinese companies have shown a particular interest
in southern European countries. The cumulative invest-
ment for the period 2010-2015 showed that the ‘Big
Three’ represented almost 44% of total foreign invest-
ment in the EU while southern Furopean countries such
as Portugal, Italy, Spain and Greece represented almost
28.3% of Chinese investment in the EU. This is consid-
ered, among other things, as a consequence of the eco-
nomic crisis which caused a drop in price of certain key
assets such as property, businesses, industrial property
and land, particularly in southern European countries.

Screening foreign investment

The EU is preparing to screen foreign investment by
creating a new framework, on the grounds of security
and public order. The reasoning behind the screening is
essentially to avoid takeovers in some sensitive areas.

Outlook for 2018

Chinese companies are striving for global leader-
ship in many sectors, resulting in certain key EU mem-
ber states pushing the idea of defending the EU against
potentially hostile investment from overseas. The EU
Commission has proposed to establish a mechanism to
screen foreign direct investment into the EU, which may
subsequently influence EU policy in this sector. The aim
of the proposal is to boost transparency, not to impose
requirements for member states to adopt or maintain
screening mechanisms.

Foreign investors often seek to acquire strategic assets
in Europe which, potentially, may allow them to control
companies operating in security and public order sec-
tors, such as critical technologies, information, infra-
structure and energy.

The EU Commission believes its plan will improve
coordination between national authorities. Although

EU leaders have agreed to call on the EU Commission
to “scrutinise” foreign investment, it will be down to
member states to make the final decision. To date, 15 EU
countries have started screening foreign investment in
their territories. Although China seems to be the main
focus of the measure, the screening will apply to all for-
eign investment.

The Belt and Road Initiative

China’s Belt and Road Initiative (BRI), is aimed at
facilitating trade and commerce by connecting China
and other countries across Asia, the Middle East and
Europe through a massive network of interconnecting
land and maritime routes.

The total investment in infrastructure as part of this
project is estimated to exceed US$1 trillion. China has
set up two major funds, the Silk Route Fund with US$40
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Chinese companies are being encouraged to broaden their
horizons overseas as quickly as possible, causing outbound
investment to continue growing.
PEISEGHEREN  UBHIMREHRRIEM o

billion and a Green Silk Road Fund, funded by private
investors, with an initial capital of US$4.4 billion.

BRI is unprecedented and innovative. Unlike other
integration projects, such as the EU and ASEAN, it seeks
to achieve a new model of integration. It will not only
boost economic growth in China, but will also provide
participating countries with greater access to China and
an increased exchange of ideas, information and tech-
nology, as well as improved infrastructure and reduced
costs of transportation of goods.

Awareness of the initiative is still limited in the
majority of EU countries. However, attitudes towards
BRI have so far been improving. China has targeted two
main regions within Europe to promote the initiative —
Central and Eastern Europe and the European Mediter-
ranean countries.

BRI offers the EU an opportunity to take a more active
role in redesigning international relations, both from an
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economic and a political perspective, as well as working
towards a more liberal and multilateral international
trade system. As transactions between the EU and China
are constantly rising (China currently being the second
largest trade partner of the EU), it is an optimal time for
China to encourage BRI, with the aim of establishing a
stronger connection between Asia and Europe.

However, there is reluctance from the EU to engage in
the initiative. This is understandable, because the strategy
is currently in its initial development stage and there is
still limited information available as to how it will func-
tion in practice. As such, China is continuously working
on soliciting new participants to become involved with
the initiative as well as exploring options for cooperation.

It is clear that the EU would benefit from actively
participating in the initiative so as to bring in its own
expertise, ideas and propositions. The EU and China
must work together in order to make the BRI the success
it is destined to be. ¥&




