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CHINA -V4 TRADE RELATIONS 2006201271 AN OVERVIEW

Kong Tianping®

The trade relations between China and Visegrad states have special position in
consolidation ofpragmatic cooperation between China and CEEC. This paper will
put the cooperation between China and V4 in the global economic landscape, analyze
the characteristics of Chin§(4 trade, point out the change of trade structure in the
last 13 years, give sampolicy recommendation for improvement of Ckffatrade
relations.

Key words:China, Vsegrad GroupV4, Central Europe, Chinsl4, Foreign Trade,
JEL: F100, F140,

1INTRODUCTION

After the EU enlargement in 2004, 8 countries from Central and Eastern Europe (CEE) became
the full member states, Visegrad countries joined the EU. Before the enlargement, China published
Chinabés EU Policy Paper, whi c hdiwlansd t a iftdeuobicy tcd etal
towar ds CEE although Chinads I nterest i n CEE
relationship between China and Central and Eastern Europe countries (CEEC) has strengthened.
During Prime Mini @atwvesitin Nvagary id Juaeb281d ,ths delovérdd ia speech at
ChinaCentral and Eastern European Countries

Economic and Trade Forum, expressed the political will to tap the potential of the bilateral
trade. China started to deal with CEEC in regional @ggh. China has expanded the scope of its
European policy, increased its engagement with CEEC. The regional approach signaled a new way of
thinking in the ChineseEg ol i cy (Juh8sz Ott-.- 2013,). Premier
and CEEC takes ujess than 4 percent in respective total foreign trade, and less than 10 percent in
ChinaEU trade. 2012 saw the substantial improvement of the relations between China and CEEC,
Central and Eastern Europe was on the agenda of

Premie Wen paid official visit in Poland in April 2012, announced thepbiht measures to
consolidate the relationship between China and CEEC, the formation of-Cémieal and Eastern
Europe Cooperation Secretariat within the Ministry of Foreign Affairsccdd seen that China is
ready to further boost the relations between China and CEEC. He mapped out the ambitious plan to
double the value of trade between China and CEEC to the level of 100 billion USD by the end of 2015.
After the transfer of power in ldarship, the new leadership continued the main line of foreign policy
of previous | eadership. New premier Li Kegiang
that there was no substanti al change eefpre@iéri nao

! Institute of European Studies, Chinese Academy of Social Sciences, Jianguomenneidajie 5, Beijing 100732, China.
E-mail: kongtp@cass.org.cRhone: +8610+85195742.
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paid official visit in CEEC in 3 consecutive years in the last two decades. Premier Li also mentioned
the issue of trade, made a proposal to double the trade volume in 5 years.

While Central and Eastern European countries suffering fh@englobal financial crisis turned
to China to seek economic cooperation and trade promotion. Hungary expressed its readiness to act as
a long standing economic, financial and logistic bridgehead in the -&EasthEuropean region when
premier Wen visited Hingary. Some Central and Eastern European countries reiterated that they can
serve as Chinadés gateway towards the markets
consequence of global financial crisis, especially the £are debt crisis, the fabf demand in the
West compelled firms to look for market outside Europe, China as one of the largest emerging markets
was regard as an option.

Central European government actively sought the way to deepen economic relations, Poland
launched "Go China"tsategy aims at encouraging Polish entrepreneurs to cooperate with Chinese
business partners, explore the booming Chinese market. China Investment Forum held in Czech
Republic was aimed to give the boost to the economic relations between China and Qudiit.Re
Both political leaders and business leaders demonstrate the willingness to develop economic and trade
relations in the last 3 years. The window of opportunity has opened.

The economic relations between Asia and CEEC arise interests in acamemmunity in
recent years (Krystynd&aPRdl Kmkal RO 1Q@RBAana Patrykenal r €
Toporowskihis 2013) The paper will put the cooperation between China and V4 in the global economic
landscape, analyze the characteristics of Chiharade, point out the change of trade structure in the
last 13 years, give some policy recommendation for improvement of -@Hitiade.

2 CHINA AND V4 IN THE WORLD ECONOMY

Both China and Visegrad countries underwent the process of economfortrai®n in the
recent 2 or 3 decades. China started reform and opening after 1978, gradually introduced socialist
market economy, maintained sustainable fighed economic growth, made China become the
economic powerhouse. CommuHdistl China enthusiastlly embraces globalization, opens its
economy to the outside world. Chinads entry ini
drives the growth of foreign trade. In the | as
in foreign trade averaged 15.5% per annum. In the next ten years from 2002 to 2011 following the
accession, the average yearly growth rate increased up to 22.6%.

After the gl obal financi al crisis, Chinaos
imports andexports decreased by 13.9% in 2009 as China felt the pinch of the the shocks from the US
subpri me cri si s. Chinaés foreign trade saw stron
previous year, China's foreign trade surged 22.5 percent in 281lhe consequences of weak demand
of the external mar ket , especially the effects
foreign trade in 2012 slowed to 6.2%, the lowest since 2009 and the fourth slowest during the past two
decades. Cha's foreign trade dependence ratio rose sharply after it entered the World Trade
Organization in 2001, hitting a record high of 67 percent in 2006.

The ratio has declined since then. According to the General Administration of Customs, China's
foreign trale dependence ratio dropped 3.1 percentage points to 47 percent in 2012. As China is the

Bratislava 2014 5
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world's largest exporter and secdnda r gest i mporter, China becomes
of exports and imports reached 4.16 trillion USD in 2013, Chiwetook the US, became the the
worl doéos | argest trader in goods for the first

spite of the shock from the global financial crisis, Visegrad countries remains the most successful
transition econamies.

Over the last 25 years, Central Europe has become a zone of peace, stability and prosperity in
Europe because the painful and drastic reform introduced in the early 1990s has borne fruits. Poland is
one of the successful stories of economic transitioh, #md has kept the good
economic growth in the last 20 years, the catchipgrocess has accelerated. Poland realized positive
economic growth in 2009 when global economy and European economy was in recession. Historically,
last two decdes can be regarded the best period in the last 300 years. Some economists conclude that
Pol and fAhas just had probably the best 20 year :
Piatkowski 2013)Visegrad countriehave roughly the populatio o f France, a thir
GDP and an intr&European Union voting weight equal to France and Germany combihedhas
sizeable latent strategic potential (Robert Kron 2013).

Both China and Visegrad states support for open economy andaflee As tabld and table 2
show, China is less dependent on foreign trade than Visegrad countries. For V4 countries, after the EU
enlargement in 2004, the share of the imports of goods and services in GDP and the share of the
exports in GDP increased natably while China followed the reverse trend, the share of the imports
of goods and services in GDP and the share of the exports in GDP decreased in the same period. It
Sshould be noted that Pol andsos econo mstates anorige s |
V4. If we put the GDP of Visegrad states together, the combined GDP of V4 in 2012 is 902.5 billion
USD.

The share of V4 in world total merchandise exports and imports is 2.85% and 2.74%. China as
the second largest economy and largest trad¢he world continues the marketiented economic
reform after the change of leadership, will create more opportunity for the development of trade
relations with Visegrad states.

Table 1 Imports of Goods and Services Average as a percentage of GDP

2004 2005 2006 2007 2008 2009 2010 2011
Czech
Republic 62.1 61.7 64.0 65.6 62.1 55.7 64.7 70.7
Hungary 66.9 68.1 78.7 80.4 81.2 72.7 80.0 85.1
Slovakia 77.3 80.9 88.5 88.0 85.9 71.7 82.6 86.5
Poland 39.8 37.8 42.2 43.6 43.9 394 435 45.9
China 31.4 31.5 31.4 29.6 27.3 22.3 25.6 26.0

Sourcel OECD Factbhook statistics.
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Table2: Exports of Goods and Services Average as a percentage of GDP

2004 2005 2006 2007 2008 2009 2010 2011
Czech
Republic 63.0 64.4 67.0 68.2 64.4 59.7 67.9 74.9
Hungary 63.3 65.9 77.7 81.3 81.7 77.6 86.5 925
Slovakia 74.5 76.3 84.5 86.9 83.5 70.9 81.2 89.1
Poland 37.5 37.1 40.4 40.8 39.9 394 42.2 42.8
China 34.0 37.1 39.1 38.4 35.0 26.7 29.4 28.6

Sourcel OECD Factbook statistics.
3 CHINA 68 TRADE WITH V4: MAIN CHARACTERISTICS

3.1 Asymmetry of trade partner between China and V4

China is the most popul ous sabautnlt3s hillion, therefoted& wo r
becomes one of the largest emerging market. Visegrad countries are small and open economies, their
combined population is about 64.4 million. Comparing with China, the market size is quite small for
individual Visegradcont ri es. V4 is not the major mar ket f
V4 accounted for 1.3% of the total value of export in 2012, the total value of imports from v4 is 0.57%
of the total imports. For Visegrad countries, China is not their nejoorts market, however, China is
their major import partner. Based on the date from Observatory of Economic Complexity, the share of
imports from China in Czech Republic accounted for 13% of total imports, the share of total imports in
Poland, Hungary an8lovakia is 10%, 8% and 6% respectively.

3.2 Chinabéa trade with V4 increased steadily

It is acknowledged that Chinads trade with CE
region, but it is growing at a rapid rate (Judit Hamberger 2@iBteral trade between China and
Visegrad states grew rapidly 20@012 (figure 1). The value of trade between China and V4 in 2000
was 2.44 billion USD, of which China's exports was 2.15 billion USD, the imports from V4 was 0.29
billion USD. The value ofrade between China and V4 in 2012 reached 37.25 billion U.S. dollars, of
which China exported $ 26.8 7billion, imports of $ 10.38 billion. The value of trade between China and
V4 in 2012 is more than 16 times than the figure in 2000. The share of faluelbhi nads ex p ot
was 1.3% of the total value of exports in 2012
was 0.57% of Chinadés tot al value of i mports.

Bratislava 2014 7
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Figuret The Trend of Chinads Trade with V4 ((USD 1
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imports exports and imports |

exports

Based on the Data from OECD, It can be found out that China exports more service than imports
(Figure 2 and Figure 3). Chinads exports of s
USD to 0.82 billion USD from 200®t2011. The exports of services to Hungary and Poland reached
0.12 billion USD and 0.26 billion USD respectively in 2011. China;s exports of services amounted to
0.04 billion USD. Chinads imports from Hahgary
billion USD respectively in 2011 while Chinada
USD, the imports from Slovakia was 7.5 million of USD.

Figure 2 The Exports of Service to China b (20002017)
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Source: OECD.
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Figure 3 The Imports of Serge from China by V4 (206R2011)

1000
200 M

0]

400

) E— [

2000 |2EIEII |2002 ‘2003 |20I34 2008 ‘ 2006 |20EI'F |2IJEIB ‘ 2009 |2EIlEI ‘ 2011
Millionz of US dollars

|@CI-CN WHS—CN CJPL-CN CISE-CH |

Source: OECD.

After the historical big bang enlargement, Czech Republic, Hungary, Poland and Slovakia
became the full member sates of the European Union. Naturally the trade relation between China and
Visegrad countries became the part of CHihd trade relation. The e of exports and imports
between China and V4 in 2004 was around 7.52 billion USD while the value of exports and imports
bet ween China and EU was 177.2 billion USD, tr
4.2% of the trade between China anddpean Union in 2004.

The value of exports and imports between China and Visegrad group reached 37.2 billion USD
in 2012, whil e Chinads trade with EU amounted
the trade between China and V4 raised to 6.8% of the trade beGié®m and enlarged EU with 27
member states.

3.3 Trade Imbalance

Trade imbalance is a loflgsting phenomenon for the trade between China and CEEC, there in
no exception for Visegrad states. Figure 4 shows the trend of trade balance betweean@hida
Chinaés trade surplus with Czech Republic was
USD in 2012, it is more than 14 times than the surplus in 2000. The trade surplus with Hungary was
0.79 billion USD, it increased to the peak of 4.8lfids USD in 2009, then fell to 3.41 billion USD.
Concerning Chinads trade surplus with Pol and,
trade surplus of with Poland in 2000 was 0.76 billion USD, it reached a new high by the surplus of
1038bi I I'i on USD in 2012. As for Chinads trade wi
from 2000 to 2010. It should be noted that the trade surplus started to fall after 2008. The trade surplus
went down from the historical high point of 0.98libih USD in 2008 to the low level of 0.16 billion
USD in 2010. After 2010, Chinadés ran trade def
with Slovakia amounted to 1.23 billion USD in
with Central and Eastern European countries in the last two decades.

Trade imbalance issue sometimes becomes the topic otenighpolitical meeting, however,
seeking for the solution of trade imbalance is not easy. As China becomes the world &agtyry,
competitive edges in many products from primary commodities to-teigh products, almost every

Bratislava 2014 9
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country, except for resour@xporting countries has more or less trade deficit with China. To some
extent, Centr al E ur o p efaransfér of prbductive éattarscby multimatiopal b e
firms. It is estimated that about 80% of the imports to Hungary leaves as reeqporg(§ z Ot t - 2
Visegrad countries import intermediate products, such as automobile parts, to make final products,
export to third countriesThe sec al | ed fempty container phenome
scholars (Tomas Matura 2013), it means that the containers loaded with merchandise from China to
Europe have to back home emptied without merchandise.

The ChengdtGd ¥ rail way cargo |ine arrives in Pol e
trains return al most 0 e mgratar 20L3). THe btkenrgildiay cafgd linsst y n
face with the same problem.

Figure 4 C h icevatio\at (2006281®)e Bal an
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Source: China Statistics Yearbook 2621113
4 TRADE STRUCTURE BETWEEN CHINA AND V4

4.1 Composition of exports and imports Between China and V4

In term of exports to V4, machinery and transport equipment takes a predominant position, the
value of exports to V4 increased substantially from 2000 to 2012. While the primary commodities and
manufactured goods became less important in the last 18, yearvalue of those products only had
mi nor growth in the period (Figureb5, Figure 7,
V4, the picture is quite different. Among Chi nc
machinery andransport equipment dominated the bilateral trade while the primary commodities and
manufactured goods became less important.

The composition of the imports from Poland is more balanced, growth of import in primary

commodities is faster than manufactugggbds and machinery and transport equipmefkigure 6

Figure 8 Figurel0 Figurel2

Bratislava 2014 10



CURRENT TRENDS AND PERSPECTIVESI DEVELOPMENT
OF CHINA-V4 TRADE AND INVESTMENT

Figure5 Chi nads Composi t ih®epubbcf(inthowsara dallas) t o Cz ec
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Figuue6 Chi naés Composition of Imports from Czech
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Figure7. Chi nadés Composition of Exports to Hungary
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Figure8 Chi nadés Composition of Imports from Hungar"
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Figure9: Chi nadés Composition of Exports to Poland (I
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Figurel0 Chi naés Composition of I mports from Pol and
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Figurel1 Chi nadés Composition of Exports to Slovaki a
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Figure12 Chi nadés Composition of Imports from Sl ovak
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4.2 Change of commodities structure

China and Czech Republic: As table 3 shows the change of commodities structure between
China and Czech Republi€hi nads export to Czech Republic ir
equipment was only 13.89 % of the total export in 2000, the share of machinery and transport
equipment in total export increased over time, it took up 81.91% of the total value aserpded in
79.87% in2012. The decline of the i mportance
export to Czech Republic over the course can be observed.

The value of the manufactured goods in the share of total export value fell from 81.5% to
17.88% in the period. It can be seen that category 5 and category 6 just have exchanged position in the
last 13 years. The two categories of commodities, machinedytramsportation equipment plus
manufactured goods, accounted for 97.75 in 2012, back to 2000, the share was 95.41%, therefore the
other categories of commodities were negligible.

As for the structure of import commodities from Czech Republic, importesnoalities mainly
concentrated in three kinds of commodities: chemical products (category 4), machinery &
transportation equipment and manufactured goods. The share of the 3 kinds of commodities was

Bratislava 2014 13
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around 90% in the period. The share of the manufacturedsgwas almost the twice of the share of
machinery and transport equipment.

China and Hungary: Chinadés structure of exp
pattern as exports to Czech Republic (Table 4). The weight of machinery and tetr@paeuipment
in total exports increased while the weight of manufactured goods decreased from 2000 to 2012. The
share of machinery and transportation equipment in total exports accounted for 7.68% in 2000, the
share had peaked at 79.61% in 2009, by22@lamounted to 73.15%. During the 20@012 period ,
the share of manufactured goods in total exports experienced downward trend, it reduced from 50.43%
in 2000 to 19.20% in 2007, then rebounded to 2
two kinds of commodities ie. machinery & transportation equipment and manufactured goods had
maintained about 998% of the share of total exports. As for the imports from Hungary, machinery
and transportation equipment had been always important, its shaotal imports fluctuated in the
range of 780% while the share of manufactured goods in total imports had moderate rise in the
period of 2002012, it moved up from 5.81% to 15.56%.

China and Poland: Table 5 demonstrates the change of commodilies tstu r e . Li ke
exports to Czech Republic and Hungary, Chinabds
highly centralized in 2 categories of commodities, ie. machinery & transportation equipment and
manufactured goods. Those products hadralkp predominated share in total exports, it accounted for
87-93%. However, the distribution among the two categories of commodities had moved from strong
C6 and weak C5 to more balance between C6 and C5 during th&@0R@eriod, by 2012, the share
of machinery & transportation equipment and manufactured goods in total exports was 43.87% and
49.82% respectivel y. As for the i mports, Chin
diversified, including crude material, chemical products, machinery 8sp@tation equipment and
manufactured goods. As the Table demonstrates that the share of crude materials (C2) had increasec
slightly while the chemical products (C4) had reduced by around half, machinery and transportation
equipment had kept almost thereashare, manufactured goods had increased its share in total imports
moderately.

China and SlovakiaAs Tabl e 6 shows, Chinads exports
categories of commaodities, ie. machinery & transportation equipmenimandfactured goods. The
share of those two kinds of commodities had taken up arow@8%4 The share of machinery and
transportation equipment in total exports accounted for 14.44%, it had peaked to 61.33% in 2009, fell
to 54.47 in 2012. The predominatedsition of the manufactured goods had been eroded, the share of
the manufactured goods in total exports declined from 79.90% to 44.13% in the period-€02Q00
As for the imports from Slovakia, the change of the structure of imports commodities 13 hasars
show different picture. In 2000, the share of crude material was 55.9% of the total imports, it had come
down to very low level, its share decreased to 0.55%. The share of chemical products once taken up
16.21% of the total imports in 2000 hadlueed to 0.4% in 2012. The share of manufactured goods in
2000 accounted for 9.46, it peaked 45.61% in 2002, by 2012, it had fallen substantially to 3.31%. The
share of machinery and transportation equipment in total imports amounted to 18.34% in 2000, it
experienced rapid rise, exceed 90% after 2007, peaked 95.92% in 2012. Machinery and transportation
equipment had become the most important import commaodities.
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Table 3 The Trade Structure Change over Time 2Q0Q2 (China vs Czech Republic)

Export Commodty (SITC Rev 3)
Year | CL(Ex)/TEx| C2(EX)/TEx| C3(Ex)/TEx| C4(EX)/TEx| C5(EX)/TEXx| C6(EX)/TEX| C7(EX)/TEX
2000 2.26% 0.24% 0.00% 2.10% 13.89% 81.51% 0.00%
2001 2.87% 0.33% 0.00% 2.62% 33.58% 60.59% 0.00%
2002 2.69% 1.10% 0.01% 2.03% 47.16% 47.01% 0.00%
2003 2.74% 1.21% 0.00% 1.94% 50.29% 43.82% 0.00%
2004 2.33% 0.52% 0.00% 1.88% 63.02% 32.25% 0.00%
2005 1.46% 0.20% 0.00% 1.88% 71.34% 25.11% 0.00%
2006 0.87% 0.18% 0.00% 1.53% 75.21% 22.20% 0.01%
2007 0.59% 0.12% 0.00% 1.14% 71.03% 27.10% 0.01%
2008 0.54% 0.24% 0.00% 1.18% 70.76% 27.27% 0.01%
2009 0.53% 0.26% 0.00% 0.95% 76.85% 21.41% 0.00%
2010 0.51% 0.31% 0.00% 1.00% 80.22% 17.95% 0.00%
2011 0.48% 0.54% 0.00% 1.09% 81.19% 16.70% 0.00%
2012 0.56% 0.35% 0.00% 1.34% 79.87% 17.88% 0.00%
Import Commodity (SITC Rev 3)
Year | C1(Im)/TIm | C2(Im)/TIm | C3(Im)/TIm | C4(Im)/Tim | C5(Im)/Tim | C6(Im)/Tim | C7(Im)/Tim
2000 5.61% 3.74% 0.00% 20.76% 26.56% 43.34% 0.00%
2001 2.19% 20.14% 0.03% 12.57% 23.64% 41.43% 0.00%
2002 1.74% 8.10% 0.04% 19.77% 25.69% 44.66% 0.00%
2003 0.95% 1.97% 0.00% 26.87% 23.84% 46.37% 0.00%
2004 1.49% 3.55% 0.03% 28.88% 8.84% 57.21% 0.00%
2005 1.25% 3.77% 0.00% 31.68% 23.15% 40.14% 0.00%
2006 2.97% 4.25% 0.00% 21.97% 22.05% 48.77% 0.00%
2007 1.28% 7.88% 0.00% 22.40% 20.39% 48.04% 0.01%
2008 0.79% 5.94% 0.00% 12.13% 24.55% 56.59% 0.00%
2009 0.91% 5.78% 0.21% 12.64% 25.27% 55.18% 0.00%
2010 1.30% 5.07% 0.14% 15.86% 29.34% 48.30% 0.00%
2011 1.62% 4.87% 0.72% 12.08% 25.79% 54.92% 0.00%
2012 3.10% 7.36% 0.01% 11.81% 26.72% 51.00% 0.00%
Note: C1(Ex)/Tex = The percentage of exported Category 1 to total export value.
C1(Im)/Tim= The percentage of imported Category 1 to total import value
Source: unctadstat.
Table 4 The Trade Structure Change over Time 2Q0Q2 (China vs Hungary)
Export Commodity (SITC Rev 3)
Year | C1(Ex)/TEx| C2(Ex)/TEx| C3(EX)/TEx| C4(Ex)/TEx| C5(EX)/TEx| C6(EX)/TEx| C7(EX)/TEx
2000 0.23% 0.19% 0.15% 1.31% 47.68% 50.43% 0.00%
2001 0.33% 0.10% 0.03% 1.45% 45.56% 52.54% 0.00%
2002 0.19% 0.11% 0.00% 1.14% 50.10% 48.47% 0.00%
2003 0.24% 0.10% 0.00% 1.53% 61.56% 36.56% 0.00%
2004 0.23% 0.06% 0.00% 2.03% 74.55% 23.12% 0.00%
2005 0.25% 0.03% 0.00% 1.34% 78.00% 20.38% 0.00%
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2006 0.31% 0.04% 0.00% 1.15% 77.95% 20.55% 0.00%
2007 0.27% 0.05% 0.00% 0.86% 79.61% 19.20% 0.00%
2008 0.22% 0.09% 0.00% 0.92% 77.15% 21.63% 0.00%
2009 0.16% 0.06% 0.00% 0.82% 76.60% 22.35% 0.00%
2010 0.16% 0.05% 0.00% 1.05% 76.50% 22.22% 0.02%
2011 0.19% 0.05% 0.00% 1.61% 76.69% 21.46% 0.01%
2012 0.20% 0.04% 0.00% 1.91% 73.15% 24.69% 0.00%
Import Commodity (SITC Rev 3)
Year | C1(Im)/TIm | C2(Im)/TIm | C3(Im)/TIm | C4(Im)/Tim | C5(Im)/Tim | C6(Im)/Tim | C7(Im)/Tim
2000 5.28% 4.92% 0.03% 5.41% 78.56% 5.81% 0.00%
2001 2.74% 2.67% 0.02% 5.91% 80.97% 7.69% 0.00%
2002 0.79% 2.06% 0.04% 7.16% 82.60% 7.35% 0.00%
2003 0.36% 1.69% 0.00% 5.49% 86.56% 5.89% 0.00%
2004 0.08% 1.45% 0.01% 5.48% 87.46% 5.52% 0.00%
2005 0.18% 1.99% 0.01% 6.02% 82.85% 8.94% 0.00%
2006 0.26% 1.81% 0.00% 2.46% 88.74% 6.72% 0.00%
2007 0.06% 0.74% 0.00% 2.53% 90.05% 6.62% 0.00%
2008 0.16% 0.46% 0.00% 3.62% 87.86% 7.90% 0.00%
2009 0.11% 0.42% 0.00% 3.08% 86.80% 9.58% 0.00%
2010 0.16% 0.66% 0.00% 3.05% 84.81% 11.33% 0.00%
2011 0.17% 1.67% 0.01% 2.64% 82.45% 13.06% 0.00%
2012 0.22% 1.57% 0.02% 3.65% 78.97% 15.56% 0.00%
Note: C1(Ex)/Tex = The percentage of exported Category 1 to total export value.
C1(Im)/Tim = The percentage of imported Category 1 to total import value.
SourceUNCTAD, UNCTADstat.
Table 5 The Trade Structure Change over Time 2Q0Q2 (China vs Poland)
Export Commodity (SITC Rev 3)
Year | C1(EX)/ITEx| C2(EX)/ITEx| C3(EX)/TEx| C4(EX)/TEx| C5(EX)/TEx| C6(EX)/TEXx| C7(EX)/TEX
2000 2.60% 5.25% 0.04% 4.66% 16.52% 70.93% 0.00%
2001 4.08% 4.94% 0.03% 3.67% 19.80% 67.47% 0.01%
2002 4.33% 4.84% 0.09% 3.90% 21.95% 64.90% 0.00%
2003 4.27% 7.02% 0.12% 3.87% 22.08% 62.64% 0.00%
2004 3.13% 5.66% 0.02% 4.60% 32.34% 54.25% 0.00%
2005 3.05% 3.08% 0.04% 4.50% 42.83% 46.49% 0.00%
2006 2.30% 2.23% 0.10% 3.84% 43.15% 48.37% 0.00%
2007 2.22% 1.58% 0.02% 3.56% 42.32% 50.30% 0.00%
2008 1.46% 2.00% 0.09% 2.97% 45.42% 48.05% 0.00%
2009 1.88% 1.43% 0.06% 2.84% 50.71% 43.07% 0.01%
2010 2.23% 1.07% 0.07% 3.39% 48.54% 44.69% 0.01%
2011 2.21% 1.09% 0.16% 4.16% 44.39% 47.99% 0.01%
2012 1.80% 0.76% 0.09% 3.66% 43.87% 49.82% 0.00%
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Import Commodity (SITC Rev 3)

Year| C1(Im)/TIm | C2(Im)/TIm | C3(Im)/TIm | C4(Im)/Tim | C5(Im)/Tim | C6(Im)/Tim | C7(Im)/Tim
2000 5.61% 3.74% 0.00% 20.76% 26.56% 43.34% 0.00%
2001 2.19% 20.14% 0.03% 12.57% 23.64% 41.43% 0.00%
2002 1.74% 8.10% 0.04% 19.77% 25.69% 44.66% 0.00%
2003 0.95% 1.97% 0.00% 26.87% 23.84% 46.37% 0.00%
2004 1.49% 3.55% 0.03% 28.88% 8.84% 57.21% 0.00%
2005 1.25% 3.77% 0.00% 31.68% 23.15% 40.14% 0.00%
2006 2.97% 4.25% 0.00% 21.97% 22.05% 48.77% 0.00%
2007 1.28% 7.88% 0.00% 22.40% 20.39% 48.04% 0.01%
2008 0.79% 5.94% 0.00% 12.13% 24.55% 56.59% 0.00%
2009 0.91% 5.78% 0.21% 12.64% 25.27% 55.18% 0.00%
2010 1.30% 5.07% 0.14% 15.86% 29.34% 48.30% 0.00%
2011 1.62% 4.87% 0.72% 12.08% 25.79% 54.92% 0.00%
2012 3.10% 7.36% 0.01% 11.81% 26.72% 51.00% 0.00%

Note: C1(Ex)/Tex = The percentage of exported Category 1 to total export value

C1(Im)/Tim = Thepercentage amported Category 1 to total imporahe

Source: UNCTAD, UNCTADstat.

Table 6 The Trade Structure Change over Time 22002 (China vs Slovakia)
Export Commodity (SITC Rev 3)
Year | C1(EX)/TEx| C2(Ex)/TEx| C3(Ex)/TEx| C4(EX)/TEx| C5(Ex)/TEx| C6(EX)/TEx| C7(ExX)/TEx
2000 2.32% 0.01% 0.00% 3.33% 14.44% 79.90% 0.00%
2001 12.83% 0.22% 0.00% 2.50% 14.77% 69.67% 0.00%
2002 9.18% 2.24% 0.00% 1.69% 21.72% 65.16% 0.00%
2003 4.40% 2.77% 0.00% 1.21% 36.76% 54.87% 0.00%
2004 2.38% 0.88% 0.00% 2.01% 41.56% 53.18% 0.00%
2005 0.85% 2.27T% 0.00% 2.22% 49.77% 44.90% 0.00%
2006 0.63% 0.93% 0.00% 1.50% 48.28% 48.67% 0.00%
2007 0.71% 0.38% 0.00% 1.02% 41.46% 56.42% 0.00%
2008 0.53% 0.31% 0.00% 0.94% 48.72% 49.49% 0.01%
2009 0.31% 0.42% 0.00% 1.40% 61.33% 36.53% 0.01%
2010 0.24% 0.35% 0.00% 1.17% 51.50% 46.72% 0.01%
2011 0.23% 0.31% 0.01% 1.00% 44.36% 54.08% 0.00%
2012 0.15% 0.20% 0.00% 1.05% 54.47% 44.13% 0.00%
Import Commodity (SITC Rev 3)
Year| C1(Im)/TIm | C2(Im)/TIm | C3(Im)/TIm | C4(Im)/Tim | C5(Im)/Tim | C6(Im)/Tim | C7(Im)/Tim
2000 0.00% 55.99% 0.00% 16.21% 18.34% 9.46% 0.00%
2001 0.41% 6.09% 0.01% 9.41% 67.30% 16.79% 0.00%
2002 0.08% 1.69% 0.00% 3.35% 49.26% 45.61% 0.00%
2003 0.01% 0.27% 0.00% 1.91% 52.07% 45.74% 0.00%
2004 0.31% 0.57% 0.00% 3.48% 62.66% 32.98% 0.00%
2005 0.00% 0.37% 0.00% 3.37% 63.23% 33.03% 0.00%
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2006 0.00% 1.30% 0.00% 2.28% 89.47% 6.95% 0.00%
2007 0.01% 0.73% 0.00% 1.78% 92.16% 5.33% 0.00%
2008 0.00% 2.32% 0.00% 1.91% 90.35% 5.41% 0.00%
2009 0.01% 1.49% 0.00% 2.30% 91.74% 4.46% 0.00%
2010 0.01% 0.95% 0.00% 0.50% 94.80% 3.74% 0.00%
2011 0.01% 0.75% 0.00% 0.36% 95.73% 3.14% 0.00%
2012 0.00% 0.55% 0.00% 0.40% 95.92% 3.13% 0.00%

Note: C1(Ex)/Tex = The percentage of exported Category 1 to total export value
C1(Im)/Tim= The percentage of imported Category 1 to total import value.
Source: UNCTAD, UNCTADstat.

4.3 The trend of trade structure: Moving in different direction

Table 7 Comparative diversification indices of merchandise exports er20002012

year | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
CN- G | G| 6 66|66 66| 6] 6|6 |06
Cz 0.557 | 0.530(| 0.503| 0.513| 0.505| 0.498| 0.481| 0.465| 0.452| 0.471| 0.459| 0.444]| 0.449
CN- G | G| 6 6|6 |G |6 6|6 |G| 6|60
HG 0.480 | 0.445| 0.430| 0.454| 0.470| 0.461| 0.461| 0.474| 0.488| 0.492| 0.495| 0.485| 0.494

CN- | 0.5440
PL 0 0.539| 0.55 | 0.56 | 0.56 | 0.558| 0.549| 0.532| 0.515| 0.529| 0.515| 0.514]| 0.505
CN-

SK 0.614 | 0.596| 0.598| 0.617| 0.583| 0.564| 0.57 | 0.567| 0.562| 0.562| 0.554| 0.55 | 0.55
Source: UNCTAD, UNCTADstat.

Table 8 Comparative diversification indices of merchandisports chinav4 20062012

year | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
CN-1 5 | ® | G | G | 6B |G |6 |GG |G| 6|6 |06
CZ |0.406| 0.413| 0.432| 0.431| 0.441| 0.452| 0.466| 0.479| 0.487| 0.489| 0.472| 0.482| 0.487

CN-
HG | 0.398| 0.383| 0.39 | 0.412| 0.439| 0.461| 0.465| 0.49 | 0.458| 0.488| 0.496| 0.474| 0.479
CN-
PL | 0.388| 0.413| 0.431| 0.443| 0.447| 0.456| 0.449| 0.474| 0.467| 0.451| 0.431| 0.416| 0.407
CN-

SK | 0.463| 0.461| 0.463| 0.473| 0.472| 0.458| 0.45 0.5 | 0.504| 0.508| 0.502| 0.479| 0.48
Source: UNCTAD, UNCTADstat.

The trade structure between China and V4 moved in different direction. On the one hand, for the
merchandise exports, the trade structure between Gimdav4 became more similar from 2000 to
2012. As Table 7 showspmparative diversification irek of merchandise export®etween China and
Czech Republic decreased from 0.557 to 0.449, the same index went down from 0.544 to 0.505
between China and Polarttle index reduced from 0.614 to 0.55 between China and Slovakia.
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The comparative diversification index between China and Hungary followed the same trend from
2000 to 2007, however, the trend reversed after 2007, the index increased from 0.474 to B&94 in
last 5 years. On the other hand, for the merchandise imports, the trade structure between China and V4
became more different from 2000 to 2012. As Table 8 indicates, comparative diversification index of
merchandise imports between China and Czech Riepugreased from 0.406 to 0.497, the same
index went up from 0.398 to 0.479 between China and Hungary, the index expanded from 0.388 to
0.407 between China and Poland, the index between China and Slovakia maintained the same pattern
as other Visegrad gt&s from 2000 to 2009, increased from 0.463 to 0.508 while the trend was reversed
after 2009, the index decreased to 0.48 in 2012.

4.4 Measurement of Trade Complementarity between China and V4

Table 9 ChinaV4 Merchandise trade complementarity Index, annual, 2002

year 2000| 2001| 2002| 2003| 2004 | 2005| 2006| 2007 | 2008 | 2009| 2010| 2011 2012
CN-Cz 0.5( 05| 05| 05| 05| 05| 05| 06, 06| 054 06| 06| 06
CN-HG 0.5 0.5 0.5 05| 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5
CN-PL 0.5( 05| 05| 05| 05| 05| 05| 054 05| 054 055 05| 05
CN-SK 04 05| 05| 04| 05| 05| 05| 054 06| 06| 054 05| 05

Source: UNCTAD, UNCTADstat.

It is always said that there is high level of the trade complementarity between China and CEEC.
Based on the merchandise trade complementarity index by UNCTADSTAT, it can be seen that the
level of the trade complementarity between China and V4 is atedesm level. As Table 9 shows, in
the last 13 years, the trade complementarity index between China and Hungary remains the same at
0.5, it also applies to the trade between China and Poland. The complementarity index between China
and Czech Republic incread from 0.5 in 2000 to 0.6 in 2012, it means that the trade profile between
China and Czech Republic becomes more compatible. The complementarity index between China and
Slovakia experienced ups and down, it went up from 0.4 to 0.6 in the period e2Q0®0hen it went
down to 0.5 after 2009.

4.5 Competitiveness between China and V4?

Central Europe is the factory of Europe, like China is the factory of the world. After
transformation and enlargement, Visegrad states has become competitive ecamd&niepe. In a
newpubl i shed r ep o Céntral Burope is snowsaagrodth éngire tfor the wider EU
economy. Thanks tapthayoamiicnuednScastemg of | ¢
labor force, healthier banking sector, and Ipsblic and private debt, our economies are expected to
continue growing faster than Western Europe.

The combined GDP of the four Visegrs8d Group
biggest economy.Mi | an Ni | and edt2014).dlt ishevifaldebtm abrapete with each
other in the era of globalization, whether large or small nation. Table10 shows that there is similarity in
major exports between China and V4. The similar exports include automatic data processing machines,

telephone, TV &. If we examine the major imports in Table 11, some of the imports can match the
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exports between China and V4.

Centr al European countries have their compet
followed: motor vehicles, machinegnd equipment, metallurgy (including iron and steel production)
and metalworking, glass, china, ceramics, brewing, armaments, electronics, footwear, wood, paper
products, chemicals, and pharmaceutic® | a oothestie sectors include automobile secto
metal products, electrical equipment, textiles and furniture industfigggary has strong sectors such
as automobile,electronics, pharmaceuticals, ICT, fo@d.rmtanufacturing, engineering, chemicals, oil

refining, plasticare Slovakian competitiveestors.

Table 10 China and V4TheMajor Exportsand Trade Partner

Country | Major exports Major trade partners
(exports)

China Automatic data processing machines (9%), Telephones ( United States (19%), Hon
Transmission apparatus for radio, telephone and TV (4%), | Kong (11%), Japan (8%
and accessories for office machines (3%), Printers and cog Germany (5%), Korea, Re
machines (2%) (4%)

Czech Cars (10%), Parts and accessories of the motor vehicles | Germany (31%), Slova

Republic | Automatic data processing machines (6%), Monitors g Republic (8%), Poland (6%
projectors; reception apparatus for television (2%), Insulated |\ France (5%), Unite(
optical fiber cables (2%) Kingdom (5%)

Hungary | Transmission apparatus for iad telephone and TV (11%)| Germany (24%), Romani
Monitors and projectors; reception apparatus for television (| (6%), United Kingdom (6%)
Cars (4%), Parts and accessories of the motor vehicles | Italy (5%),France (5%)
Automatic data processing machines (3%)

Poland Cars (5%), Parts and accessories of the motor vehicles | Germany (25%), Franc
Monitors and projectors; reception apparatus for television ({ (7%), United Kingdom (6%)
Seats (2%), Automatic data processing machines (2%) Italy (6%), Czech Republi

(6%)

Slovakia | Cars (15%), Monitors and projectors; reception apparatus | Germany (20%), Czec
television (12%), Parts and accessories of the motor veh Republic (12%), Frane
(4%), Petroleum oils, refined (4%), Vehicle Bodies (2%) (7%), Poland (7%), Austrig

(6%)

SourceObservatory of Economic Complexity

Table 11 China and V4TheMajor Importsand Trade Partners

Country | Major imports Major trade partners
(imports)
China Electronic integrated circuits (10%), Iron ores and concentrates ( Japan (15%), Koreg
Liquid crystal devices (4%), Petroleum oils, crude (3%), Cars (3% Rep. (12%), Asia NES
(12%), United State
(9%), Germany (7%)
Czech Automatic data processing machines (5%), Parts and accesso| Germany (28%), Chin
Republic | the motor vehicles (5%), Parts and accessories for office maq (13%), Poland (7%)
(3%), Diodes, transistors, semiconductor devices; photosen| Slovak Republic (6%)
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semiconductor devices, including photovoltaic cells (3 Italy (4%)
Medicaments, packaged (3%)
Hungary | Telephones (5%), Parts of radios, telephones and TVs ( Germany (26%), Chin
Electronic integrated circuits (5%), Medicaments, packaged (| (9%), Austria (6%),
Parts and accessoriesthe motor vehicles (3%) Slovak Republic (5%)
Italy (5%)

Poland Cars (4%), Parts and accessories of the motor vehicles | Germany (26%), Chin
Medicaments, packaged (3%), Parts of radios, telephones ang (10%), Italy (6%), Francg
(3%), Automatic datanpcessing machines (2%) (5%), Czech Republi
(5%)

Slovakia | Parts and accessories of the motor vehicles (8%), Parts of r| Germany (18%), Czec
telephones and TVs (7%), Petroleum oils, crude (5%), Petrog Republic (16%), Russi
gases (4%), Cars{d) (9%), Korea, Rep. (9%
China (6%)

SourceObservatory of Economic Complexity

5 CONCLUSIONS

The trade volume between China and Visegrad countriesinbi@ased at rapid pace in the
period of 200€R012. The trade between China and V4 still has potential to growth. In last April,
president Xi pointed out that Chinads i mport
will create opportnity for Central European entrepreneurs. As Central Europe has been integrated
with the global value chains of multinational firms, to what extent trade deficit is linked with the
transfer of productive factors remains to be answered. In termefcotinmodities structure, the
machinery and transport equipment had dominated the trade between China and V4, manufacturing
goods had become less important. Concerning the limited data, the structure of commercial service is
not analyzed.

Both China and V4 should make full use of the window of opportunity for cooperation. As one
schol ar put, Chinabds Twel ve Measur es for
European countries is undoubtedly charting the way forward, theit success of bilateral
cooperation resides in the efforts made by each country (Sarmiza Pencea 2013). What can be done to
give a boost to the bilateral trade with V4?

The government should give a helping hand to entrepreneurs to expitaal market, seek
business partners and land business opportunity. It is noteworthy that Central European government
introduced some measure to encourage businessmen to forge trade relations with China, export more
products to China. China elkdy announced a series measures to facilitate trade relation with CEEC,
for example, hosting of round table meetings with commerce ministers, exhibition CEE products in
China and running of agricultural and trade forum. However, It will take some tibesatdruits . The
government should realize that its role in trade promotion is limited, it needs the cooperation of
chamber of commerce , agency of trade promotion and local government.

The entrepreneurs should have the final say in busihessionmaking. The entrepreneurs
should make use of various opportunities to explore external market, tap the business potential. It is
said Central Europe is far from China, geographic distance hinder the development of trade
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relation. Athough businessmen in Central Europe regards the EU market as top priority for
business, now smart businessmen are aware of the importance of seeking new market while the
traditional market suffers. The emerging market like China shaild backup. What hinders the
trade relation IS cultural obstacle as bu:
in foreign country. Only through communication and interaction people can bridge the cultural
difference andwercome cultural obstacle.

Reduction of trade deficit requires common efforts between China and V4. On the one hand,
Visegrad countries should promote their pr od:
encourage firms to exploihe chain of European supermarket in China to sell their products. On
the other hand, China should encourage domestic companies to buy megediityhproducts
made in Central Europe, Some public radio and public TV stations should gizén ée¢ time to
air the Central European commercials to publicise products and tourist service from Central
Europe.

Diversified trade structure should be formed. Authough it is easier said than done, as trade
partner, China and Visegragtate should make joint endeavor to change the concentration on
machinery and transport equipment.Diversification of trade structure will create more opportunities
for entrepreneurs, contribute to the increase the turnover of trade.

Finaly, Regional partnership should be formed. The central government should push
forward regional authority to build partnership through twinning program with regional government
with other countries. The twinning partnership can bring businessagether from different
countries, contribute to build loigrm business link, form the network for business. It may be the
better way to know business culture, find out adequate business partner. Taking into the size of
province in China, twinimg program has bright prospect for trade promotion.
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THE ANALYSISOFCHINAG6S | NVESTMENT I N VA4

Liu Zuokui *

This article will concentrate on the investment opportunities brought to China by the
V4, themain  characteristics of the Chinese investment in V4, and the problems and
challenges faced by China against this background. Besides, it will also offer some
relative policy suggestions on Chinads i nves:s

Key Words: Visegrad Group, Invesint Relationship between China and V4, Policy
Suggestions

INTRODUCTION

During his trip to Warsaw, Pol and in April z
pr opoosnalpsr omotOEnEg fGhiiemadshi p and cooperation. O
Conference of the Secretariat for Cooperation
Countries (CEECs) was held in BeiafCEEgcomprekiang
November 2013, the new Chinese Premier ICIEEKeqqi
Economic and Trade Cooperation Forum. A new pr
Guidelines by Li wad hsumpeorftassd Iy oWEBC0.f Wic 0 n ¢
bet ween China and CEE, flourishing Chinese inv
further devel opment of bilateral rel ations.

1 CONCLUSIONS THE BASIC FACT OF CHINA ES INVESTMENT IN V4
1. Chinabés investment eiahmuves status quo and f

After the drastic fracturing of the Soviet L
countries offered China compiahattvahygf i gat inore

1990s, when all countriesviahi zht somegebor mer an
policies, of fering preferenti al policies to foc
various extents. Later, with the acceleration
di sapplemfreerdt.tunatel vy, restricted by i ts i nvestr
i nvest ment strategies at the ti me. It only enc

mar ket devel opment oft eVdn | maviemsltnmgetruiiar nd, ULgh 0 Ns3h,0 r g

! Liu Zuokui, Department of Central and Eastern European Studies, Institute of European Studies, Chinese Academy of
Social Sciences, Beijing, China, 100732m&i: liuzk@cass.org.crRhone: 086-10-85195742.
2 The 12 measures on promoting the pragmatic cooperation between Chi@ERndclude: to found theChinaCEE
Cooperation Secretariat, China to earmark the special loan totaled 10 billion US dollars for the CEECs, China to initiate the
Sino-CEE Cooperative Fund, China to dispatch the trade and investment promotion delegation, and etc. For details, please
visit http://news.xinhuanet.com/2042/26/c_123043845.htm
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2004 to 2012, although the investment stock vo
number was comparatively |l ow, and China has yet

TablBhd | nvekt mdntChS$Stnac 2n0 IVM4niftr.omf &M 0Mhousand U

CounlVYeyr 200200200 200 200 200 201y 201 201
Pol and 281123871 989109(120(140| 201 208
Czech Republ 11| 13|14 196 324 493 523 6638 202
Hungary 54| 28536 781 887 974465| 475 507
Sl ovaki a 1 10 10 51 51 93 98 257 86 (
Estoni a -1 121 12 12 12 75 75 75 35
Latvi a 16| 16| 23 57 57 54 54 54 54
Lithuania -1 39| 39 39 39 39 39 39 69
Romani a 311394656 728 854 933124 125 161
Bul gari a 14| 29| 47 47 47 23| 186§ 725 126
Sl oveni a - 12 14 14 14 50 50 50 50
Croati a - 79 783 78 78 81 81 81 86
Bi H 40| 35| 35 35 35 59 59 60 60
Mont enegr o - - - 32 32 32 32 32 32
Macedoni a - 20 20 20 20 20 20 20 2 6
Serbia - - - 20 20 26 4 8 50 64
Al bani a - 50 51 51 51 43 4 4 4 4 4 4
Tot al 301|{348{410(852(1008 1334
Sour ce: 2012 Statistical Bull etin of Chinabs Ol
201 From EZOOBRese Government has introduced the
foreign countries. Since 2004, we can get the
fromo20®@4 does not i ncl"ude the financi al secto

Three characteristics could be found from t he

First, the growth rate of investment in V4
is twice times as in 2007. Thed imividsitoome nUS Ds tionc
about 100 million USD in 200°7. Czech Republic
i nvest ment stock is 20 million USD and 200 mil |
in 2007. I n 200K, ishé& mhnVvésometwWtSDstaad 86 mil | i
times in 2012 as in 2007 which the i1 nvestment
million USD in 2012.

Second, Chinadés investment in V4CBEBLCds €Chenc:
i nvest ment in V4 in 2012 amounts to 1.00398 bi
(1.334 billion USD). Hungary, Pol and, Romani a
countries for Chinads investment in CEECs.

Thirdpr otphoer t i on of Chinads investment in VA4
i nvestment in the EU old members. Al though V4 |
CEE, they hold a very smal/l part nafdosChinwa&d miem
volume i n the EU amounts to 31.53825 billion U
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accounts for 3.18% (Ministry of Commerce of Cl
Admini stration of ikharei2@dd 3Exchange of Ch

The industries that China invested i n V4 m
i nformation and communication technologi es, i n
i ndustries and et c, acsorgi md tComsmmeurceedff it hma
Chiha.
1.RPhe Root Cause of Chinads increasing I nvest me

With Chinaps poperiyng n ful l swing and the | at
t he 10YeéarFiRlean -2p0e0r5i)oad (2€0g0aOn t o s e ek more inv
gl obal mar ket s. Due to Chinadés unfamiliarity w
strategic and trade positioning of V4, iteswas
i n the region. Ho-Wwearer Pl am -p@k0 0xdt@RiFA&BBOEs i nve
were clearly transferred from Hong Kong, Mac ao.
Africa, Latin America, and CERBI] i Chi ndee iinveasst
CEE region, especially the V4 countries due 't
CEECs (Ministry of Commerce of China, Nati onal
o f For eamgge Exfc hChi na, 2012) . I n 2010, t he Gree
tur moi | in the Euro zone and exerted signific
Besides Pol and, the other V4 couhnrtesmsnder wa
opportunities, V4 began to offer China a fAwindc

The debt <crisis has contributed to the chang
debt crisis in the Euro z dme at osdko wad ohwena vi yn ttchlel
o f the countries in the region. The World | nv
Conference on Trade and Devel opment (UNCTAD, 20
sustained ecomtomuoceaertvail mtpyne i n Europe, contin
mar kets and the economic slowdown in most emer
way to promote economic growth and some CEECs
environment of some countries in 2011 very conoc
adopted the eastern dimension of its foreign p
established the China ptohdarcyt uemi it nvensttmeent c a bPic
I mportance to China and Asian countries recent
Economic and Trade Cooperation For um. Czech Re
V4 countQhiemsa,wiitth i s al ways seeking the cooper
| eadership came into power in 2013 and 2014, b
in February 2014, Chinese Presimdtendzenan JiimpS enagh
Czech President even invited Xi Jinping visit |
the thiOBE Ghciomaomi ¢ and Trade Cooperation For ul
2013. Sl ovakitah e sg oaolds or ekleaetpiionngs hi p record with

cooperation moment um.

® http://www.mofcom.gov.cn/
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It should be emphasized that the major facto
V4 is the European debd ocwuibkosesk @Af shehg¢ritboisf

i nvest ment in the region. I n fact, the crisis
system; it iIs just a structural crisisswioff hiti .
situation is expected to ease in the near fut
di fferent members within the Euro zone. I f the
over V4 by Euro zomereodouagaims WAIdd deperdence
again correspondingly, and investment opportu

Therefore we can say that this round of tihrevest
backdrop of the European debt <crisis.

2V 4SONVESTMENT ENVIRONMEN T-FROM CHINESE PERSPECTIVE
2. Tlhe evaluation indicator of V4 i nvestment env

This evaluation system synthesi zes tNoeo dsypoesc,i
DAGONG(China) ,-l WHERJ, GIROIICCRG, at the same tim

requi rement and investment preferences, and e:

relations. Therefore, it 6sstamemdew edhesirgmenke nf r a

Chinese perspective. The specific indicators ar

Tabl e 2: Politicadal3®Enpadirmtnsment | ndicators

I ndi cators|Description and Explanation of 1[I nd

Government|From O to 5 pmome,h6 sthalgihleirt podofmtt he

Control of|From O to 5 point, higher point, m

Government|From 0O to 5 point, higher point, m

Ef fectiven

Rul e of |l alFromoO0O 5 point, hi gher point, mo r ¢
country

External C|From 0O to 5 point, higher point, |

I nternal Cl/From 0 to 5 point, higheflpoitst, |

Maj or reference resources: I nternational Count

of World Bank, Transformation Index of Bertel sn

Tabl e 3: Economi c ” BRrviprod mmen tweli mgchit ceadt or s

I ndi cat|Descriamdi &€xpl anati on of I ndicators

Economi|The average of the [2a0tle5)t, fHrvoem yOe atr s
bi gger size of the Economy.
Devel op|The average of the | at-28615¥ ) vEr pmiarmts,t

Level point, hi gher | evel of economic devel
GDP Gr|{The average of the | atest-2015)e, yFraacm
Rat e bi gger point, hi gher growth rate of 1t}
Trade The average of the | atest f F2v0el 5y e a rFsr
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2.T2he investment environtmeinéseval uation of V4 c

TablTehes:rank and rating of (CIECEQNCSspioiimtve)st ment en

Ranl Count|Sco Politii Economi Social Bil at| Rati
environ environenvirol|l relat

1/Pol ang 8 8 2 4 18 18 28 Ver

goo

2|Hungart 79 20 168 16 27

3|Czech 78 2 4 18 18 18

4/Sl ovak 77 24 14 164 21 Goo

5|Romani 76 18 16 16 26

6|Ser bi g 7 6 18 14 16 28

7/|Est oni 70 20 164 164 18

8lLat vi g 70 20 16 16 18

9|Li t hug 70 20 16 16 189 Not

10Croati 68 20 14 16 18§ Bad
11Bul gar 6 7 18 14 15 20
12SI ovenr 6 6 20 12 16 18
13Mont ern 6 5 18 14 15 18
l14Macedq 635 18 14 15 18
19Al bani 6 4 17 14 15 18 Not
16Bi H 6 2 185 14 15 18 Goo

I n the tabl e, over fY5 mp aBib5nttso ndPe5a nme aenxsc e d reyn
means good; from 65 to 75 means not bad,; from
bad. )

From the above evaluation, we can get the fc¢

First, the inve¥4 meotntmives oinsnelbnéet oér t han ¢
top 4 countries in the tabl e. Especially, Pol a
to Germany (90 points) in the EU. The gmarek eatl | pyc

Second, Except Pol and, V4 and ot her CEECs 6
i nvestors are more preferable to a relatively
to some extend which magr ibaebltelse tmajionrf |iurefniclweer
i nterests in this regain. V4 and CEECs® advan
geography near to EU and Eurasia markets, at t
some ansr dotri Chi na.

Third, we should not neglect the factors of
Romania and Serbia have good relationship with
and higher evaluati onbyschoirleast. erCazle crhe liast iiomfsl,u eon
i nvest ment from China. Let just take Serbia as
EU membership and more favorable environments

patnership with Chi

na, it

becomes
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Last but not the | east, EU member ship has sol
decisive factor. This i s naenbweirns hsiwo rids eaf fgeocad ¢
countriesd good performance in political, econc¢
we <can find that, no EU member ship means | es
opportuni tsiees nfveerst@®@hisneon the contrary. So you
Bal kan countries, Chinese investors stil]l S how
from China were granted to Monwen€lgrowma@sdn 8w Hi

i nclinati on, i f those countries have some ri sk:

3 CHINA G5 INVESTMENT PATTERN AND CHARACTERISTICS IN V4

3.China underlines the integrity of oivevasti memtar
of the chain of production, processing and mark
Currently, more and more Chinese investors
range from transportation (ports, airworks, (&ah
construction of industrial par ks) , and even to
the construction of container compani es and t
i nvest ment in V4 cary dlnnteagdy tlye dharmacst dreiene d el
trade centers, focusing only on the concentrat
of Il nvest ment i ndustries and the devel opmehd
il nvest ment , mergers and acquisitions,and joint
I ntroduce specific production model s, such as
i nformati on and servewvwel apndeairstt ro fe sc mesmiwed Il ars
They regard V4 as a center to upgrade, sell an
AEuropeanizationo of the producti on, circul ati
al so use V4 as a springboard to enter the vast
main characteristics of Chinese investment i n
future.
3.Qharacteristic imavestgreadualnldywysdemereged
Currently, Chinads characteristic investment
centering on Chinabs comparative advanta-gesdin
advantage, Chi nerspd eimewnd £tdmemt kiessepi ng with the
l nvest ment industries mainly include infrastru
communications technol ogy, clean energyeémaingl )y

and manufacturing.

Al t hough a Chinese company withdrew from Pol
|l osses in 2012 (see the case studies in the fo
i n V4 has a soua@ldopmmeneint ulmn o20d2yv China signed
Serbia to bu$Sédbiteh eRaHiulngaay ywhen Premi er Li Ke
i nformation and communications technol ogy comp:
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aorss V4, especially Lenovo established techni
Mi ddl e East and Africa. With a wide business
relatively | arge 1 mpact. I'n teimg,ofChmaahihmesr y
production | ines of el ectrical appliances, aut

Hungary, Pol and. For exampl epaaedtheugodgoMadl
acquired the MPalcihs mecynetint ecpirose HSW, one of

manufacturers I n CEE with a highly respected
equi pment sector, exporting to more than 80 col

After acquiring HSWal IlLiogohbecaompédhwpds 1inte
trademar ks, and it can establish a manufactur.i
Based on its operations in Poland, Li ugomg can
part of its effomesttonedtegmpeei theeabodastr.i
the construction of I ndustri al parks in V4 so
expand the influence of Chinese investment in \

3.Bhina focuses on cooperation with V4 and excg
whol e CEE region.

China does not invest in al/l CEECs indiscri mi
prominent investmentmoacaecyv dratl agrexe darcd mploasti tlkeoli dd
that have advantages in geography, industri al I
China values most i's the fact t hat some CEECs:s
exampluemgary and Poland have become i mportant ¢
Chi nfeusneded i nstitutions and Chinese businessmen

Chinese investment i n Hungary <covercsheimndas$ s
|l ogi stics, real estate,consulting se%l wi c2e0s1,0 caon
2011, Wanhwua I ndustri al Group Co. Ltd., the co
Co. Ltd. , i nvestedi Bltohakbuameunh bfWwolca@df8ecut.
i n the Hungarian chemical company BorsodChem.
certain extent, investment in these countries \

3.T4dhe soft environment for .investment in V4 has

The Chinese government vigorously promotes ¢
vari ous i nvest ment f orums, di spatches Al nvest
i nvest netnrtengatnhdens t he exchange of i nformation.
i n charge of foreign investment i n V4 and ot he
help them understand Chinadsi ®cicoan.omOre tsop uaft i toh
up a cultur al exchange mechanism between China
mutual wunderstanding.

* http://hu.mofcom.gov.cn/aarticle/zxhz/hzjj/201103/20110307426966.html.
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4 PROBLEMS AND CHALLENGES

Chinads main investment approach in V4 is tc
buil d it i nto a product upgrading center as Wwe
production, flow and salteos eonft eGhiEklW,s eRuysosoidasn &
However, there remain certain investment ri sk
Il nvest ment tendenci es.

Some members of the European Parliament <cl e
i nvweesntt can provide employment opportunities an
opposition if it only wants to use V4 as its e
and V4 caused by the convtergencegnofedoeamet herd.u
Pol and and Hungary feature processing industri:é
are regarded as the miniMatruerke sBeddtk aChi2mal 2i n t he

Chinese investor mmeldavaéd oluang hlkeea mvesnaoernt val
of V4. Mostquafl it he absghs of V4 have been abs
privatization that occurred during the transf ol
Qual ity assets are currently stildl being contro
from V4 are mainly poorly managed businesses.
comparatively Il imited, whinowlkesmakes tiot rcaiafpf ihd wglh
i ntegration of the market rules of V4 with the
establish themselves in the region.

Stakehol der s, i ncluding somearienfdaremdarimdd ialc
entry into the V4 mar ket and are thus trying t
Chinaés involvement in CEE has triggered serio

EU members, awki ¢hasp&bulnha is trying to divide
2012, the joint communigu® to be publicized du
to EU institutions for advanced revicecmw. Hd&Ermg EL

Chi-alBE r el ations and institutionalize these r1el
her concern about cl osed, exclusive discussion
Commi ssioner Kar el De 60Gu dblethaewvem waild ploaste Clni
trade policies.

Mor eover, negative campaigning by the medi a
i nvest ment . When entering V4, China was <critic
and dumping products at | owopohkas £O12.cl.mpBor
beli eve that Chinese investment policies are d
CEECs to exert i1its c¢clout on the great powers i
alliancet hnrea yE p utson make deci sions beneficial to
China adopts different di plomatic <criteria to
political attitudes. For exampl el,e aPdoelrasn do fatnedn ti
t he Dal ai Lama and criticize Chinabds human r
di sproportionate to their economic scale. Whi |
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China, get much @Hiumense i nvestment in r
Finally, China is not familiar with V4 after
priority of V4 has been to consolidate democr a
mai nly engaged i n devierdtogiimigng tso cicaln oantya kainldi tm
close with each other; however, they became es/
devel opment orientations since the end of t he
cudrte s, ethnic groups, religions and histories
undergone considerabl e change. All of these f ac

Let s just take Poland as an exampl e.

I n Sep2@tmber Polanddés A2 highway opened invit
War saw and Berlin, the highway was an i mportan
which was jointly hosted by Poland amfed. UKkt dai
(COVEC), a subsidiary of China Rail way Group

bidding consortium headed by COVEC won the ¢
RMB3.049 billion) to buwayd psreocjteicotn smaAr kaendd tChe T
companies to emgrade imfguwushr rluatge e constructi c
been trying to enter the European infrastruct
providedppaorgamd toy for the company to prove it
with the Polish government terminating its cont
infrastructure companies6 Afi E€ds bi nlvwe s NnmerEtE ier
domestic media concluded that COVEC got cl obbe
COVECOGs investment i n an objective and bal anc
comprehensi vd utruafeerCehn meessef arnvest ment i n CEE.

4 . Slome unpredictabl e r ins k&OWE®Obusl di nbvee sctomesnitd eirne df
COVECGO6s project happened to coincide with t

prices were relativeild, |Itolwe H[AéEéhedulws nwasngptuthe
Meanwhil e, the Polish economy recovered quickl\
projects for Euro 2012. Prices of vari ouasl raw
prices of some raw materials and excavating ef
Given soaring costs of i nfrastructure construc
start.

China gained exgpgliischi taustthppartti efsrdane Honvest i
the Polish Peasantsdé Party, one of the ruling
beli eved in the speed of Chinese enter prtiosress.
were charging way too much. I n order to drive
Chinese companies involved, and the Polish P
| obby. The Chinese took ni tt hfeorc ognrtarnatcetd ftihrastt tah
government for help when troubles occurred. So
arouse suspicions from Polish government offici

Il n fact, t hings di d not CwWwomlseutcontr aextpeerc:
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di fficulties. I n June 2011, Polish Prime Minis
the bid and terminated the contract with China.
Pol andds hi ghway authority opessataddi rdred g

concealed some construction difficulties. I n
transparent. Gmevretni oanleld tfhaect by e t here were pa
COVECO6s investment in Pol and.
4. DVECO6s own carelessness and il preparedness
COVEC was wunfamiliar with the situation an
i nvest ment, the Chinese side relied tdoiod hneoatv iflu
examine the particular | ocal situations for in
EU, such as provisions that mandated passages
empl oyment of | oc,alt hweor&heirmses elNogiscke swad Inot f an
materials. All these resulted in COVEC seriousl
Sl ack technical checks were another problem
functional specification provided by Poland w
geol ogi cal conditions of theuisledc.t i Tones @ hhienye shea c
made the decision in a hurry without under goi ng¢
Poor internal management . With many disput e

relationship not straightgnefl bhée, Chenwsekskede

4.3 Chinese companies mpseéeverti @u s a waliieup e vevl eatm

capabilities

When evaluating COVECO6s investment against t|
srtat egy, we carepfhnegr omblrems nt hat Chinese comp
over seas, such as unsound supplementary measur
most widely watched sporting everdt pirmj@&lclt 0ofi nl
scrutinized by people of all wal ks of i f e, ra
civilians, resulting in a negative 1 mpact t hat
Chinese compaonisdsy dampid@aeaed&ntoifon cawanesness, publ
well as sound suppl ementary measures when 1 nve

5 POLICY SUGGESTIONS

China should clarify its strategic intentior
namdéluyt her promoting cooperation between China

When investing in VA4, China has the intentio
| ocalizing production in the region, which i s
al ways pursue the prinewipn eosutocfo meust;u aa n db etnheefyi tv
EU | aws and regul ations. Chinads investment p I
devel opment in V4 and the promotion of Dbalance
Europe wil.hi fhitshewiEl I be a great opportunity
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ANALYSIS OF THE EXIS TING SYSTEM OF RESOLUTION OF POTENT IAL
INTERNATIONAL INVEST MENT DISPUTES CONCERNING V4 COUNTRIES
AND CHINA

Bin Ye!

This article analyse the existing sysin of resolution of potential internatonal

investment disputes concerning China and V4 countries. Many of Bi¥edmeChina

and other states were concluded from 1982 to 1998, such as-Bblaad BIT and
ChinaHungary BIT. Those BITs provided compartively lower protection to
investment. The second generation China BITs expand the scope of national treatment,
liberali z e t he i mi tation on t he transfer of
jurisdiction on the investestate disputes. However, there no public arbitration case

between China and V4 Country. In practice, V4 countries prefer to submit its case to

the ISCID orconstitute ad hoc tribinal under the Arbitration Rules of UNCITRAL.

Key words:bilateral investment treaty (BIT), ISCID, arbitration, investorstate

1 INTRODUCTION

This article analyse the existing systme of resolution of potential internatoredtment
disputes concerning China and V4 countries. Many of BITs between China and other states were
concluded from 1982 to 1998, such as CHdmdand BIT and Chin&dlungary BIT. Those BITs
provided compartively lower protection to investment. The segemeration China BITs expand the
scope of national treatment, liberalize the limitation on the transfer of payments, and accept the
ICSIDGs jurisdiction on the investestate disputes. However, there no public arbitration case between
China and V4 Countryin practice, V4 countries prefer to submit its case to the ISCID or constitute ad
hoc tribinal under the Arbitration Rules of UNCITRAL.

2 EXISTING FRAMEWORK FOR INTERNATONAL INVESTMENT PROTECTION BETWEEN CHINA AND
THE INDIVIDUAL V4 COUNTRY

Generally, the investement regulation panorama is very diverse and multilayered. The sources
of international investment rules include both demestic laws and internatonall leexdemestic law
divide into te laws on foreign investment of capitalport countriesand the e laws on oversea
investment of capitaéxport contriesThe international rules include cumstomry international laws,
multilateral treaties and bilateral investment trieaties (BITS).

This article focus on the multilateral treatiesiethChina and individual V4 country signed or
acceded and the bilateral investment treaties between China and individual V4 country.

! Dr. YE Bin, AssistantProfessor, Deputy Head of EU Law Office, Institute of European Studies, Chinese Academy of
Social Sciences. Contact address: 5 Jianguomennei Avenue, Beijing 100732, China. Mobile: (86) 13810561939
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2.1INTERNATIONAL INVESTMENT TREATIES

2.11ICSID convention

The International Centre for Settlement of Investment Disputes (ICSID), an institution of the
World Bank group based in Washington, D.C., is considered to be the leading international arbitration
institution devoted to resolving disputes between Stategaman investors. ICSID wasstablished
in 1966 by the Convention on the Settlement of Investment Disputes between States and Nationals of
Other States (known as the ICSID Convention or Washington Convention). ICSID provides a legal and
organizational famework for the arbitration of disputes between Contracting States and investors who
are nationals of other Consttimgy States, which depoliticize the settlement of investment disputes.
Over 150 countries have signed the ICSID Convention.

China and almost all member states of European Union, merely except Poland, are contracting
states of the ICSID Convention. When China signed the Convention, China declared that pursuant to
Article 25(4) of the Convention, the Chinese Government would oaohsider submitting to the
jurisdiction of the ICSID over compensation resulting from expropriation and nationalization. The
ICSID Convention entered into force for China on February 6, 1993he BITs between China and
any V4 country, there is no ICBlarbitration clause. Although the 1991 Chidangry BIT agreed that
in case China becomes a party to the ICSID Convention, the two governments will enter into a
supplementary agreement converning the scope of disputes to be submitted to the ICSIDncChina a
Huagry do not acturally conclude such agreement.

However, China has changed its position on ICSID Convention since 1998. According the 1998
ChinaBarbados BIT, the investor can choose to submit any concerned dispute to ICSID or an arbitral
tribunal setup under the Arbitration Rules of the United Nations Commission on International Trade
Law (UNCITRAL). There is a similar clause in the 2003 CH®ermany BIT and the 2005 China
Cezch BIT.

If non-constracting state and investor agree to refer their dispu@SID, ICSID will have the
jurisdiction on the specific case. For example, although Poland do not accede the ICSID Convention,
there are three ICSID cases between Poland and nationals of other states. In the three cases, one wa
concluded, others dtpending.

There are only three cases involving China in ICSID investiate cases. In Tza Yap Sun v
Peru (I CSI'D Case No. ARB/ 07/ 6) , a Hong Kong
actions constituted indirect expropriation which breachedCthieaPeru BIT. The Tribunal awarded
against the Peruvian goverment on July 07, 2011. However, enforcement of the award was suspended
because the Peruvian goverment applied for annulment of the award. In Ping An v Belgium (ICSID
Case No. ARB/12/29), a Qfie s e i nvestor cl ai med t he Bel egi
nationalized the Ageas N.V./S.A. during the banking crisis, constitued expropriation. The case is
pending. On May 24, 2011, ICSID regestered the first case wich the Chinese government being
clamed. A Malysian investor claimed that the government of Henan Provence expropriated its assets.
The claiment gave up the case at later since the @hahgsia BIT do not contain the ICSID
arbitration clause.
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ICSID Cases revolving China, Czech, Hungd&oland and Slovak

Respondent Claimant Case No. Status

China Ekran Berhad ARB/11/15 |Concluded

Czech Phoenix Action Ltd ARB/06/5 |Conc|uded

Hungary Le Ch que D®j euner and]|ARB/13/35 [Pending

Hungary Edenred S.A. ARB/13/21 |Pending

Hungary Dan Cake (Portugal) S.A. ARB/12/9 Pending
Accession Mezzanine Capital L.P. and Dand .

H ARB/12/3 Pend

ungary Keresked®h8z Vagyonkez ending

Emmis International Holding, B.V., Emmis Ra

Hungary Operating, B.V., and MEMMagyar Electronic Med|ARB/12/2 Pending
Kereskedel mi ®s Szol g§

Hungary VVigotop Limited ARB/11/22 |Pending

Hungary Electrabel S.A. ARB/07/19 |Pending

Hungary AES Sur_nmlt Generation Limited and AEIEE(S.ZE'A‘RB/o7/22 Concluded
Er °m¢ Kft.

Hungary Telenor Mobile Communications AS ARB/04/15 |Concluded

Hungary ADC Aff|I|ate. Iflmlted and ADC & ADMCARB/O3/16 Concluded
Management Limited

Hungary AES Summit Generation Limited ARB/01/4 Concluded

Poland Vincent J. Ryan, Schooner Capital LLC, ahwamchRB(AF)/lllsPending
Investment Partners LLC

Poland David Minnotte and Robert Lewis ARB(AF)/10/1jPending

Poland Cargill, Incorporated ARB(AF)/04/2Concluded
Slovak Gas Holding BV, GDF International SAS

Slovak E.ON Ruhrgas Internation@mbH ARBIL2]T Concluded

Slovak Branimir Mensik ARB/06/9 Concluded

Slovak Leskosl ovenska obchodni{ARB/97/4 Concluded

Chinese Companies v. Another State

Peru ng Yap Shur(a national of the PeopleRepublic g ARB/O7/6 Pending
China)
Ping An Life Insurance Company of China, Lim

Belgium and Ping An Insurance (Group) Company of ChHARB/12/29 |Pending
Limited

Hungarian Company v. Another State

Croatia |MOL Hungarian Oil and Gas Company Plc ARB/13/32 |Pending

Source: https://icsid.worldbank.org/ICSIyntil 20-2-2014.
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2.12MIGA convention

Like the ICSID, the MIGA is also a part of the World Bank Group. It was established by the
Convention Establishing the Multilateral Investment Guarantee Agency, of 11 October 1985. The
MIGA only offers political risk insurance (guarantees) to investors@mders. It aims to insure cress
border investments made by investors in any MIGA member country into a developing member
country. The MIGA Convention has 180 Member Countries. China is a founding member of MIGA.
Al | Member States oting$Hdks.are MI GA6s Contrac

The MIGA Convention divide its member countries into two parts. One part is 155 developing
countries, including China, Hungary, Poland and Slovak Republic. Another part is 25 industrialized
countries, including 17 EU Member State (More infation, please see
http://www.miga.org/whoweare/index.cfm?stid=1789). In April 2005, Work Bank classified Czech
Republic as industrialized country.

According the MIGA Convention, Investment from China to Hungary, Poland and Slovak
Republic and investmentdm all V4 Countries to China could be garanteed by the MIGA. So far, the
MIGA has insured 39 projects invested to China, including 14 projects invested from EU Member
State, but none from-¥ countries.

2.13WTO rules

In the regime of WTO, the main investmeantated rules include the Agreement on Trade
Related Investment Measures (TRIMs Agreement) and the General Agreement on Trade in Services
(GATS).

The TRIMS Agreement prohibits tradelated investment measuresclsuas local content
requirements, that are inconsistent with basic provisions of GATT 1994. The TRIMs Agreement can be
considered as a breakthrough of international investment law, because it extends thérettimaht
obligations and the general protiibn on quantitative restriction from trade law into investment law.

In additin to the TRIMs Agrement, the GATS also deals with some kind of investment. The
GATS addresses commercial presence, which also being foreign investment in services, as one of fou
modes of supply of services. For this reason, the GATS can be deemed as the first multilateral
investment liberalization treaty.

All V4 countries, EU and China are members of WTO. The future cBuhaIT shall be
consistent with the investment related @/Tules.

Besides the abovmentioned mutilateral rules, the Arbitration Rules of UNCITRAL are also
often refered, for example, the case of Ronald S. Lauder v. The Czech Republic (Award dated 3
September 2001, see http://www.italaw.com/cdsesespondent)

2.2BIT sbetween China and Visegrae4 respecitively

After concluding the first bil ater al i nves
Republic of China has signed BIT with 131 countries by September 8, 2013. China has concluded BITs
with all Memkber States of EU but Ireland.
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BITs concluded by the Five Countries

Country BIT amounts

China 90
Czech 79
Hungary 58
Poland 62
Slovak 40

Reference: ICSID database of Bilateral Investment Treaties.

Many of BITs between China and other states were concluded from 1982 to 1998, such as
ChinaPoland BIT and Chinddungary BIT. Those BITs provided compartively lower protection to
i nvest ment . I n 1998, the Chinese egGywAoowdingtsthe Par
stratey, China changed its position on BI T,
acceded WTO in the end of 2001, China amended some former BITs, includingG&tmany BIT,
ChinaCezch BIT and Chin&lovak BIT. The second generation China BITs expand the scope of
nati onal treat ment , l i beralize the | imitation
jurisdiction on the investestate disputes.

Bilateral Investment Treaties between China and IndividutlCdunries can be divided into
two kinds. The first kind includes the 1988 Chiraland BIT and the 1991 Chitdungary BIT, whch
are typical BIT concluded between socialism countries. The second kind includes the 2005 China
Czech BIT and the 2005 Chi&lovak BIT.

Following subsectors compare these BITs.

Bilateral Investment Treaties between China and Individual V4 Counries

Date of Effective

Country | BITs Signing Date

Agreement between the Government of the Czech and Slovak F
Republicandth&over nment of the Peopll 4121991 1.12.1992
Czech Promotion and Reciprocal Protection of Investments

Agreement between the Czech Republic and the People's Repu
China on the Promotion and Protection of Investments

8.12.2005 1.9.2006

Agreement between the Republic
Hungary | of China concerning the Encouragement and Reciprocal Protecti 29.5.1991f 1.4.1993
Investments

Agreement between the Gover nme
Poland [t he Gover nment of the Peopl ebd 7.6.1988| 8.1.1989
Encouragement and Protection of Investments

Agreement between the Government of the CzechSlodak Federa
Republic and the Government of| 4121991 1.12.1992
Slovak | Promotion and Reciprocal Protection of Investments
Additional Protocol between the Government of the Slovak Republig
the Government of the Peopl ebd

7.12.2005, 25.5.2007
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between the Government of the Czech and Slovak Federal Republ
the Government of t he theRqgmbtientas
Reciprocal Protection of Investments

Source: http://tfs.mofcom.gov.cn/article/Nocategory/201111/20111107819474.shtml, last visited on
20.2.2014.

2.21 Definition of Alnvestmento

In the BITs between China and oth&ates, the term of investment is almost same, which
means every kind of asset invested in connection with economic activities by foreign investors. The
2003 ChinaGermany definites it more clear, which explicitly includes direct investment and indirect
investment.

According to the TFEU and the Court of Just
participates effectively in the management of that company or in its control. This contrast with indirect
i nvest ment , commonl vy vreesftenternea d ,t ovhags efi g dretr feo liiso
the management and control of an understaking (Communication from the Commission, Towards a
Comprehensive European International Investment Policy, Brussels, 7.7.2010). The Lisbon Treaty
grants the Euor@a Uion exclusive competence merely on foreign direct investment (FDI) but indirect
investment. Therefore, the future Chigb BIT will be a mixed agreement, which need the member
states of EU participate the BIT negotiation and shall be ratified by th#arestates.

2.22 Treatment of Investment

The 1991 Chinadungary BIT and the 1988 ChifRoland BIT provide that investments and
activities associated with investments of investors of either Contracting Party shall be accorded
equitalbe treament, and tlreatment of protcetion shall not be less favourable than that accorded to
investments and activities associated with investments of investors of any third State. There are no
national treatment in the two BITs. Compare with the two BITs, there a natreatthent clause in
the 1991 BIT between Czech and Slovak Federal Republic and China

The 2005 Chin&zech BIT provide the scope of fair and equitable treatment, national and
mostfavourednational trements, as regards management, maintenance, use, ahjoytisposal of
theire investment. The scope of the treatments in GBrech BIT are less than that of NAFTA, which
regards establishment, acquisition and expansion. The treatments on establishment can be interpretatec
as the treatment of investdisp-e et r yo-admi $ipr en o .

2.23 Market Access
The ChinaUS BIT talks are being conducted on the basis ofegtablishment national

treat ment , accompanied by-Chimamegrnadeet bl B0 aa
rel ati ons 024.1C2013)n Ehe ChaRUI BYT ,negotiation is also based on the starting point

with the adoption of a O6negative |istod, whi ch
i nvest ments (AChi na, EU tal ki ng i nmwest theragative , Cl

list will be the most taugh task for both China and EU.
According to the Chinese regulations, which include the Guidance of Direction of Foreign
Investment Provisions and the Foreign Investment Industrial Guidance Catalogue, indarstries
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di vi ded i nto four categories, namel vy industri
Arestrictedo, Aprohibitedo and fApermittedo by
means China should reform its current foreign investmevd &nd regulations. Another problem rised

from the preestablishment commitment is whether the Chinese medined and small enterprises

would get faire and equitable treatment in the demestic market.

The Ministry of Commerce of China is consultating amending the laws on three kinds of
foreignrinvesed enterprises or ventures
(seehttp://tfs.mofcom.gov.cn/article/as/201312/20131200417369.9html

To amend the laws can be cansidered as a part of the Comprehensively deepening reform
which guided by the 2013 CPC Third Plenary Session.

3 THE EXISTING SYSTEM OF RESOLUTION OF POTENTIAL INVESTMENT DISPUTES

BITs typically provide for twon types of dispusettlement. One provision offers arbitration
between the Contracting parties to the treaty. Another provides for arbitration between the host state
and an investor.

3.1 State-state Dispute Settelment Clause

Nearly all BITs contain arbitration clausésr the settlement of disputes arising rom their
application between the contracting states. In the BITs between China and individual V4 country, the
arbitration clauses are nearly same. All arbitration clauses require the contracting states consulting fir

According the article 9 of the Chir@zech BIT, disputes between the contracting paries
concerning the interpretation or application of the agreement shall as far as possible, be settle by
consultation through diplomatic channel. If the dispute cabedtettled with six months, it shall be
submitted to an ad hoc arbitral tribunal. All arbitration clause contain the formation of the tribunal and
the selfdetermined procedure.

Settlement of Disputes Settlement of Disputes beveeninvestor and state
between Conrating
Parties
ChinaCzech | Step 1 Consultation | Step 1 Negotiation;
BIT, 2005 within six months:; Step 2: the investor can choose to
Step 2: Ad hoc arbitrg a) the competent court of the Conracting Party, or;
tribunal. b) ICSID, or;

c) an hd hoc arbitral tribunal, established under the Arbitrg
Rules of UNCITRAL, unless otherwise agreed upon by the part

China Step 1 Consultation | Arbitral tribunal, only concering the amount of compesation f
Hungary, within six months; expropriation.
1991 Step 2: Ad hoc arbitra
tribunal
China Step 1 Consultation | Step 1: file complaint with the competent authority of
Poland, 1988 within six months: Contracting Party , only concerning the amount of cesagion for
Step 2: Ad hoc arbitrg expropration;
tribunal Step 2: refer to competent court or an ad hoc international ar
tribunal.
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China Step 1 Consultation | Step 1 Negotiation;

Slovak, within six months; Step 2: the investor camooseo:

1991 and Step 2: Ad hoc arbitrg a) the competent court of the Conracting Party, or

2005 tribunal b) mediation, oran hd hoc arbitral tribunal, established under

Arbitration Rules of UNCITRAL, concerning the amount (
compesation for expropration. The award can be enforced
1953 New York Convention.

3.2 Investor-State Dispute Settelment Clause

In BITs between China and individual V4 Coutry, invesitate dispute settelment clause is
very different. Four treaies have four different provisions.

The scope of investdbtate dispte settelment clause in Chiiungary BIT, ChinaPoland BIT
and ChinaSlovak was limited on the disputes concerning the amount of compesation for expropration.

Compared with investeBtate dispute settelment clause in the other three BITs, the provision of
2005 ChinaCzech BITis more modernized. It permits the investor choose competent court of the
contracting, ICSID or any hd hoc arbitral tribunal to resoharttisputes. It means that there is no
neccerary for exhaustion of local remidies. The treaty do not set a limit to the scope of invesment
disputes. It shows that the Chinese government has entirely accepted the ICSID jurisdition on investor
state dispi.

4 CONCLUSIONS

On account of China transformed from capitaport country to both capitainporting and
captiatexporting country in recent years, the future CHut&BIT shall provide effecient protection on
investment and due policy space fovestor host country to manage public intereldtswever, there
are huge challenges against to Chinese Market. How to enumerate the nagative list will be the most
taugh task for both China and EU.

Although EU has exclusive competence on FDI, there age lspace for V4 countries to
promoting investment, which is consistent with EU law. Furthermore, V4 countries remains rights on
portfolio investment. EU member states shall participate irCluha BIT negotiation actively.
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CHINA -V4 TRADE RELATIONS 1 A CZECH PERSPECTIVE

Tereza De Castro,Zuzana Stuchlikova

The Czech Republic (CR) runs a huge trade
China. Not only are Chinese imports into the CR much larger, they also show a
structure highlygeared towards investment goods and products used for further
manufacturing. The prevailing traded groups are SITC 7, SITC 8 and SITC 6. The

Czech Republic is losing the number of groups where is has a comparative advantage

in its exports and China has a@mparative disadvantage. On the contrary, China has

increased this figure. However, there are some S3Tdlgit groups that are not being

exported but the Czech Republic has a comparative advantage in them and China a
disadvantage.

Key words: international trade, China, Czech Republic, trade deficit, balance of
foreign trade, reveal ed comparative adva
complementarity

JEL: F10, F14

1INTRODUCTION

The importance of trade in goods between the Czech Republic and K48 been growing
steadily. At present, China is the most important trade partner of the Czech Republic outside the
European Union. Its position in Czech trade is extremely strong mainly in Czech imports, while Czech
exports to China are still very lovit follows, that similarly to most European countries, the Czech
Republic runs a huge (and constantly growing) trade deficit with China.

The aim of this paper is to evaluate the past development of trade patterns between the Czech
Republic and China and tdentify trade potential between the two countries on the basis of the
Revealed Comparative Advantage Index (RCA) and Trade Complementarity Index (TCI) analysis.

The paper is divided as follows. Chapter two contains information about the used methodology
and data collection. The next section provides an overview of trade relations between the Czech
Republic and China, trade partner ranking, trade balance and priority markets for the Czech Republic
with a special focus on China. The following section asedythe export and import composition of
mutual trade between the Czech Republic and China and its changes within the examined time period
2000 to 2012. It further discusses the main traded SITC groups and identifies the trade potential
between the two cauries. The main findings and further research proposals are summarized in the
conclusion.

! University of EconomicsPrague, Faculty of InternationBelations, Department of World Economy (W. Churchill Sq. 4,
130 67 Prague 3, Czech Republic)nails:tereza.castro@vse.ctuchliz@vse.cz
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2 METHODOLOGY AND DATA

The analysis of trade patterns between the Czech Republic and China since the turn of the new
millennium until 2012 is based on the Revealed Comparative Advantage Index (RCA) and Trade
Complementarity Index (TCI).

The method of RCA calculation was propodsy Balassa (1965). It is based on the assumption
that the exports of a given country reflect the difference in relative costs as well aspnagoiactors.
The RCA index reveals the exported commodities on which the country relatively specializes in
regardless the specialization is a result of factor endowments or trade policy (Batra and Khan, 2005: 6).
There are various modifications of Bal assads i
(2001)) trying to improve some of the limitations tbe original index such as the interpretation of
results however, they themselves provide other
index still remains being used the most and we follow this approach also in this paper.

The RCA indexs defined as a ratio where the export of a given commodibyntryj to total
export of the countryis in numerator and where the share of the same commaodity from the world to
total world export is in denominator. The equation is as follows:

()
YOO o
W

where,

Xi - export of commaodity by countryj;

X - total export of country;

Xui - export of commodity by the world;

Xw - total export of the world.

The value of the RCA index reaches from zero to infinity. The values from zero to unity
indicate the comparative disadvantage, unity means neutrality and all values above one indicate the
comparative advantage.

The Trade Complementarity Index is anottrade measure identifying the possible commodity
trade between two countries and their trade potential. This index was proposed by Kojima (1964) and
further modified by Drysdale (1967), Drysdale and Garnanout (1982) or Michaely (1996).

In this paper we fitlow the version of the trade complementarity index used e.g. by Shuai and
Wang (2011) which is based on RCA. The formula is defined as follows:

"YO 'OYOO YOO

where,
RCAX,- - export comparative advantage of countity commodityi;
RCA 1« - import comparative disadvantage of courkig commodityi.

The values above unity indicate trade complementarity in commaoditywhich exporting
country has the comparative advantage and in which importing country has the comparative
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disadvaatage. The higher the value there is more trade complementarity. Low complementarity is for
values below unity and again smaller values indicate less complementarity.

The trade data was collected from the internationalQDMTRADE statistics at SITC re,
onedigit and thredigit categories providing information about industries. The calculations are based
on import data for a more precise reflection of true trade flows between the countries.

Chapter three uses dine statistical data and an additibramalysis of the Czech Statistical
Office (CZSO) and the Ministry of Industry and Trade of the Czech Republic (MIT). It should be
pointed out that as well, considering the extent of the paper, we do not deal with the trade in services
between the Czech Reblic and China, which is rather limited today.

3 TRADE IN GOODS BETWE EN THE CZECH REPUBLIC AND CHINA

China is now t hBtradezparmer (aiReding to thé tarkoser of mutual trade
in 2013, see MIT 2014) behind Germany, Slovakia and Pdlssxé¢ e Tabl e 1. |t Es t
trade partner of the Czech Republic outside the European Union. Both the Czech Republic and China
have registered a relative slowdown in their domestic economic activity, weighing in on bilateral trade
relations (e.g. Jirankova, Hnat 2012 or Stuchlikova, Hnat 20I8¢ CRChina bilateral trade
(turnover) declined by 15.7% from its historical maximun2@12 on an annual basis. In 2013, total
bilateral trade reached USD 17.3 million, representing a 0.2% fall on annual basis (CZSO 2014).

Table 1: Top trading partners of the Czech Republic, 203 (in the order given by the trade
turnover in 2013, in %f total)

Partner Turnover Exports Imports
2012 2013 2012 2013 2012 2013

1. |Germany 28.5 28.6 314 31.3 25.3 25.6
2. | Slovakia 7.6 7.4 9.0 8.9 6.0 5.8
3. |Poland 6.6 6.6 6.1 5.9 7.1 7.4
4. |China 5.8 5.7 11 1.2 111 10.7
5. |Russia 4.7 4.6 3.8 3.7 5.6 5.5
6. France 4.1 4.1 5.0 4.9 3.1 3.2
7. | Austria 3.9 3.9 4.6 4.6 3.2 3.1
8. |ltaly 3.7 3.8 3.6 3.6 3.9 4.0
9. | United Kingdom 3.4 3.4 4.8 4.8 1.9 1.9
10. | Netherlands 3.3 3.0 3.2 2.8 3.5 3.3

Total 71.7 71.7 72.7 71.7 70.6 70.5
Source: MIT (2014).

ChinaEs position is extremely strong mainly

very low i see Table 1. In 2013, a dominant portion of Czech exports (71.7%) went to ten states,
mainly to Germany (31.3% of total exports), Slovakia (8.9%)Rwlend (5.9%). China was on the".8
place with a share of only 1.2% in total Czech exports. However, a strongrygear growth was
recorded in exports to China in 2013 (14.6%), and exports to China reached USD 1.9 million. Due to a
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strong depreciationf the Czech currency against both main currencies (euro and US dollar) Czech
exports grew fast in general.

The prevailing portion of imports (70.5%) in 2013 also arrived from ten states. The strongest
position in total imports belongs to Germany (25.6%tatél imports), China (10.7%) and Poland
(7.4%). The ten main trade partners composed of eight EU Member States and ‘wemiloers, of
which China and Russia occupied very high ranking's I@spectively ). Imports from China fell by
8.4 % in 2013, ad reached USD 15.4 milliansee Table 2.

The total positive trade balance of the Czech Republic (USD 17.9 million) has been affected in
an adverse manner by huge deficits of external trade witiElboountries. In 2013, the largest trade
deficit of theCzech Republic was once again with China (U$85 million)i see Figure 2.

As for the Chinese perspective, the Czech Republic is not an important trading partner. Trade
with the Czech Republic accounts for less than 0.5% of the total value of bottEGhina mpor t s
exports. Within the European Union, Chinese exports go primarily to Germany, the Netherlands, the
United Kingdom, France and ltaly. Similarly, Germany is the largest exporter to China, followed by
France and the United Kingdom. In the fisst months of 2013, all member states, except Germany
and Finland, registered deficits in trade with China (see e.g. Eurostat 2013 or 2011).

Figure 1: Trade balance of the Czech Republic, 8338 (Mio USD)
20 -

15 Trade balance with China

m Total trade balance

-10 I == == =

-15

-20 -
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Source: CZSO (2014); own calculation ammhstruction.

3.1Long-term Development of Trade in Goods between the Czech Republic and China

In 20052012, the importance of trade in goods between the Czech Republic and China had
been growing steadily (with the exception of the decline of mutuak tnad2009 after the global
financial crisis and actual slowdown), primarily due to the expanding imports of goods fromiChina
see Table 2 and Figure 2. In 2013, total imports from China were 27 times higher than in 1999.
Similarly, total Czech exports t6hina were 33times higher. As a result, the share of Czech imports
from China rose from 2.0% in 1999 to 12.4% in 2011 (the peak), and then declined to 10.7% in 2013.
The share of exports to China in the Czech Republic total also rose, from 0.2% in 199%tm

2013.
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Table 2: The CRChina trade flows, annual data, 192@13

Imports from China Exports to China Balance Turnover
Year USD % of total USD % of total USD usD
1999 563,464 2.0 58,435 0.2 -505,029 621,899
2000 690,575 2.2 65,944 0.2 -624,631 756,519
2001 1,073,259 2.9 80,554 0.2 -992,705 1,153,813
2002 1,896,405 4.7 151,063 0.4 -1,745,342 2,047,468
2003 2,681,34¢ 5.2 243,341 0.5 -2,438,007 2,924,68¢
2004 3,547,237 5.2 271,635 0.4 -3,275,59§ 3,818,86¢
2005 3,912,167 5.1 298,487 0.4 -3,613,68( 4,210,654
2006 5,711,35¢ 6.1 400,770 0.4 -5,310,58¢ 6,112,12¢
2007 9,252,271 7.8 698,724 0.6 -8,553,547 9,950,995
2008 12,447,064 8.8 777,518 0.5 -1,1669,546 13,224,587
2009 10,591,49( 10.1 843,886 0.7 -9,747,604 11,435,37€
2010 15,554,21¢ 12.3 1,215,56( 0.9 -14,338,658 16,769,778
2011 18,918,77¢ 12.4 1,668,645 1.0 -17,250,134 20,587,424
2012 15,685,14¢ 111 1,674,741 11 -14,010,404 17,359,88¢
2013 15,401,631 10.7 1,918,495 1.2 -13,483,136 17,320,12¢€

Source: CZSO (2014); owealculation.

Nevertheless, these shares are lower than the EU average. According to Eurostat (2013), the
share of imports from China in the EU28 total rose from 9.6% in 2002 to 16.2% in 2012, while the
share of exports to China grew from 4.0% to 8.6%h&dame period (for a more detailed analysis on
Sinc-EU trade and its intensity see e.g. De Castro 2012a or 2012b).

The turnover of trade in good with China has been growing faster than the total Czech trade as
well. Owing to the slowdown in Czech impsrirom China, the bilateral trade has been decreasing
since a peak in 2011 (USD 18.9 million). The continuous bilateral trade deficit has been declining
steadily.

On a longterm basis, the importance of imports from China is much higher than the importance
of exports to China. Imports from China cover the general Czech import demand for the most part, e.qg.
Chinese imports constituted more than 20% of total Czech imports of general machinery and transport
equipment in 2012. And general machinery and trangmpripment (SITC 7) account for the largest
portion of total trade with China (CZSO 2014in detail see chapter 4.
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Figure 2: The CRChina trade flows, annual data, 192@13 (Mio USD)
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Source: CZSO (2014); own calculation and construction.

3.2China among Priority Markets for the Czech Republic

According to Article 207 of the Treaty on the Functioning of the European Union, the trade
policy is an exclusive power of the EUso only the EU, and not individual member states, can
legislate ontrade matters and conclude international trade agreements. Thus, the Czech national trade
policy is conducted in the context of the European principles and objectives. It has been tasked
especially with enhancing economic growth and competitiveness withire EU (e . g. MI' T
2009).

The Export Strategy of the Czech Republic2@1@ 20 ( herei nafter only
see MIT 2012) was approved by the government of the CR in 2012. It is a strategic paper defining
framework for the foreign tradand preexport policy by the state until 2020. It follows other
important documents and strategies of the Czech government, mainly th G2l 2nternational
Competitiveness Strategy for the Czech Republic (aiming at improving the position of the @Rsin te
of competitiveness by 2020), National Innovation Strategy, Foreign Policy Concept, Security Strategy,
and Strategic Sustainable Development Framework of the Czech Republic.

According to the Export Strategy, twelve priority countries were defined amdleimportant
and promising trade partners (based on the requirements of business representatives and on the growtt
potential of the economy in the countries in question, the absorption capacity of their markets,
measured by their share of world impoatsd their compatibility in relation to the Czech Economy):
Brazil, the PRC, India, Irag, Kazakhstan, Mexico, the Russian Federation, Serbia, Turkey, Ukraine, the
USA and Vietnam.

China is a target country and very important market for the Czech Repiiidits have been
focusing on maintaining the existing export position and further development of this position, primarily
in the small and mediwsized enterprises segment. According to EU SME (2013, 4), as the fastest
growing market for European exponsst potential for the export of goods manufactured by European
small and mediunrsized enterprises exists in the Chinese market.
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4 CZECH-CHINA TRADE ANALYSIS

The CzeckChina trade analysis is based on the SIT@iglt export and import trade
assessmerdapturing general trade trends further completed by the analysis of main export and import
groups at the SITC-8igit level. Finally, we identify the trade potential between the two countries.

4.1 CzechChina Commodity Trade Composition

The prevailing tade group in mutual trade between the Czech Republic and China is the SITC
7 - Machinery and transport equipment. In both Czech exports and imports this commodity group
recorded the highest increases in terms of USD. Its predominant role inChleehtrale is supported
by the fact that the rest of the combined SITC groups do not reach the level of SITC 7 trade in terms of
USD.

The major increases in exports of SITC 7 were reached between 2001 and 2004, the time period
after Chi nads a cmdeysnsral pnospetity in theér vweorldWad® also caused by the
recovery after the 2001 crisis and applied stimulation packages. The SITC 7 exports to China slightly
declined in 2005 which might be a resuldnamdf t hi
related export reorientatiBnNonetheless, the SITC 7 exports remained growing afterwards with a
rapid increase in the pestisis period 2009 to 2011. This period was characteristic for continuing
Chinese economic growth supported by stimulatiackpges.

Figure 3: Czech SITC-0 Exports to China, 2002012 (bn. USD)
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Source: UN Comtrade (2014); own calculation and construction.

As far as other SITC groups we can also observe a constant growth of SITC 6 (Manufactured
goods classified chiefly bgnateria) and with a rapid increase since 2010 also SITC 8 (Miscellaneous
manufactured articles). There was a sudden increase in SITC 2 (Crude materials, inedible, except fuels)
exports between 2009 and 2010, otherwise growing constantly and in theydatteeven declining.

2The same or similartrerids apparent by all other SITC groupsd exports
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The SITC 5 (Chemicals and related products, n.e.s.) group also grew moderately during the examined
period but has been slightly declining since 2010. In comparison to the previously mentioned the rest
of the SITC groups have been mgificant in Czech exports to China which can be seen in Figure 3.

Even though SITC 7 represents the majority of Czech exports to China it lost a small amount of
its percentage share between 2000 and 2012 (see Figure 4). The same can be observef (@it8ITC
the largest percentage decline) and SITC 6. On the contrary SITC 2 and SITC 8 recorded an increase at
the expense of the aforementioned SITC groups with loses.

Figure 4: Czech SITC-0 Exports to China, 2000 and 2012 (in %)
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Source: UN Comade (2014); own calculation and construction.

Figure 5: Czech SITC-0 Imports from China, 2062012 (bn. USD)
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Source: UN Comtrade (2014); own calculation and construction.
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Imports of the Czech Republic from China at the beginning of the millennium were slightly
dominated by the SITC 8 group. Nevertheless, SITC 7 has been the most imported commodity group to
the Czech Republic from China since 2001 and has remained congpawiyng (see Figure 5)
compare e. g. with Zapletal, Stuchl 2kovsg (2013)
2009 to 2011 with subsequent declines within 2008 to 2009 and 2011 to 2012 were characteristic for
the second half of the assesgsiod. Hence, we can observe that Czech imports from China were
more crisis sensitive than exports.

Apart from SITC 7 growing tendencies were also recorded for SITC 6 and SITC 8. Both
followed the world trade pattern i.e. growth till 2008 followed byealiche in 2009 and subsequent
moderate growth until 2011 and lastly by a drop in 2012. Other SITC imports play a negligible role.

Figure 6 shows that in the year 2000 SITC 8 held over 38% of all Czech imports from China.
Within the next twelve yearsnports of the second largest group SITC 7 doubled to 75.9% at the
expense of nearly all other groups mainly SITC 8, SITC 6, SITC 5 and SITC 0 (Food and live animals).

Figure 6: Czech SITC-0 Imports from China, 2000 and 2012 (in %)
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Source: UNComtrade (2014); own calculation and construction.

4.2 Major Export and Import Commodities

Most of the top ten exports from the Czech Republic to China belong to the SITC 7 group and
two exports to SITC 8 (see Table 3). In the year 2000 these top temisemnexports representing
20.96% of all exports to China. Twelve years later it was more than double 51.64%. The largest share
in exports in 2012 represents SITC ~/Rlectrical apparatus (9.53%) which also recorded the largest
increment by 8.51% betweehe year 2000 and 2012. While the majority of all top ten SITC groups
show improvements in export shares, SITC 7&8ectrical machinery and app. n.e.s. revealédop
by 7.01% but still remains the third utmost exported group. The most significanteréfecrease was
recorded bySITC871- Optical instruments n.e.s.
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Table 3: Top 10 Exports from the CR to China for the Years 2000, 2006 and 2012
(in 1000 USD and %)

2000 2006 2012
SITC Group name USD |% oftotal| USD | % of total| USD % of total
S772* Electrical apparatus 843 1.02| 55,450 10.73] 229,293 9.53
S784 Parts etc. for motor vehicles 2,328 2.81| 27,400 5.3 201,822 8.39
Electrical machinery and app.
S778* |n.e.s. 12,054 14.53| 90,694 17.55| 180,658 7.51
S712* | Steam turbines and parts n.e.s. 32 0.04, 9,082 1.76| 165,684 6.88
Telecom. equipment and parts
S764 n.e.s. 194 0.23| 4,433 0.86 97,150 4.04
Measuring/checking instrum.
S874 n.e.s. 890 1.07) 7,633 1.48| 85,191 3.54
Pumps for liquids; liquid
S742 elevators 497 0.6/ 2,050 0.4 80,213 3.33
S871* Optical instruments n.e.s. 515 0.62| 11,483 2.22| 70,566 2.93
S718* Power generators; parts n.e.s. 29 0.04 859 0.17{ 67,354 2.8
S762 Radiobroadcast receivers 0 0 13 0 64,752 2.69
Total 10 17,383 20.96| 209,098 40.47| 1,242,686 51.64

Source: UN Comtrade (2014); own calculation.
* Commodities exported from the Czech Republic with a comparative advantage by which China has
the comparative disadvantage.

The top ten imports represent 69.19% of all imports from China. The largest imports from
China in 2012 comprise of SITC 75Zomputers and units thereof (37.37% of total Czech imports).
The imports of this commodity grew rapidly by 20% between the ye20 20d 2012. Shares of other
imports did not grow to such an extent e.g. the second 36AC Telecommunications equipment and
parts n.e.s. (by 11.7%), and the third SIT%3 - Parts for office machines and computers (by 7.8%6)
even declined in its shar The largest relative increase in imports was recorded by the second
Telecommunications equipment and parts n.e.s.

It is evident that the top ten imports from China are mainly based on the comparative
advantagé The same is true only for half of thed€&h exports to China.

¥ Marked with the asterisk (*).
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Table 4: Top 10 Imports to the CR from China for the Years 2000, 2006 and 2012
(in 1000 USD and %)

2000 2006 2012
SITC | Group name USD | % of total| USD % of total| USD % of total
S752* | Computersand units thereof 54,699 7.87| 857,717 15.11 4,290,052 27.37
Telecom. equipment and parts
S764* |n.e.s. 16,631 2.39| 394,223 6.95| 2,208,007 14.09
Parts for office mach. and
S759* | computers 34,716 5.0/ 1,008,055 17.76| 1,989,883 12.7
Electricalmachinery and app.
S778* |n.e.s. 24,110 3.47| 121,694 2.14) 405,662 2.59
S894* | Baby prams, toys, sporting good 51,318 7.39] 191,763 3.38| 386,718 2.47
S776 | Electronic equipment and parts 6,658 0.96| 243,366 4,25/ 350,728 2.24
S772* | Electrical apparatus 7,212 1.04| 140,688 2.48 340,680 2.17
S851 | Footwear 39,809 5.73| 166,952 2.94/ 308,279 1.97
Electric power machinery and
S771* |parts 9,353 1.35] 82,238 1.45] 306,095 1.95
Household equipm. electr. & nor|
S775* |electr. 27,508 3.96| 116,899 2.06) 257,388 1.64
Total 10 272,015 39.16| 3,321,593 58.52| 10,843,491 69.19

Source: UN Comtrade (2014); own calculation.
* Commodities exported from China with a comparative advantage by which Czech Republic has the
comparative disadvantage.

4.3 Commodities with Trade Potential

Trade complementarity results based on RCA (for methodology see Chapter 2) reveal a
declining trend in the number of SITC groups where the Czech Republic has the comparative
advantage in its exports and China has the comparative disadvantage. In tt@®@earéch Republic
exported 40 SITC -8ligit groups and in 2012 only 23 groups. On the contrary, China increased its
exports of groups with the comparative advantage where the Czech Republic has the comparative
disadvantage from 39 in 2000 to 61 in 2012.

During the first six years (200B006) SITC group 724 Textile and leather machinery, and 712
- Steam turbines and parts n.e.s showed relatively high TCI (the highest 10.14 and 10.1 in 2000). Even
though, their complementarity has been declining thilyhstld quite a significant share in Czech
exports to China (1.53% and 6.88% respectively in 2012).

In the year 2012 the Czech Republicbés trad
(16.52) for exports in SITC group 268Vool; other animal hair; wal tops. Its TCI has remained high
and growing since 2000. The SITC group with the second highest TCI (12.31)-8\&bd, rough or
roughly squared, whose TCI has also been improving over the period. Other commodities with the
highest TCI also include 22- Briquettes, lignite and peat, and 32Materials of rubber. All four
groups (268, 247, 322 and 621) have been increasing their potential for trade with China nevertheless,
their export share is quite small (see Table 5). Only SITC-MNachine toolsworking by removing
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metal or other material is characteristic by relatively high and stable TCI over the whole period 2000 to
2012 and also maintains a higher percentage share in total Czech exports to China ye¢elitimg

trend from its maximum 8.85 in 2005 to the current 1.85%.

Table 5: SITC Groups with the Highest TCI for Czech Exports to China, 2012

SITC | Group name TCl | % of total exports to Chini
268 | Wool; other animal hair; wool tops 16.52 0.23
247 | Wood, rough or roughly squared 12.31 0.15
322 | Briquettes, lignite and peat 7.15 0
621 |Materials of rubber 7.05 0.46
731 | Machine tools working by removing metal or other matg 5.22 1.85

Source: UN Comtrade (2014); own calculation.

The TCI with China from the import perspective of the Czech Republic has been dominated by
612 - Manufactures of leather or composition leather since the year 2000 but with a negligible share in
total imports (see Table 6).
During the first six years grgs of 325- Coke and semtoke, and 685 Lead also revealed
quite high trade complementarity (20.62 and 8.56 in 2000 respectively) but were nearly not traded.
Since 2006 group 894Baby prams, toys, sporting goods, and 268oo0l; other animal hair;
woad tops have been increasing its TCl and decreasing/slightly increasing their import shares
respectively to the current 2.47% and 0.11%.
The group 752 Computers and units thereof had both the largest TCI with an increasing trend
over the examined time period and the largest share in imports from China. The TCI fétar&9for
office machines and computers amount for relatively highbears moreover, its share in total imports
is the third largest.

Table 6: SITC Groups with the Highest TCI for Czech Imports from China, 2012

SITC | Group name TCl | % of total imports from Ching
752 | Computers and units thereof 10.07 27.37
612 | Manufacture®f leather or composition leath 8.98 0.02
894 | Baby prams, toys, sporting goods 7.6 2.47
759 | Parts for office mach. and computers 7.37 12.7
268 |Wool; other animal hair; wool tops 574 0.11

Source: UN Comtrade (2014); own calculation.

From the TCI results of all SITG@git groups we can identify a potential for Czech exports to
China for the following groups:
1 043- Barley, un milled
1 246- Wood chips, particles or waste
1 322- Brigquettes, lignite and peat
1 654- Other textile fabrics, wen.
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These commodity groups are not being traded with China but the Czech Republic has a
comparative advantage in them and China disadvantage. Hence it offers export possibilities for Czech
producers.

Reversely, there were not identified any importsrifrGhina to the Czech Republic that would
have a trade potential and were not traded. Herewith, it is obvious that China fully utilizes its export
possibilities to the Czech Repubilic.

5 CONCLUSIONS

China is a key country and very important market forGhiee ch Republ i c. How
position is extremely strong mainly in Czech imports, while Czech exports to China remain very low
on a long term basis. In 2013, China was on tHefl&ce with a share of only 1.2% in total Czech
exports. The Czech Repgubtends to have a large and increasing trade deficit with China. A closer
look at total exports and imports within the period 2000 to 2012 reveals that Czech exports to China
remain constantly growing with a short decline in 2005 most likely affectadfoye  Cz ec h Re p
accession to the EU. On the contrary, Czech imports from China were more crisis sensitive.

The prevailing traded groups are SITC 7, SITC 8 and SITC 6. The top ten exported and
imported groups at the SITCdgit level belong to the gups SITC 7 and SITC 8.

Within the years 2000 and 2012 the current top ten exported commodities from the Czech
Republic more than doubled in relative terms and currently cover over 50% of all Czech exports to
China. The existing main imports from Chinaneased by 30% since the year 2000 and hold now
nearly 70% of all imports to the Czech Republic. While Czech exports are comprised of more groups
with smaller shares in total exports, imports from China consists of especially three large groups
covering abut 54% of all imports. The largest group SITC 75Zomputers and units thereof
corresponds to 37% total imports to the Czech Republic.

Generally, the Czech Republic is losing the number of groups where is has a comparative
advantage in its exports andhi@a has the comparative disadvantage. China, on the contrary, increased
this figure. The results revealed that only half of the top ten exports to China are based on the
comparative advantage in comparison to most of the imports from China based.

The assesment further disclosed that China is more successful in exporting products with high
complementarity between the two countries than the Czech Republic. According to the findings the
SITC 268 group (Wool; other animal hair; wool tops) shows high TCI ébhn ppartners. This could
indicate intraindustry trade. A more detailed analysis would provide further insights.

Finally, we identified four SITC -8ligit groups that are not being exported but the Czech
Republic has a comparative advantage in them andaCha disadvantage. This provides space for
further research and potential for Czech exporters to ent@hinese market.

Considering the extent of the paper, we have not dealt with trade in services between the Czech
Republic and China, which is rather limited tod&gcording to the Export Strategy of the Czech
Republic 20122020 (MIT 2012), the Czech goal is to increase ttital export volume of services by
20% by 2020, particularly services with high added value (such as in ICT, creative industry,
consulting, science and research services or tourism). This provides further potential for Czech
exporters to enter the Chiremsarket.
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OF CHINA-V4 TRADE AND INVESTMENT

CHINA -V4 INVESTMENT RELATI ONST A CZECH PERSPECTIVE

Pavel Hn8t, Zu%Zzana Stuchlikova

Since midl990s, the Czech Republic has been attracting significant amounts of
Foreign Direct Investmemamely due to its aboveverage performance during the
transition process and its convenient geographical location. Until recently these flows
were not underpinned by any official policy. After 2000 FDI in the Czech Republic
increased further to create irard stock of more than 130 billion USD in 2012; most
FDI flow into services. In spite of its outstanding performance in inward FDI, Czech
outward investment abroad rises only slowly. Since most Czech investment abroad
targets EU countries, investment retat between the Czech Republic and China lags
far behind its potential. Still, there are promising investment projects that can change
the relation in the future.

Key wordsforeign direct investment, transition, China, Czech Republic
JEL: F21, F23, P26

1INTRODUCTION

The Czech Republic has been attracting significant amounts of FDI during its transition process
since it benefits form it stable political and economic environment, adosmge pace and progress of
its transition process as well as it gemphical proximity to EU markets. Even though the Czech
Republic showed a relatively reserved attitude towards foreign direct investment during initial stages of
its transition, investors soon found their way to the Czech Republic. Besides marked teatetiits
FDI usually brings, the Czech Republic soon started to pay attention to the flaws that can come with
them. For the Czech Republic it is namely the negative current account of the balance of payments as
wel | as | imited v abrtseboth dehdydinkdd mwith subprime gpeyoimancesak p
competiveness and business environment strategies.

Aim of this paper is to analyze the flow and stocks of the foreign direct investment in the Czech
Republic and compare it to its V4 peers and reshefCEE region. Special attention will be paid to
investment relations to China even though general analysis suggests that this particular investment
relation is not very significant at the moment. In order to identify main drivers of the FDI
developmentsthe study first studies and explain FDI trends during the Czech Republic transition
(19931999) and link its findings with transition and restructuring processes of the Czech Republic.
Subsequently it takes transition process as completed and followsrrmdevelopment where EU
accession and financial globalization are seen as main drivers-2RQ@0. Final section of the paper
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focus specifically at Sin€zech investment relation and to specific case studies; its aim is to explore
future perspectives antd drivers as well as reasons for a limited investment performance so far.

The paper works mainly with UNCTAD data of FDI flows and stock and their geographical and
industrial breakdown, mostly stated in USD and current exchange rates and prices. €melysudin
data is not available, it seeks for more detailed sources of regional data, which can be stated in CZK.
Company case studies do not mention sensitive or classified data even though authors draw from their
interviews and contacts with their managyer

2 INVESTMENT PERFORMAN CE OF THE CZECH REPUBLIC DURING ITS TRANSITION

During its transition process, the Czech Republic attracted a significant amount of foreign direct
investment. According to EBRD (2001: 1), foreign direct investment fulfilled iampbrtant role in
countryods transition namely as fian i mportant
resources to finance both ownership structure and capital formation. Compared to other financing
options, FDI also facilitates transfer of teclogy, knowhow and skills, and helps local enterprises to
expand into foreign markets. o6 Main determinant
which include domestic and potential export market size, gravity factors, resources or skills
endownent, progress in transition reforms, and economic and political, were especially favorable in the
case of the Czech Republic. As a result, together with its V4 peers, the Czech Republic has attracted
the most of FDI flowing into the transition region ihetinitial stages of economic transition. If
measured by share on gross capital formation or by FDI inflow per capita, it was the Czech Republic
specifically, which attracted the highest relative amount of FDI even in V4 comparison.

Table 1 shows the regial FDI inflows between 1993 and 1999. It shows that the Czech
Republic has started to attract significant amounts of FDI relatively later, namely when compared with
Hungary. This is usually explained by different modes of privatization conducted irediftaruntries.

Even though the Czech Republic clearly preferred a shock therapy approach and implemented various
range of privatization methods, role of foreign capital was initially lower than expected and lower
when compared to its V4 peeirsnamely Hungry or Poland where FDI played higher role in the
privatization process from its very beginning. Even though FDI inflows gradually increased despite the
lack of special policy to support foreign investments in the Czech Republic, it remained relatively low
Liberalization in trade and capital flows as well as trade reorientation being the most reinforcing
factors for FDI inflows into the whole transition region (UNCTAD, 2003: 8). If compared to other
privatization methods it brought a significant inflow @dpital and thus contributed both to capital
formation and fiscal consolidation; it is estimated that initial FDI inflows created 52 per cent of cash
earnings from the large scale privatization in the Czech Republic (EBRD, 1993: 8). It remained
relativelysluggish around 1993 also because anticipated political instability connected with the split of
Czechoslovakia. As late as in 1995, main portions of FDI started to inflow and remained relatively high
since then to play a ma jatzation mamalrestrudturing @acess. IiEBRRe p u
(2001: 9) suggests that cumulative FDI inflow per capita of more than 2 billion USD between 1989 and
2000 was the highest in the whole transition region and was clearly linked to a progress in the
transition procesas well as to its speed.
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This overall trend is well in line with other transition countries experiences, where form mid
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from 40 to 160 billion ISD between 1995 and 2001. For the Czech Republic, the introduction of
investment incentives in 1998 has stimulated a massive inflow of FDI into both greenfield and

brownfield projects.

Tablel: FDI Inward and Outward Flows 199399 (US Dolérs at current prices and current
exchange rates in millions)

Economy | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999
Inward FDI

Czech Republic 6535 8683 25618 14284 13014 37164 63297
Hungary 2443,0 11434 51035 3299, 4167,3 33349 33119
Poland 17150 1875,0 3659,0 44980 49080 63984 72708
Slovakia 1791 2552 2587,  369,7]  230,6]  706,8 4285
Transition economid 3143, 20453  4106,7 58711 10349,3 81217  8607,3
Outward FDI

Czech Republic 90,2 119,6 36,6 152,9 25,2 127,1 89,9
Hungary 10,7 49,0 59,1 -3,6 4615 2781  250,0
Poland 18,0 29,0 42,0 53,0 45,0 317,7 31,0
Slovakia 12,8 17,7 -41,4 56,5 951  -146,6] 3773
Transition economie - - - - 3425,6 1411,3 2291,1

Source: UNCTAD (2014).

Both privatization and restructuring processes also markedly influenced the structure of inward
FDI flows in the Czech Republic. Even though the Czech Republic started with relatively highest share
of stateowned enterprises among its V4 peers, speed afahsition (namely in terms of small scale
privatization)
restructuring towards a more modern serbesed economy structure, which was soon reflected also
by the $ructure of FDI inflows. Since 1995, FDI inflows into manufacturing industries only account
for less than a half of FDI inflows into the Czech Republic. Within industry, chemical industry (from 5
to almost 20%), and food processing and tobacco indusfres 63 to 14%) played the most
significant role. Most FDIs were however attracted by services: namely financial services (more than a

third of nonmanufacturing FDI inflow into the Czech Republic) and tourism.

soon

out perfor med

ot her

Table 2: Czech Republic Inward Foreign Direovestment by Industry 1998999 (in %)

countr.i

| 1993 | 1995 | 1997 | 1999
Nonmanufacturing
Agriculture, hunting, and forestry 0,7 0,5 0,8 0,1
Mining and quarrying 4,8 1.3 0,0 5,8
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Electricity, gas, and water supply 8,3 2,3 42,0 7,7
Construction 22,5 4.0 4,3 0,3
Trade, hotels and restaurants 13,8 8,6 13,9 34,0
Transport, storage and communicati 1,0 79,2 0,1 4,6
Financial intermediation 48,8 4.0 334 34,9
Real estate and business activities 0,0 0,0 47 9,8
Education 0,0 0,0 0,0 0,0
Health and socialork 0,0 0,0 0,8 0,1
Other social and personal services 0,0 0,0 0,0 2,7
Total 44,2 66,5 68,6 68,3
Manufacturing

Food and tobacco 62,7 14,2 23,0 17,9
Textiles, wearing apparel, and leathe 0,3 0,2 3,7 2,3
Wood, paper and publishing 0,0 0,0 25,0 10,4
Refined petroleum and chemicals 5,2 10,5 12,5 19,6
Nonmetallic products 13,4 20,7 4,2 15,7
Basic metals and metal products 0,0 0,0 19,4 9,2
Machinery and equipment 18,4 54,4 39 22,5
Recycling and other manufacturing 0,0 0,0 8,3 2,4
Total 55,8 33,5 31,4 31,8

Source: CNB (2013).

Developed countries clearly dominate FDI inflows into the Czech Republic during 1993 and
1999. Due to geographical proximity and anticipated accession to the EU, other EU countries have
accounted for more the 80% of the Abflows during the transition period, Germany (17,9% in 1999)
and the Netherlands (17,9 % in 1999) being by far the most important sources of the Czech FDI inflow.
Marked US participation in large FDI inflows is only connected with several privatizatmecs in
early 1990s; afterward FDI form the United States is most important in larger transition countries, like
the Russian Federation (34% in 2000) (UNCTAD, 2003: 9). In smaller transition countries, US
investment almost neglected financial servicea asatter of which, all major banking investors on the
CEE region are European companies. Also Asian investors are clearly underrepresented in the Czech
Republic during 1993999, as they are in the rest of the transition region; Japan and Korea holding
same of the most important acquisitions.

Table 3: Czech Republic Inward Foreign Direct Investment by Country-1993 (in %)

Country 1993 1995 1997 1999
Western Europe
Belgium 4.9 1,0 4,3 21,8
Denmark 0,3 0,5 0,2 0,7
France 52 6,6 7,8 3,7
Germany 12,5 22,1 30,1 20,6
United Kingdom 0,0 2,1 15,1 1,6
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Italy 1.8 0,0 -2,8 0,7
Netherlands 4,6 28,7 10,3 17,9
Austria 8,4 3,4 7,3 13,2
Sweden 1.8 0,9 6,8 2,0
Switzerland 2,1 26,5 3,6 5,6
Canada 3,1 0,0 0,0 0,2
United States 39,0 3,9 7,6 9,2
Japan 0,0 0,0 0,8 0,1
Other 16,2 4,3 8,7 2,8
Total 100,0 100,0 100,0 100,0

Source: CNB (2013).

Figure 1 and Table 4 suggest that inward FDI stock markedly increased after main transition
components were completedtinh e Czech Republ i c. By | ate 19906 :
Czech Republic were limited by postponed banking sector privatization. Marked FDI inflows were also
later connected with major balance of payments issues. Specifically, at the exanipte Gxeth
Republic, reverse effect of FDI inflows on the balance of payments can be seen, which stresses long
term and competitiveness factors in the transition process. As a result of marked profit repatriation by
the owners of FDI is rcdirrend acsount &g beerh neglte evér Isince dhe
transition process started. After 2004, when the Czech Republic turned its trade balance into positive
numbers (balance of trade in services has been positive even before), this striking fact was even more
obvious. Creating more attractive investment and business environment, not as a part of the transition
strategy, but as a part of developed countryos
which can improve highly sensitive current @ent developments. Moreover, export performance of
the Czech industries should have more value added by the Czech skilled labor than is often the case
today. Also here longerm structural reforms and adjustment must play more marked role.
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Figure 1: CzecliRepublic FDI Inward and Outward Stock 198312 (US Dollars at current prices and
current exchange rates in millions)
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Source: UNCTAD (2014).

Table 4: FDI Inward and Outward Stock 199399 (US Dollars at current prices and current exchange
rates in millons)

Economy | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999
Inward FDI Stock

Czech Republic 34231 4546, 7350, 85724  9233,8 143751 175521
Hungary 55759  7086,8 11303,5 132819 17981,] 207457 233809
Poland 230700 3789,0 78430 114630 14587,0 224612 260750
Slovakia 6419 8971 1297,] 20456 2082,8 29196 32276

Transition economie 25542 6821,5 11467,77 17355,4 29586,4 33662, 429044
Outward FDI Stock

Czech Republic 181,4 300,4 345,5 497,9 548,3 804,0 698,0
Hungary 170,0 219,0 278,1 265,5 660,1 797,2 1044,9
Poland 198,0 461,2 539,3 735,2 677,9 1164,7 1024,3
Slovakia 148,7 166,4 138,5 182,8 236,4 408,2 346,0

Transition economie 3070,8 3509,4 4337,1 5426,7 8805,5 10247,1 10717,0
Source: UNCTAD (2014).

Even though the FDI inflows of the Czech Republic have remained to the highest in the CEE
region, its FDI inflows were even below its CEE peers in 1990s. Whereas inward FDI stock accounted
for al most 30 % of the Czech R%%pudDP onty&lightlyGD P,
1999. Even though this is a common trend for the whole CEE region (according to UNCATD (2003:
30) only Estonia exceeded 5% outward FDI stock to GDP ratio followed by the Russian Federation,

Hungary and Sl ov ak owward inestneeit lperfdneapce lisl verg ldw even in
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regionds comparison. According to Bohat a, Z e mg
companies to invest abroad in the initial years of the transition process (namely in heavy industries in
China, Korea or Latin America) mostly ended due to limited capital stock and incomplete privatization
process. After 1997 Czech outward investment grew only slowly and the CEE region (Slovakia being
the most important partner) accounted for more than 40@zeth outward investment between 1997

and 2000 namely due to an ambition not to lose former export markets after foreign trade significantly
reoriented during transition. A Mo st acqui siti
experience with the enr k et 0O . Only some 10% of Czech outw
(Lichtenstein accounted for 20% of Czech outward investment flows in 2001). Bohata, Zemplinerova
(2004: 8) however suggest that many investment project connected with Czech companiéacare

i nvest ments by transnational corporations, whi
experts but foreign <capital to invest abroadoa
investment.

Table 5: FDI Inward and Outward Stock 1989399 (% of GDP)

Economy | 1993 | 1994 | 1995 | 1996 | 1997 1998 1999
Inward FDI Stock

Czech Republic 8,7 10,0 12,7 13,2 15,5 22,5 28,2
Hungary 14,2 16,7 24,8 28,9 38,6 43,3 48,5
Poland 2,5 3,5 5,6 7,3 9,3 13,0 15,5
Slovakia 4.8 5,7 6,6 9,7 9,7 13,0 15,8
Transition economie 0,4 1.3 2,1 3,3 51 7,7 12,7
Outward FDI Stock

Czech Republic 0,5 0,7 0,6 0,8 0,9 1,3 11
Hungary 0,4 0,5 0,6 0,6 1,4 1,7 2,2
Poland 0,2 0,4 0,4 0,5 0,4 0,7 0,6
Slovakia 11 11 0,7 0,9 1,1 1,8 1,7
Transition economie 0,5 0,6 0,8 1,0 1,5 2.3 3,2

Source: UNCTAD (2014).

Bohata, Zemplinerova (2004: 14) further suggest that 74% of Czech outward investment led to
services during the 1990s, financial intermediary, trade and transport playing the most significant role
and only 13%of equity is connected with manufacturing industries. These however account for most
jobs, turnover and export based upon Czech investment abroad. Most Czech outward investment before
2001 were motivated by increased production, cheaper resources andidincathe trade policy
barriers, which were only gradually eliminated in the CEE region during the transition period.

3 INVESTMENT PERFORMAN CE OF THE CZECH REPUBLIC AFTER 2000
After 2000, the Czech Republic continues to be a magnet for foreign direstriment in the
enl arged EU and even increased its FDI perfor
performance decreased relatively. Poland, on the other hand, started to attract markedly more FDI than
before, but if compared to countries GDP, geeformance of Poland still lags behind the one of the
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Czech Republic and Hungary. In the peak year of 2005, the Czech Republic has attracted almost 12
billion USD in FDI, while Poland accounted for some 10,3 billion, Hungary for 7,7 billion and
Slovakiafor 3,1. Other transition countries however attracted more than 33 billion new investment in
the same year; Russian Federation accounts for most (UNCTAD, 2014). During the global recession,
FDI inflows into the Czech Republic markedly slowed ddwsee Tale 61 but returned to almost as

high levels as before the crisis in 2012 (10,6 billion USD). In 2012, the Czech Republic was only
outperformed by Hungary (13,5 billion), since Poland slipped to recession later and Slovakia suffered
the most if measured DI performance during the crisis. Moreover, as FDI projects are maturing in
the Czech Republic, the relative importance of new equity investments has fallen: reinvested earnings
have replaced equity capital as the main component of FDI inflows (UNCT&ILL, 4).

Figure 2: Czech Republic FDI Inward and Outward Flow 12982 (US Dollars at current prices and
current exchange rates in millions)
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Source: UNCTAD (2014).

The 2005 peak performance is closely linked to EU accession and is common to all V4
countries. As A. T. Kearney (2007: 30) suggest
attract investors, although they may soon be eclipsed by the new 2&@bens, Bulgaria and
Romania. From 2000 to 2006, FDI inflows to the 10 states that joined in 2004 increased by 78 percent
to about 39 billion USDO6. When assessed by A.
the Czech Republic remained in tiop 25 in 2007, but Poland slipped 17 spots from fifth to 22nd, and
the Czech Republic slipped from 12th to 25t h.
production centers for goods destined for markets inside the Common Market, and wagedaremain
below Western European labor market standards. Indeed, 48 percent of respondents cite low labor costs
as a factor in pursuing investments in Central and Eastern Europe. Another attraction isltiee &9
flat-tax regimes: The average implicit tax burdenthe EU10 is approximately 19.4 percent,
compared with almost 27.6 percent in the-Ed With this investment, however, have come rising
living standards and wages. Between 2000 and 2006, average labor costs rose 173 percent in the Czecl
Republic, 128 percent in Hungary, and 87.5 percent in Poland. Still, average wage costs in the new
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member states remain low in comparison to the European average: For example, labor costs are 31
percent of the average in the Czech Republic, 25 percent in Poland agariju22 percent in
Slovakia. However, these states now face new competition from further east. The accession of
Romania and Bulgaria introduced two new Jaxge locales into the EU customs union. European
investors list Romania sixth and Bulgaria 13thtleir top FDI destinations in the future, closely
trailing Poland at fifth place and the Czech R
30).

Table 6: FDI Inward and Outward Flows 26R012 (US Dollars at current prices and current

exchange rates in millions)

Economy | 2000 | 2004 | 2008 | 2009 | 2010 | 2011 | 2012
Inward FDI

Czech Republic 49852 49745  6451,0 2926,  6140,6 23176 105925
Hungary 2764,11 42657 ~ 63254 1994,  2162,8  5757,1] 134690
Poland 94453 128744 14838,7 12932,1 138754 18910,5 33557
Slovakia 27204 402900 48680 -6,1]  1769,8 21429 28259
Transition 7038,4 302327 121428, 727499 75056, 96290,2 873820
economies

Outward FDI

Czech Republic 42,8) 10143 43231 9495  1166,8  -327,4 13407
Hungary 6205 1118, 22341  1882,7] 11349 46934 105784
Poland 17,0 900,00 44143  4699,1 72265 72113  -893,9
Slovakia 40,6 -28,1 550,1 904,4 946,1 490,  -734
Transition 3196,5 141295 60591,1 48368, 61871,§ 728799 554910
economies

Source: UNCTAD (2014).

As an ongoing trend started in ri@90s confirmed by Table 7, the services sector accounts for
more than 70% inward FDI flows, with financial services representing more than 40% per cent of the
total nonrmanufacturing investment, still followed by logetiand telecommunications, and tourism
industries, where the Czech Republic clearly benefit from it geographical location. Manufacturing has
attracted about one third of the inward FDI stock. With this being said, it should also be noted that
global slowdavn affected services more markedly returning industrial investment to 37% of total in
2007. Within the manufacturing industries, machinery accounted for most FDI inflow in 2012,
followed by chemical, food and tobacco industries. Due to its high FDI expgbse€zech Republic
belongs to the most globalized countries of the world: according to UNCTAD (2011), foreign affiliates
in the Czech Republic employed 694 728 people in 2006 and generated sales of CZK 3,3 trillion (148
billion USD).
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Table 7: CzecliRepublic Inward Foreign Direct Investment by Industry 20002 (in %)

| 2000 | 2004 | 2007 | 2012

Nonmanufacturing

Agriculture, hunting, and forestry 0,3 2,1 0,1 0,4
Mining and quarrying 2,6 3,3 . 1,8
Electricity, gas, and water supply 7,0 7,3 . -0,8
Construction 3,4 0,3 0,5 15
Trade, hotels and restaurants 18,7 18,7 19,1 24,7
Transport, storage and communicatiof 8,7 6,8 11,6 27,2
Financial intermediation 31,8 19,3 35,1 39,8
Real estate and business activities 25,5 41,5 42,5 4.8
Education 0,0 0,0 0,0 0,0
Health and social work 0,6 0,0 0,1 0,5
Other social and personal services 14 . 3,6 0,3
Total 58,9 79,7 63,0 71,2
Manufacturing

Food and tobacco 8,6 0,8 9,0 10,7
Textiles, wearing apparel, and leather 3,3 . 3,0 2,2
Wood, paper andublishing 2,5 27,4 0,8 0,7
Refined petroleum and chemicals 14,5 26,3 10,2 16,7
Nonmetallic products 5,6 0,1 13,7 0,0
Basic metals and metal products 12,2 49,9 20,7 9,5
Machinery and equipment 51,3 -3,8 40,6 42,9
Recycling and other manufacturing 1,9 0,4 2,0 17,3
Total 41,1 20,3 37,0 28,8

Source: CNB (2013).

Even after a marked increase in investment after 2000, the EU countries account for most FDI
inflows into the Czech Republic (88 per cent in 2009). The Netherlands was the largest investor in
2012 (43,1%), followed by Germany (15,5%) and Austria (13%). As a result, relative position of the
United States or Asian investors did not change significantly after 2000 and confirm the trends
explained in Section 2. Moreover, FDI inflows form less tiadal region are rather volatile and
cannot be assessed easily as to any general trends in their developments. This applies the more to Chin:
and other BRIC countries, which are displayed separately in Table 9 (data in CZK millions; all other
investors oty accounted for 5,7 of the Czech FDI inflow in 2012). FDI inflows form the BRIC
countries into the Czech Republic are very unstable turning form positive investment to disinvestment
very easily. Only 2006 saw a more significant inflow of Chinese andadnBDIs into the Czech
Republic of 826 and 625 million CZK respectively. But 2008 saw disinvestment of 328 and 292
respectively.
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Table 8: Czech Republic Inward Foreign Direct Investment Flows by CountryZZ@(in %)

Country 2000 2004 2007 2012
Western Europe
Belgium 1,1 . 2,6 7,7
Denmark 2,1 " 2,2 1,0
France 4,7 . 0,5 3,7
Germany 26,5 15,2 11,5 15,5
United Kingdom 3,2 0,4 " 19
Italy 0,7 1,0 0,5 1,2
Netherlands 20,8 40,2 21,2 43,1
Austria 14,8 8,8 10,5 13,0
Sweden 3,0 " 3,3 1,0
Switzerland 4.6 3,7 9,3 3,2
Canada 3,1 " 0,2 .
United States 6,1 10,2 4,0 5,0
Japan 0,9 0,8 3,9 .
Other 8,6 28,3 35,4 5,7
Total 100,0 100,0 100,0 100,0

Source: CNB (2013).

According to CEED (2012: 16), institutional background surrounding Chinese investment in the
CEE region | argely correspond to its volatile |
between China and CEE countries, however, it is harchtbdny documents on the current strategy
toward CEE. This could perhaps be reconstructed from the visits between China and CEE, as well as.
The Czech Republic has been the most active in this field, with the first Head of State to visit Beijing
in 2004. In2005, Czech Prime Minister was revisited by Wen Jiabao in Prague. In 2004, Hu Jinato
came to Warsaw, while in 2008, Polish PM Tusk was received in Beijing. In 2009, Xi Jinping, future
Chinese President designate, went to Romania and Bulgaria, whiletblo igited Slovakia. In 2010,
Hungary's Victor Orban was also present at the
lead in developing its growth potential by turning to new dynamic markets in the East. In fact, as
Chinese investment shiftdm natural resources towards higher tech goods and developed economy
assets, CEE countries and firms have much to gain from entering into partnerships with the Chinese.
CEE is welilplaced to deliver both growth and investment return opportunities, assvéile stable
regulatory framework of the EU (CEED, 2012: 17).

It seems that the recent increase of China's outward FDI in the CEE region is only the start of a
much broader process. Less than seven years ago, Chinese investments in the region were almos
inexistent. In 2004, the total flow of China's FDI in the Czech Republic was only 0,46 million USD and
in Poland, of 0.1 million. However, in recent years, China has significantly increased its foreign
investments in the whole CEE region. China's outwdddl $tock in the area, which was only 43,67
million USD in 2004, augmented to 821,28 million in 2010 (CEED, 2012: 21).
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Table 9: Czech Republic Inward Foreign Direct Investment Flows from the BRIC Countrie2 2000
(in CZK millions)

Country 2000 2004 2006 2008 2010

Brazil . -18 13 -43 -28
China 52 16 826 -328 40
India -1 11 625 -292 -335
Russian Federation -103 813 -517 2769 1689

Source: UNCTAD (2011).

Figure 3: Chinads Outward FDI
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Source: CEE§2012).

Al | in all, the Czech Republicds inward FDI
volume equivalent to two thirds of the gross domestic product and rose again in 2012 to 136 billion.
Among V4 countries it is only higher in Poland, butem measured per capita or as a share to GDP
(69,6 % in 2012) it is higher than in Poland (47,3%), but as a matter of Hungarian economic downturn
in recent years lower than in Hungary (81,7 % in 2012). In contrast, the FDI outward stock of the
country remaed modest (15 billion USD in 2012), and is dominated by foreign acquisitions carried
out by the Statewned electricity company CEZ. UNCTAD (2011) further suggests that in 2009, the
foreign affiliates of Czech TNCs employed 35 141 people abroad andlesd$ 7,5 billion USD.
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