
 

For Professional Investors Only. All Investments involve risk, including the possible loss of capital. 

January 11, 2021 

Bond Blog 

THE MYRIAD IMPLICATIONS OF THE EU-CHINA 
TRADE DEAL 
By Mehill Marku, Senior Investment Strategist 

On the surface, the recently agreed upon trade agreement between the EU and China—the Comprehensive Agreement on 
Investment (CAI)—pertains to investment matters. It improves the access for European companies in key markets, 
somewhat levels the playing field for EU investors in China, and commits the country to sustainable development policies, 
including adherence to international labor standards. However, the deeper implication is that the deal also derails U.S. efforts 
to build a united front with Europe against Chinese economic practices. In this context, it represents a significant geopolitical 
win for Beijing.  While the conclusion of CAI suggests the worst of the trade tensions between the West and China trade are 
over, the relations between the U.S. and EU will likely be more tense than initially thought after the U.S. elections. Any 
strategy to counter China by the U.S. and the EU will likely now be less disruptive due to Europe’s—and Germany’s—fears 
of confronting China. 

After nearly seven years of negotiations, the deal’s prospects seemed rather bleak as of late September 2020. But following 
the U.S. elections in November, China’s President Xi became increasingly involved and offered the EU the necessary 
tactical concessions to see the deal through. The CAI was agreed upon in principle on December 30, 2020 and is expected 
to become effective in the first half of 2022 (which coincides with France holding the EU’s rotating presidency) and requires 
ratification by national governments, including the European Parliament.    

China’s concessions included substantive commitments on three key pillars: market access, a level playing field, and 
sustainable development. The deal is designed to improve European investors’ access to key Chinese markets, including 
the financial services, new energy vehicle, cloud services, and healthcare sectors. 

The deal confirms what many analysts have always known: Germany is Europe’s weakest spot when it comes to 
China and Russia. 

Whereas for China, the deal broadens its access to some manufacturing sectors and the bloc’s energy industry, bolstering 
China’s relatively strong existing access to the European market. European Commission officials have also said that, under 
the agreement, China pledged to “solid provisions on sustainable development, including in relation to environment and 
climate…as well as corporate social responsibility and labor.”  Finally, the deal, at least formally, commits Beijing to set 
rules against forced technology transfers and improves the transparency regarding firm subsidies, including the submission 
of a yearly list of some subsidized sectors, excluding those deemed critical to Chinese national security interests or as 
emerging technology sectors. 

While the CAI may sound constructive on paper, there is skepticism about China’s willingness to live up to its commitments 
made under the deal. Concerns mainly relate to China’s track-record of circumventing its international commitments on 
trade and investments, and more recently, Beijing’s violation of the Sino-British Joint Declaration on Hong Kong and the 
Sino-Australia free trade agreement. In addition, the deal apparently lacks a credible enforcement mechanism in cases 
where China breaks CAI provisions, including investor protection mechanisms to litigate individual disputes. Thus, it 
remains to be seen whether China’s key pledges can be enforced, and that uncertainty presents a serious risk to the deal’s 
long-term success. 
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For its part, the CAI is a significant diplomatic and strategic achievement for Beijing. The deal tightens the economic tether 
to the EU, alienates some member states (Spain, Poland, Belgium, and Italy), maintains Germany and France as the bloc’s 
strongest economies and Europe’s main political engines, and deliberately tries to pre-empt the formation of a coordinated 
front between the U.S. and Europe to counter China. 

As such, the deal complicates the Biden Administration’s policy towards China and undermines its effort to build a coalition 
of like-minded nations to address China’s economic and authoritarian policies. Getting the EU on board with this effort has 
been a top priority for the incoming administration. And it seemed things were headed in the right direction when both the 
EC and the EU Council published strategy papers ahead of the mid-December summit offering to work with the U.S. on 
“mapping out” a common strategy to boost trans-Atlantic cooperation and bridge the political chasm that has developed 
between the U.S. and EU in recent years. 

Against this diplomatic backdrop, China intensified its efforts to close the deal with Europe. President Xi found a willing 
negotiator in German Chancellor Merkel; she was also able to get France on board, reportedly promising French President 
Macron that the deal would be ratified under his EU presidency in the first half of 2022, which coincides with the French 
presidential election. Merkel’s push aligned with Macron’s stated goal of advancing Europe’s “strategic autonomy” concept, 
and the CAI presented a propitious opportunity. 

The deal comes with political costs for the EU and Germany. First, the EU’s relations with the incoming Biden Administration 
will be more tense than initially thought. Biden’s senior officials were swift to express their disapproval of and surprise at 
the deal. A return to a “normal” relationship between the U.S. and Europe will now face higher hurdles. Mutual trust may 
have suffered as a result. Second, the deal confirms what many analysts have always known: Germany is Europe’s 
weakest spot when it comes to China and Russia. Without Germany changing its mercantilist approach to foreign policy, it 
will be hard to create a credible joint front against Chinese economic practices. Germany is unlikely to join any counter-
China initiative that endangers its exports (see the Figure below), especially in the auto sector. 

FIGURE : GERMANY LEADS EUROPE’S GROWING SHARE OF EXPORTS TO CHINA 

 
Source: MF, Morgan Stanley Research 
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Fearing the economic consequences of antagonizing China, Germany will push for a much softer approach, suggesting 
that the worst of the trade tensions between China and the West are in the past. Finally, the CAI will likely undermine the 
EU’s soft power narrative considering it implicitly treated the forced labor issue as a secondary concern relative to 
investment. When combined with the EU’s past silence on issues related to China’s authoritarian policies and human rights 
violations, the CAI will sharpen the focus on U.S.-EU disagreements in the months ahead. 

 

 

This material reflects the views of the author as of January 11, 2021 and is provided for informational or educational purposes only. 
Source(s) of data (unless otherwise noted): PGIM Fixed Income. 



 January, 2021 

 

For Professional Investors Only. All Investments involve risk, including the possible loss of capital. 

Important Information 

PGIM Fixed Income operates primarily through PGIM, Inc., a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended, and a 
Prudential Financial, Inc. (“PFI”) company. Registration as a registered investment adviser does not imply a certain level or skill or training. PGIM Fixed Income is 
headquartered in Newark, New Jersey and also includes the following businesses globally: (i) the public fixed income unit within PGIM Limited, located in London; (ii) 
PGIM Netherlands B.V. located in Amsterdam; (iii) PGIM Japan Co., Ltd. (“PGIM Japan”), located in Tokyo; (iv) the public fixed income unit within PGIM (Hong Kong) 
Ltd. located in Hong Kong; and (v) the public fixed income unit within PGIM (Singapore) Pte. Ltd., located in Singapore (“PGIM Singapore”).  PFI of the United States 
is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated 
in the United Kingdom.  Prudential, PGIM, their respective logos, and the Rock symbol are service marks of PFI and its related entities, registered in many jurisdictions 
worldwide. 

These materials are for informational or educational purposes only.  The information is not intended as investment advice and is not a recommendation about 
managing or investing assets.  In providing these materials, PGIM is not acting as your fiduciary. These materials represent the views, opinions and recommendations 
of the author(s) regarding the economic conditions, asset classes, securities, issuers or financial instruments referenced herein.  Distribution of this information to any 
person other than the person to whom it was originally delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or 
in part, or the divulgence of any of the contents hereof, without prior consent of PGIM Fixed Income is prohibited.  Certain information contained herein has been 
obtained from sources that PGIM Fixed Income believes to be reliable as of the date presented; however, PGIM Fixed Income cannot guarantee the accuracy of such 
information, assure its completeness, or warrant such information will not be changed.  The information contained herein is current as of the date of issuance (or 
such earlier date as referenced herein) and is subject to change without notice.  PGIM Fixed Income has no obligation to update any or all of such information; nor 
do we make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility for errors.  All investments involve risk, 
including the possible loss of capital. These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or an y investment management services and should not be used as the basis for any investment decision.  No risk management technique can guarantee 
the mitigation or elimination of risk in any market environment.  Past performance is not a guarantee or a reliable indicator of future results and an investment could 
lose value.  No liability whatsoever is accepted for any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or 
derived from this report.  PGIM Fixed Income and its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed 
herein, including for proprietary accounts of PGIM Fixed Income or its affiliates. 

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations 
of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding the suitability of any securities, 
financial instruments or strategies for particular clients or prospects.  For any securities or financial instruments mentioned herein, the recipient(s) of this report must 
make its own independent decisions. 

Conflicts of Interest: PGIM Fixed Income and its affiliates may have investment advisory or other business relationships with the issuers of securities referenced herein.  
PGIM Fixed Income and its affiliates, officers, directors and employees may from time to time have long or short positions in and buy or sell securities or financial 
instruments referenced herein.  PGIM Fixed Income and its affiliates may develop and publish research that is independent of, and different than, the 
recommendations contained herein. PGIM Fixed Income’s personnel other than the author(s), such as sales, marketing and trading personnel, may provide oral or 
written market commentary or ideas to PGIM Fixed Income’s clients or prospects or proprietary investment ideas that differ from the views expressed herein.  
Additional information regarding actual and potential conflicts of interest is available in Part 2A of PGIM Fixed Income’s Form ADV. 

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited 
is authorised and regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic Area 
(“EEA”), information is issued by PGIM Netherlands B.V., an entity authorised by the Autoriteit Financiële Markten (“AFM”) in the Netherlands and operating on the 
basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in reliance of provisions, exemptions or licenses 
available to PGIM Limited under temporary permission arrangements following the exit of the United Kingdom from the European Union. These materials are issued 
by PGIM Limited and/or PGIM Netherlands B.V. to persons who are professional clients as defined  under the rules of the FCA and/or to persons who are professional 
clients as defined in the relevant local implementation of Directive 2014/65/EU (MiFID II). In certain countries in Asia-Pacific, information is presented by PGIM 
(Singapore) Pte. Ltd., a Singapore investment manager registered with and licensed by the Monetary Authority of Singapore. In Japan, information is presented by 
PGIM Japan Co. Ltd., registered investment adviser with the Japanese Financial Services Agency. In South Korea, information is presented by PGIM, Inc., which is 
licensed to provide discretionary investment management services directly to South Korean investors. In Hong Kong, information is provided by PGIM (Hong Kong) 
Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (paragraph 
(a) to (i) of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM (Australia) Pty Ltd (“PGIM Australia”) for the general 
information of its “wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is exempt from the 
requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by 
virtue of its regulation by the FCA (Reg: 193418) under the laws of the United Kingdom and the application of ASIC Class Order 03/1099. The laws of the United 
Kingdom differ from Australian laws. In South Africa, PGIM, Inc. is an authorised financial services provider – FSP number 49012.  In Canada, pursuant to the 
international adviser registration exemption in National Instrument 31-103, PGIM, Inc. is informing you of that: (1) PGIM, Inc. is not registered in Canada and is 
advising you in reliance upon an exemption from the adviser registration requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of residence is 
New Jersey, U.S.A.; (3) there may be difficulty enforcing legal rights against PGIM, Inc. because it is resident outside of Canada and all or substantially all of its assets 
may be situated outside of Canada; and (4) the name and address of the agent for service of process of PGIM, Inc. in the applicable Provinces of Canada are as 
follows: in Québec: Borden Ladner Gervais LLP, 1000 de La Gauchetière Street West, Suite 900 Montréal, QC H3B 5H4; in British Columbia: Borden Ladner Gervais LLP, 
1200 Waterfront Centre, 200 Burrard Street, Vancouver, BC V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide Street West, Suite 3400, Toronto, ON M5H 
4E3; in Nova Scotia: Cox & Palmer, Q.C., 1100 Purdy’s Wharf Tower One, 1959 Upper Water Street, P.O. Box 2380 – Stn Central RPO, Halifax, NS B3J 3E5; in Alberta: 
Borden Ladner Gervais LLP, 530 Third Avenue S.W., Calgary, AB T2P R3. 

© 2021 PFI and its related entities. 



 January, 2021 

 

For Professional Investors Only. All Investments involve risk, including the possible loss of capital. 

留意事項 2 
 

※本資料はPGIMフィクト・インカムが市場動向に関する情報提供としてプロの投資家向けに作成したものです。PGIMフィクスト・インカムは、⽶国SECの登録投資顧問会
社であるPGIMインクの債券運⽤部⾨です。 
 
※本資料は情報提供を⽬的としたものであり、特定の⾦融商品の勧誘⼜は販売を⽬的としたものではありません。また、本資料に記載された内容等については今後変更
されることもあります。 
 
※記載されている市場動向等は現時点での⾒解であり、これらは今後変更することもあります。また、その結果の確実性を表明するものではなく、将来の市場環境の変動
等を保証するものでもありません。 
 
※本資料に記載されている市場関連データ及び情報等は信頼できると判断した各種情報源から⼊⼿したものですが、その情報の正確性、確実性について当社が保証す
るものではありません。 
 
※過去の運⽤実績は必ずしも将来の運⽤成果等を保証するものではありません。 
 
※本資料は法務、会計、税務上のアドバイスあるいは投資推奨等を⾏うために作成されたものではありません。 
 
※当社による事前承諾なしに、本資料の⼀部または全部を複製することは堅くお断り致します。 
 
※“Prudential”、“PGIM ”、それぞれのロゴおよびロック・シンボルは、プルデンシャル・ファイナンシャル・インクおよびその関連会社のサービスマークであり、多数の国・地域で登
録されています。 
 
※PGIMジャパン株式会社は、世界最⼤級の⾦融サービス機関プルデンシャル・ファイナンシャルの⼀員であり、英国プルーデンシャル社とはなんら関係がありません。 
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