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EXECUTIVE SUMMARY

T h e Eitd@as Economy Action Plan (CEAP), announced in March 2020, high-

l ights the EUO6s intention to | ead efforts
The Action Plan sets out to pursue this objective through partnership initiatives,

outreach activities and the utilisation of its trade agreements.

China and the EU are two of the dominant global forces in world trade. In 2020,

China was the leading global exporter of goods, responsible for 18% of exports,

and the second highest importer of goods, with 14% of imports globally. The EU

was the second highest global exporter (15.4%) and third highest importer

(13.4%}. I n 2021, China was the EUG6s third | ar
exports) and the EU®&6s | argest i nyewmthee part n:
magnitude of trade involved, and as the EU begins to develop and implement the

various circular policy initiatives of the CEAP, the EUChina trade relationship

therefore offers huge potential to reinforce circularity in their common supply

chains.Indeed, an inherent element of the CEAP is that the effects of its new do-

mestic policies are undoubtedly bound to spill over, affecting trade flows, and

consequently, socio-economic development at a global scale.

As key supply chains are targeted bynew sustainability standards

under the CEAP, the EU must seek partnerships and lead the
charge by envisaging a trade policy framework for businesses to

innovate and trade with new circular markets across the world

while accounting for negative effects to global sustainable

development.

This assessment seeks to analyse China and
and how it may both benefit from the implementation of circular practices and

be supportive of the global shift to a circular economy. The plastics and textiles

sectors are usel to illustrate how circular economy ambitions and EU-China trade

can be linked in a mutually supportive way.

China has a wide range of domestic circular economy policies in place, with the
first steps already being FhekeamPlanssinca he 199
2006 have progressively aimed to speed up the circular economy transition, with
the most recent 14th FiveYear Plan (for 2021-25) targeting a green

!European Commission. (2021). EU trade relations with China. Facts, figures and latest developments.
Link
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transformation of production and lifestyles, green finance, technological
innovation, cleaner production and green transformation in key industries. This is
supported by legislation including the 2009 Circular Economy Promotion Lawand
various policies relating to extended producer responsibility (EPR), circular
industrial development, zero-waste cities and so on.

These policies have achieved results, including increased resource efficiency and
recycling, reduced energy consumption and growing public awareness of circular
economy?. However some <challenges remali
dependence on imported resources, the pursuit of further resource and energy
use efficiency, reductions in waste generation, improvements in material
recycling, and further steps to address mass production and consumption.

This case study suggests that both hina and the EU have existing policies to
promote sustainable plastics and textiles specifically. They provide a sound basis
for further environmental improvements in the two sectors, as well as a

foundation for more sustainable trade in these products bet ween China and the

EU in the future.

For circular economy and trade policies to be mutually supportive,
complementary actions are needed at the national and international levels. This
case study makes several recommendations for consideration by policymakes.

In relation to China-EUtrade policy :

1 The 2018 Memorandum of Understanding on Circular Economy Cooperation
between the EU and China should provide a useful basis for dialogue and
cooperation;

1 National and regional circular economy policies should be non-discriminatory,
complementary and designed in line with multilateral trade rules;

1 The range of international treaties, together with regional and national
environmental standards, offer significant potential to promote circular
production and products an d their trade; and

1 Multilateral frameworks such as the Basel Convention, WTO, OECD, or
Regional Trade Agreements (RTAs) can all provide useful mechanisms for the
pursuit of sustainable trade.

2 Interview with Prof. Du Huanzheng, TJU

Institute for European Environmental Policy2022)
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On domestic policy , the following options could be considered wi thin the
Chinese domestic circular economy policy framework to further promote
circularity and maximise its potential:

1 Economic and fiscal policies, such as taxes and subsidies, to adjust pricing in
line with circular economy objectives and more explicitly incentivise circular
practices and products®;

1 A national green development fund to promote circular economy related
projects*, the launch of new green financial products and tools to support
sustainable investment and financing, and the establishment of green national
accounts® to better account for environmental costs;

1 Infrastructure improvements to promote high -quality recycling, through
coherent planning, construction of infrastructure and improved systems for
classifying and collecting wastes;

1 Further development of markets and standards to promote and expand the
use of secondary raw materials and secondhand goods;

1 Industrial and technology policies to strengthen scientific and technological
innovation® and move existing industries towards circular modes of
production ’, including support for R&D activities ® and the development of
industrial clusters;

1 Consumption-related policies to guide consumers and businesses towards
sustainable consumption choices’, including further use of information
technologies;

i Additional awareness-raising and education on environmental protection, to
inform and empower individuals, together with better protection for the rights
of purchasers and consumers?; and

3 Interview with Prof. Du Huanzheng, TJU

4 Interview with Zhao Ka, CACE

5 Interview with Prof. Du Huanzheng, TJU

5 Interview with Prof. Wen Zongguo, Tsinghua University
" Interview with Prof. Du Huanzheng, TJU

8 Ibid.

% lbid.

O nterview with Prof. Wen Zongguo, Tsinghua University
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1 Provision of further legal guarantees for environmental protection, including
clarification of environmental property rights ! to provide clear rules and
responsibilities on the ownership and use of resources.

Taken together, these actions should help to facilitate trade in circular products
between China and the EU, and to mutually reinforce a more circular economy in
both parts of the world.

YInterview with Prof. Du Huanzheng, JU

Institute for European Environmental Policy2022)
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INTRODUCTION

The circular economy seeks to alter the present economic paradigm by
addressing our current, ever-increasing resource extraction from the Earthd s f i
resources. Accordingly, resource efficiency alleviates the excessive extraction of
resources, but also contributes to decarbonisation, as a considerable amount of
our carbon emissions are related to how goods are produced and consumed. A
global scale-up of the circular economy will therefore not only advance global
decarbonisation efforts but also unlock greater benefits to resource efficiency.

Circular economy and the EU

In March 2020, the EU took a substantial step forward towards the transition to a
European circular economy by adopting the EU Circular Economy Action Plai?
(CEAP) under the EU Green Deal. The Action Plan paves a pathway to European
circularity by outlining a Sustainable Product Policy framework and plans to target
key value chans with great potential for circularity including electronics and ICT,
batteries and vehicles, packaging, plastics, textiles, construction and buildings,
and food, water and nutrients.

Moreover, the CEAP proposes the establishment of a Global Circular Ecoomy

Alliance, a more integrated partnership with Africa and the inclusion of new

circular economy objectives in its future free trade agreements (FTAS), thereby
acknowledging the need to scale up towards a global circular economy.

Cooperation on a multilat eral level is key to unlocking the benefits of scale tied

to a global circular economy but, also, to mitigate unwanted consequences to

sustainable development caused by a shift in trade flows caused by an altered
demand from primary to secondary resources.

Indeed, an inherent element of the CEAP is that the effects of its new domestic
policies are undoubtedly bound to spill over, affecting trade flows, and
consequently, socio-economic development at a global scale. Production and
consumption, materials, goods, services and data are linked through global trade.
As key value chains are targeted by new sustainability standards under the CEAP,
the EU must seek partnerships and lead the charge by envisaging a trade policy
framework for businesses to innovate and trade with new circular markets across
the world while accounting for negative effects to global sustainable
development. The EU indeed has the opportunity to inspire, lead and leverage

12European Commission. (2020). Circular Economy Action Plannk.
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access to its market to reach for improved standardisation with its trading
partners.

One example of shifting trade streams is waste exports. Prior to the publication
of the CEAP, EU circular economy policies targeting domestic waste recycling
partially relied on exporting waste to be recycled abroad. Although it allowed EU
to achieve its own recycling rate targets, once waste is shipped abroadd usually
to developing countries 0 the EU cannot guarantee the quality of the recycling
process.

Since 2017, many of EUG6s waste recipients
shipments, including China, India, Thailand, Vietnam and Malaysia. In need of a
new approach to dealing with its waste, t h

waste creation in the first place and taking charge of reverse value chains.
Moreover, in January 2021, the EU placed a ban on exporting hazardous and hard
to recycle plastic waste to non-OECD countries in addition to tightening the rules

on clean, non-hazardous waste exports to these same countries®. Lastly, the
European Commission published on 17 November 2021 its proposal for a new
regulation on waste shipments!*. Under this new proposal, EU waste exports to
non-OECD countries will be further restricted and only allowed if third countries

are willing to receive certain wastes and are able to manage them sugainably.

The Commission published the Sustainable Product Initiative’® in March 2022
which puts forward new sustainability requirements for goods sold on the EU.
This would involve the legislation of delegated acts aimed at revising and
expanding the Ecodesign Directive to target more than energy -related products
and impose new performance and information requirements, as well as a ban on
the destruction of unsold consumer goods. These requirements seek to improve
productsd dur abi | ility,yupgradalslity,i reparability, tegse ofr eus ab i
maintenance, refurbishment and recyclability, as well as regulate the presence of
substances of concern (toxic chemicals), energy use or energy efficiency,
percentage of recycled content, possibility of remanufacturing, recycling and
recovery of materials, and the expected generation of waste.

Other implications of the CEAP on EU trade flows are related to the introduction
of new measures on production and the reduction of barriers to trade for
secondary resources.The former intends to empower consumers and increase

13 European Commission.(2020). Plastic waste shipments: new rules on importing and exporting
plastic waste.Link.

4 European Commission. (2021). Proposal for a new legislation on waste shipmemntsik.

5 European Commission. (2022). Sustainable Products Initiativenk.
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product sustainability by increasing opportunities for product repairability,
reusability and durability by introducing new standards and criteria for products
sold on the EU market. The latter aims toincentivise the market for secondary raw
materials by pushing for better harmonisation of rules applied to waste and spent
goods.

When it comes to the EUOs FTAs, only one F
economy in their Trade and Sustainable Development (TSD) Chapters, i.e. the EYU

UK Trade and Cooperation Agreement. Moreover, four other draft agreements

still under negotiation mention the circular economy, in particular the agreements

with Australia, Chile, Mexico and New Zealand, in addition to the still to be ratified

EU Mercosur trade agreement.

Although other agreements in force acknowledge the need for sustainable

production and consumption of goods, as of yet, the concept of circular economy

is far from being a regular feature in FTAs. Althoughthe EU®&6s 2021 Tr ade
Review'® reaffirms the need to seek commitments from its trade partners to

further global efforts towards the circular economy transition dthe EU must begin

to deeply integrate circular economy principles in its trade policy and its
implementation.

EU-China case study: Aim and approach

Ensuring the global expansion of the circular economy calls for not only a higher

demand for secondary resources but also a higher supply of these resources to
establish is secure global market for recycled and reusable raw materials. In turn,
establishing a market for reliable secondary materials requires attention to detail

regarding resource and product definitions and standards. Variation in

definitions, regulations and standards across geographical areas for trade in
secondary resources forms a glaring technical burden, hindering efficient material
circularity and disproportionally disadvantaging MSMEs, both within the EU and

between EU and third countries.

With the CEAPOGSs S u s dy anitiatigebputeéng Brivardd new t Pol i
sustainability standards for goods, the EU has the opportunity to leverage access

to its market to reach for improved standardisation with its trading partners. This

set of case studies | oo lpwihseaveralttadepartbetsd s t r ad
where increased circular economy cooperation would be particularly beneficial.

18 European Commission. (2021). TradPolicy Review An Open, Sustainable and Assertive Trade
Policy.Link
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China has been selected for a case study since it is a leading global producer of
products, primary materials (e.g. smelting of aluminium, copper) and secondary

materials. The countryds share of gl obal

end of the 1970s to 14.7% of global exports of goods by 2020%’. Exports of goods
in 2020 amounted to US$ 2,590 billion and imports US$ 2,057 billion, whilst
exports and imports of services were US$ 278 billion and US$ 377.5 billion
respectively's,

In spite of its import bans on plastic waste and selected solid waste, China also
still remains the top global importer of waste and scrap materials, with a key role
in recovering materials and using secondary materials for production. At a 2020
OECD workshop on trade and circular economy, a representative from the
Chinese Recycling Association stated
Chinadoesnotneedraw mat eri als [ é] Additional
up efforts for recycling including the development of national standards for
secondary raw materials and to d%Thisl
indicates an intention for China to promote the use of secondary materials, both
via domestic supply and through imports, showing a commitment to greater
circularity and also an opportunity for it to be further promoted, including
through trade -related policies.

To provide a focus for the case study, we have selected the plastics and textiles
sectors to illustrate how circular economy ambitions and EU-China trade can be
linked in a mutually supportive way. These sectors were chosen since they offer
particular potential for greater circularity, and also represent some of the
products most frequently traded between the EU and China.

This case study was drafted by the Institute for European Environmental Policy.
The preparation of the case study included a period of desk-based literature

review, followed by discussion with the Ellen MacArthur Foundation and a small
number of Chinese experts to provide complementary insights. We thank them

for their valuable inputs and support.

YUNCTAD. (2021). China: The rise of a trade titarnk.

18 Santander Trade. (2022). Chinese Foreign Trade in Figuresk.

19 OECD. (2020). OECD workshop on international trade and circular economdysummary report,
p.16.Link.
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EU-CHINA TRADE RELATIONSHIP

This section looks at the current trade framework which governs EU-China
bilateral trade in goods and services and assesses the level of integration of
circular economy-relevant initiatives and practices. Then this section presents an
overview of EU-China trade in goods and services over recent years.

What is the trade and investment framework

Despite the importance of their trade relationship, the EU and China currently
have no bilateral trade agreement in place. Trade is therefore undertaken on
World Trade Organization (WTO) terms, with tariff levels defined by the WTO.

In 2013, negotiations began on an investment agreement between the EU and
China, with the aim of providing investors with predictable, long -term access to
markets and to protect investors and their investments. The EUChina
Comprehensive Agreement on Investment (CAlyas agreed in principle between
the two partners in December 2020, but has not yet been ratified due to political

tensions and associated sanctions (imposed by the EU on China) ad counter-
sanctions (imposed on the EU by China) following suspected human rights
viol ati ons i-west@mXinjiaagdPsovinead’r t h

The draft text of the CAI includes a section on Investment and sustainable
development (Section IV}, with the aim of embedding sustainability in the EU-
Chinainvestment relationship. The CAl requires that investments are underpinned
by sustainable development principles, enforced by an independent panel of
experts. The CAI clearly outlines that investment should not be encouraged by
weakening or reducing environmental protection, or by waiving or derogating
from environmental laws. It outlines that the EU and China shall facilitate and
encourage investment in environmental goods and services, and exchange
experiences and good practices on environmental impact assessments for
investments. The CAl, if and when ratified, would represent the first time China
would agree to such environmental provisions with a trade partner.

In 2018 a Memorandum of Understanding on CircularEconomy Cooperationwas
signed between the EU and Chin&?, for the two economies to consider greater

X®Brzozowski, A. (5 May 2021). EU efforts to
EURACTIMLink.

21 European Comnission. (2021). E\China investment negotiations, Section IV: Investment and
sustainable development.Link.

22 European Commission. (2019). EU and China step up their cooperation on environment, water and
circular economy.Link.
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alignment of key circular economy mechanisms and work towards the
development of product standards and policies for a global circular economy
shift, including green supply chains, eco-design, eco-labelling, extended producer
responsibility, financing mechanisms for the circular economy, and exchange of
best practice on industrial parks, plastics and wasté&>.

In April 2019, the 7™ EU-China Ministerial Envirommmental Policy Dialogue between
the blocs initiated a new high -level dialogue on circular economy, discussing how
to speed up cooperation to support the global transition to a circular economy 24,
In April 2021, the 8" EUChina Ministerial Environment Polcy Dialogue
acknowledged the importance of continued cooperation to address shared
environmental challenges and promote opportunities for green recovery
following the COVID-19 pandemic, and also identified (marine) plastics pollution
as an area for potential collaboration. These mechanisms may provide a practical
basis for future circular economy dialogue in the trade context.

A new EU Trade Strategp@nnounced in February 2021 stat
to leverage its openness and engage its partners, notady the biggest emitters
and polluters, so that they contribute their fair share to climate change

mitigationo. | nAgemdh dfdr tEirapé® ,indidatimg tiheepolitical
direction of the European Commission for 2019-2024, Commission President
Ursulavon der Leyen stated that o[t]rade is n

deliver prosperity at home and to export our values across the world. | will ensure

that every new agreement concluded will have a dedicated sustainable

development chapter and th e highest standards of climate, environmental and

| abour protectionod6. Whilst this gives a cl ¢
trade policy as a lever for achieving greater environmental sustainability globally,

most trade agreements are yet to be recast along these lines®.

EU autonomous measures in play: What about CBAM?

The EU is planning to introduce a Carbon Border Adjustment Mechanism (CBAM),
to impose carbon emission costs on imports of specific goods. The formal CBAM
proposal was published by the European Commission in July 2021. The
mechanism is due to be phased in from 2023, with full implementation from the

2 Roberts, G. (2018). China And EU sign Memorandum of Understanding on Circular Economy.
Resource Link.

24 European Commission. (2019). EU and China step up their cooperation on environment, water and
circular economy.Link.

25 Von der Leyen, U. A Union that strives for more. Political guidelines for the next European
Commission 20192024. Link.

26 \Voituriez, T. & Cremers, K. (2021). A cup of Tradad-Environment Agreement- TEA? IDDRLink.
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