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China’s presence in CEE
 Despite increasing volume of trade, China remains minor trade partner for CEE
 Chinese investments focused on transport, energy and technology sectors
 Chinese financing still less attractive for CEE than EU funds
For the past half-decade, China has been attempting to increase its
presence in the CEE region, both in terms of trade and political influence,
but recently interest has visibly increased. While trade and investment links
between China and the CEE region have grown over the last decade,
growth has not hit declared values and did not meet the expectations of
some of the CEE countries. In our view, the current level of Chinese
presence in the region is not threatening and should not have significant
influence on those markets.
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Trade relations between China and CEE countries intensified in the early
2000s. Before joining the EU, we saw gradual growth in imports from China
to the region and that accelerated in 2007. Despite strengthening trade
relations, direct links between China and CEE remain rather small. As of
2016, the biggest importer of Chinese goods in CEE was Poland, with
import volume equal to EUR 13.6bn, which corresponds to 7.8% of Polish
imports, i.e. 3.2% of GDP. On the other hand, exports from the CEE region
to China have been rather stable over the last two decades. The biggest
exporter to China is Hungary, with export volume of EUR 3.1bn, which
corresponds to 3.1% of total Hungarian exports and 2.7% of GDP. Although,
the volume of trade has been increasing in recent years, CEE region
countries remain a minor import partner to China; total volume of Chinese
imports to the region amount to 3.2% of GDP of the region, whereas CEE
exports stand at only 1.1% of GDP. The majority of imports to CEE covers
such goods as electrical machinery and mechanical appliances. Hence,
sensitive sectors for CEE economies such as automobiles or iron and steel
production should not be affected by the inflow of Chinese products.
Although attention on links between China and CEE has been growing,
there are also other Asian countries with non-negligible exposure to the
region. For example, looking at the development of trade relations with
South Korea, we can observe a different picture. In the early 2000s, imports
to the CEE region grew rapidly and reached 2.8% of the value of global
exports from South Korea in 2010; however, since then we have observed a
gradual decline in trade volumes from South Korea. As of 2016, import
volumes to the CEE region amounted to only 1.2% of total GDP of the
region, and exports to only 0.2% of GDP.
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Chinese construction projects by
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The Chinese presence in the region is not only focused on trade relations.
Recently, China has also been pursuing investment opportunities in the
region, as is evidenced by the increasing value of Chinese transactions. In the
last ten years, the value of construction projects co-financed with China
amounted to EUR 8.2bn (0.7% of GDP of region in 2017), with almost 90% of
this conducted in Serbia, Hungary and Romania. These projects focus mostly
on the transport, energy and technology sectors. For example, in Hungary,
Chinese companies operate in the ICT sector (Huawei, Lenovo, ZTE,
Comlink), but are also market players in the solar panel sector or provide
lighting technology. In Slovakia, the Chinese presence focuses on the ICT
sector (Huawei, Lenovo) as well as automotive industry (SaarGummi, ZVL
Auto). Moreover, Slovakia is supposed to be under consideration as a
destination for Chinese plants for electro-mobiles (Zhi Dou) or tires (Linglong).
Although we have seen investment growth in the region, Chinese companies
are not ranked among the top 20 companies in manufacturing. However, we
can find among them two South Korean companies with total revenue of EUR
9.6bn in 2017 (Kia Motors in Slovakia, Hyundai Motors in the Czech
Republic). Nonetheless, the Chinese investments are mostly acquisitions, not
‘greenfield’ projects.

Box1: CEFC China biggest Chinese investor in Czech Republic
CEFC was founded in 2002 as a small oil trader and has rapidly increased its market share through acquisitions.
Recently, CEFC became a conglomerate with interests not only in the oil industry but also in overseas media. The
CEFC China presence in the CEE region has focused mainly on the Czech Republic. However, there has been
increasing concern about whether CEFC is a purely commercially-driven company or is operating under the
influence of the Chinese government. In recent months, CEFC China has been involved in a series of unclear
deals, which, after the arrest of Ye Jianming, the chairman and executive director of CEFC China Energy on
suspicion of economic crimes, seem to be highly irregular. The deals that had been in the pipeline, i.e. the
acquisition of a majority stake in the J&T bank operating in the Czech Republic, Slovakia and Croatia or
participating in media purchases in the Czech Republic and Slovakia, have not taken place. Another concern
which arises from CEFC operations in Czech Republic is political influence at the highest levels, as Ye was an
honorary advisor on economic cooperation with China to Czech president Milos Zeman.
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At the end of 2017, the Chinese Prime Minister announced that China plans to
invest an additional EUR 2.4bn in the already existing fund of EUR 8.9bn. This
announcement again triggered discussion about tensions between the EU,
CEE and China. The EU is mostly concerned about the geopolitical leverage
which those investments might trigger, especially in a region in which euroskepticism has recently been growing. Moreover, Chinese financing
mechanisms do not have to be the most attractive way of funding for the EUCEE countries that can benefit from EU Cohesion Funds. The biggest
advantage of using EU funds is that they are classified as transfers not
liabilities and do not have to be repaid. However, while Chinese financing
might not seem as attractive to EU-CEE countries, it is much more significant
in the Western Balkans, which have only limited access to EU grants.
Moreover, the main drawback of Chinese financing is the requirement to use
specific Chinese instead of local contractors.
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Box2: Initiatives aiming at deepening China and CEE integration comes with risk
China’s Belt and Road Initiative (BRI) was introduced by the Chinese president in 2013 and is a development
campaign which provides a framework of integrating the country more deeply into the world economy. The BRI
consists of two economic corridors: the Silk Road Economic Belt (the Belt) and the 21st century Maritime Silk
Road Initiative (the Road) encompassing around 65 countries in Asia, Europe and Africa. The main aim of the BRI
is to boost trade and stimulate economic growth across Asia and beyond.
An essential part of the BRI of special importance to CEE is the ‘16+1’ initiative, which brings together 16 CEE
region countries (11 are EU members and 5 Balkan states). China sees the CEE region as a gateway to Europe
and would like to increase its political and economic influence in Europe. The initiative focuses mainly on heavy
investments in infrastructure such as the planned high-speed railway between Belgrade and Budapest. Despite
the fact that the ‘16+1’ initiative is presented only as an investment initiative, it comes together with strong political
engagement. That is perceived by the EU as a threat in case Chinese investments drive a wedge between states
that stay inside or outside the ‘16+1’. Inside the European Union, Hungary seems to be standing out as being the
strongest official backer of China’s intentions.
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Disclaimer
This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated
subsidiaries "Erste Group") independently and objectively as other information pursuant to the Circular of the Austrian Financial
Market Authority regarding information including marketing communication pursuant to the Austrian Securities Supervision Act.
This publication serves interested investors as additional source of information and provides general information, information
about product features or macroeconomic information without emphasizing product selling marketing statements. This
publication does not constitute marketing communication pursuant to Art. 36 (2) Austrian Securities Supervision Act as no direct
buying incentives were included in this publication, which is of information character. This publication does not constitute
investment research pursuant to § 36 (1) Austrian Securities Supervision Act. It has not been prepared in accordance with legal
requirements designed to promote the independence of investment research and it is not subject to the prohibition on dealing
ahead of the dissemination of investment research. The information only serves as non-binding and additional information and
is based on the level of knowledge of the person in charge of drawing up the information on the respective date of its
preparation. The content of the publication can be changed at any time without notice. This publication does not constitute or
form part of, and should not be construed as, an offer, recommendation or invitation to subscribe for or purchase any securities,
and neither this publication nor anything contained herein shall form the basis of or be relied on in connection with or act as an
inducement to enter into any contract or inclusion of a security or financial product in a trading strategy. Information provided in
this publication are based on publicly available sources which Erste Group considers as reliable, however, without verifying any
such information by independent third persons. While all reasonable care has been taken to ensure that the facts stated herein
are accurate and that the forecasts, opinions and expectations contained herein are fair and reasonable, Erste Group (including
its representatives and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability for the upto-dateness, completeness and correctness of the content of this publication. Erste Group may provide hyperlinks to websites
of entities mentioned in this document, however the inclusion of a link does not imply that Erste Group endorses, recommends
or approves any material on the linked page or accessible from it. Neither a company of Erste Group nor any of its respective
managing directors, supervisory board members, executive board members, directors, officers of other employees shall be in
any way liable for any costs, losses or damages (including subsequent damages, indirect damages and loss of profit)
howsoever arising from the use of or reliance on this publication. Any opinion, estimate or projection expressed in this
publication reflects the current judgment of the author(s) on the date of publication of this document and do not necessarily
reflect the opinions of Erste Group. They are subject to change without prior notice. Erste Group has no obligation to update,
modify or amend this publication or to otherwise notify a reader thereof in the event that any matter stated herein, or any
opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance
of securities or financial instruments is not indicative for future results. No assurance can be given that any financial instrument
or issuer described herein would yield favorable investment results or that particular price levels may be reached. Forecasts in
this publication are based on assumptions which are supported by objective data. However, the used forecasts are not
indicative for future performance of securities or financial instrument. Erste Group, its affiliates, principals or employees may
have a long or short position or may transact in the financial instrument(s) referred to herein or may trade in such financial
instruments with other customers on a principal basis. Erste Group may act as a market maker in the financial instruments or
companies discussed herein and may also perform or seek to perform investment services for those companies. Erste Group
may act upon or use the information or conclusion contained in this publication before it is distributed to other persons. This
publication is subject to the copyright of Erste Group and may not be copied, distributed or partially or in total provided or
transmitted to unauthorized recipients. By accepting this publication, a recipient hereof agrees to be bound by the foregoing
limitations.
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