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Tamás Matura                          China’s Investments in Europe

Recently several European governments have turned towards China, looking at Beijing 
as some sort of a rescuer in the present debt crisis. The large amount of foreign exchange 
reserves – nearly 3,300 billion dollars – accumulated by China during the last few decades 
may, no doubt, seem to be a promising resource. Looking at the issue in more detail, 
however, it is clear that anticipations are exaggerated. In the present study, I argue that

- China cannot and does not intend to rescue the EU;
- The (Central) European contest for Chinese funds and economic aid is eroding 

the integrity of the EU and is deteriorating its position in negotiations – of which 
situation China takes advantage;

- The potential benefits of the Chinese–Hungarian relations should not be 
overestimated.

The european union – Chinese invesTmenTs

and Foreign exChange reserves

The composition of Chinese foreign exchange reserves (3,300 billion dollars or 
2,450 billion euros) and the geographical distribution of the investments are state 
secrets. Consequently, there are only estimates regarding the countries in which 

China has investments and the government securities of which it purchases. The situation 
is illustrated by the fact that even Chinese researchers and reports mainly rely on western 
estimates concerning their own foreign exchange reserves.

The lack of information constitutes a serious problem for both researchers and decision 
makers. This deficiency derives not only from the fast change of data due to recession 
and the Chinese companies’ unprecedented demand for stake in European business but 
also from the fact that members of the EU do not provide general information about 
the details of investments, thus they prevent the creation of an official and frequently 
updated databank about them.1 The geographical target of working capital originating 
from China is difficult to identify which makes the situation even more complicated. 
More than seventy percent of Chinese Outward Direct Investment (ODI) was directed 
to tax havens and investment centres as the Cayman Islands, the British Virgin Islands 
and Hong Kong,2 therefore, the route of this amount of money is problematic to track. 
Nevertheless, a considerable part of this capital most probably returns to China after 
a “round-tripping” due to taxation matters. Allegedly, 60–70 percent of these foreign 
exchange reserves might be denominated in US dollars with a decreasing ratio, while 
20–30 percent of them are in euros.3 The exploration of this field is further complicated 

1 François Godement, Jonas Parello-Plesner and Alice Richard: “The Scramble for Europe”. (European 
Council on Foreign Relations) ECFR Policy Brief, No. 37. (2011).

2 2010 Statistical Bulletin of China’s Outward Foreign Direct Investment. Beijing: Ministry of 
Commerce of the People’s Republic of China, 2011. Electronic version: http://hzs.mofcom.gov.cn/
accessory/201109/1316069658609.pdf.

3 Yu-Wei Hu: “Management of China’s Foreign Exchange Reserves: A Case Study on the State 
Administration of Foreign Exchange (SAFE)”. European Comission, Economic Papers, No. 421. (July 
2010). Elektronikus változat: http://ec.europa.eu/economy_finance/publications/economic_paper/2010/
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by the fact that China tends to use western monetary infrastructure to conduct its fiscal 
transactions; it is therefore probable that an offer from London originates from a Chinese 
buyer.

Analysts of the European Council on Foreign Relations have summarised their 
opinion in their study titled “China is Buying up Europe”.4 Chinese investments in Europe 
quadrupled between 2007 and 2010 indeed and this process may have even accelerated 
in 2011.

According to Chinese data, the total value of their investments reached 12 billion 
dollars by 2010 and this amount has certainly increased in 2011. Nevertheless, comparing 
this sum to gross Foreign Direct Investment (FDI) that flowed into the EU by 2010 (6,890 
billion dollars), it is obvious that Chinese investment constitute only a small portion of it 
(0.17%).5

Additionally, one must take into account that rescuing the euro and restoring the 
economic stability of the EU would require approximately a thousand billion euros.6 
Clearly, this amount of money – or even a fraction of it – exceeds China’s tendency to 
risk. In addition, the degree of liquidity of foreign exchange reserves does not contribute 
to the transfer of such amount of capital to Europe. Beijing, at the same time, may have 
carried out cost  –benefit analyses to measure up the amount that is worth investing into 
European economy, saving sufficient capital to be injected into the Chinese financial 
system even in the case of a collapse of the market in Europe and a subsequent recession 
of the world economy. (China enhanced its market by a nearly 600 billion-dollar stimulus 
package in 2009.) In case of a potential global depression, Beijing will be preoccupied 
with its own problems. Moreover, the current deflating of the real estate bubble as well 
as the astonishingly high degree of public debts (approximately 1,700 billion dollars)7 of 
provinces and other local authorities may even lead to a domestic crisis, but also affecting 
the world economy.

A further significant point at issue is that aiding the previous colonial powers, the 
“spoilt and rich” western societies are vexing to Chinese public opinion as poverty is still 
a serious problem in their own country. Even though China is not a democracy, decision-
making in Beijing is highly influenced by public sentiment. “Some members of the EU 
do not make sufficient efforts in order to resolve the crisis” – not only is this the public 
opinion, but also conviction (based upon personal experience) of experts of international 
relations, influential people in the area of foreign policy. A Chinese researcher of the 
EU who visited Greece not long before our conversation, expressed how objectionable 
his delegation had found that people went on strike and protested on the streets causing 
enormous deficits to the economy of their country. At the same time, coffee houses were 
full of customers without any visible sign of their intention to reach a national consensus 
in order to fight recession.

pdf/ecp421_en.pdf.
4 Godement, Parello-Plesner and Richard: op. cit.
5 Own calculations based on UNCTAD STAT.
6 John O’Donnell: “Euro Zone Rescue Fund will Have Firepower of 1 Trillion Euros”. Reuters, http://

www.reuters.com/article/2011/10/27/us-eu-efsf-idUSTRE79Q0N420111027, 27 October 2011.
7 Zhou Xiaoyuan: “Do Not Capitalize on China’s Local Government Debt”. People’s Daily Online, 

http://english.peopledaily.com.cn/90001/98649/7448807.html, 22 July 2011.
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Another intriguing aspect was revealed during exchanges with our Chinese colleagues. 
According to the thinking of the Chinese, the situation is not as serious as the media 
makes it seem to be. Moreover, the crisis is not about Europe’s lack of money but there 
is an internal structural rivalry going on and the real aim is the establishment of the long 
wished fiscal union which the disastrous effects of recession created ideal circumstances 
to claim for. Beijing is not to intervene in this conflict or provide any country with 
considerable financial aid as that would result in confusing the internal relations of the 
EU and would render the forming of a monetary cooperation more difficult, and would be 
blamed for that by the EU later on.

Taking all the above aspects into consideration, it seems highly unlikely that China 
would support the rescue of European currency with more than 100 billion euros, 
especially because the details of the recovery plan are found to be largely inconclusive. 
Even the provision of this amount of capital has become questioned recently, as several 
high-ranked Chinese officials spoke disparagingly about European crisis management and 
underlined the priority of Chinese investments. Jin Liqun, chairman of the supervisory 
board of China Investment Corporation, a state-owned company handling investments of 
400 billion dollars and former deputy finance minister, explained the recession with the 
idleness and excessive welfare spending of Europe in an interview in November. At the 
same time, he announced that the incentive to any Chinese investments in Europe will 
exclusively be financial gain.8

Fu Ying, deputy foreign minister in charge of European affairs, has proclaimed a 
few days ago that it is not China’s obligation to save Europe, and that currency exchange 
reserves can not serve this purpose.9

division, hopes and misbelieves

Prior to the financial and economic crisis, the EU was on the way towards establishing 
a substantial and strong relationship with China on a community level. This 
intention, however, was shaken by individual national interests that increasingly 

intensified in the course of the recession. The attitude of member states towards the Far 
Eastern country has been polarised and EU states struggling with financial difficulties 
are competing for Chinese connections considerably weakening each other in the process. 
The consequent situation could be described as “divide and rule”, even though China does 
not aim at dividing members of the EU – they divide themselves.

8 “Jin Liqun: Europe Induces ‘sloth, indolence’”. Al Jazeera, http://www.aljazeera.com/programmes/
talktojazeera/2011/11/2011114434664695.html, 9 November 2011.

9 “China Can’t Use Reserves to ‘Rescue’ European Countries, Minister Fu Says”. Bloomberg News, 
http://www.bloomberg.com/news/2011-12-02/china-can-t-use-its-reserves-to-rescue-countries-vice-
minister-fu-says.html, 2 December 2011.
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Figure 110

10 Godement, Parello-Plesner and Richard: op. cit.; John Fox – François Godement: “A Power Audit 
of EU–China Relations”. European Council on Foreign Relations, Policy Report, http://ecfr.3cdn.
net/532cd91d0b5c9699ad_ozm6b9bz4.pdf, April 2009.
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The two diagrams above, taken from a study widely cited both in the West and China, 
demonstrate that differences between the member states’ political and economic points of 
view considering China did exist even before the crisis. Following the recession, however, 
a clear polarisation can be observed: member states in trouble see China as their saviour, 
while the economic and commercial leaders of the EU are frightened of increasing Chinese 
influence and competition. Each member that can not be classified as falling into either of 
the (slightly constrained) categories adopted a favourable attitude towards Beijing as well.

Undoubtedly, China’s economic opportunities seem to be excellent compared to those 
of western societies. In addition, its ODI grows at a high pace (Figure 2.); suggesting that 
all the economic problems of Central and Eastern European countries (CEE) can be solved 
by bilateral commercial and investor relations, however, would be an exaggeration.

Figure 211

 

Data of the United Nations Conference on Trade and Development (UNCTAD) clearly 
show that China’s share of global ODI was hardly 1.45% in the stock variable, but 5.14% 
in the flow variable in 2010. (For comparison: the share of the USA is approximately 24%, 
while the EU owns 31%. See Figure 2.)

11 Own calculations based on data from UNCTAD STAT.
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Figure 312

Moreover, only five percent of this Chinese investment’s gross value was directed to 
Europe, though the share of the EU in the Chinese flow variable, due to cheaper European 
enterprises after the break-out of the crisis, was ten percent in 2010 (Figure 3.). Aggregate 
trade data of Central European members of the Union show that China’s share is merely 
two percent, while its investments’ value constitutes only 0.3% of gross FDI transferred 
to the region.13

Though a significant growth was experienced in both cases in recent years, partly 
because of the weak base, China’s presence in the Central European economy is still 
inconsequential – not surprisingly, considering the enormous geographical distance and 

12 2010 Statistical Bulletin of China’s Outward Foreign Direct Investment.
13 Own calculations based on data from UNCTAD STAT.
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the orientation of the CEE countries towards the Union. Statistics show that some 60–
90 percent of the foreign trade of the Central European countries is directed to other, 
mostly western members of the EU. Russia, particularly due to the energy import, is also 
significant. As ninety percent of the world trade is seaborne, the Central European region 
is not expected to gain considerable importance in economic relations between the EU 
and China or play a prominent role in related logistics either. The majority of Chinese 
merchandise is still going to arrive to Rotterdam, Hamburg, and other great Western 
European ports. The strains of trading on the Danube from Constanţa are discussed 
later. The development of the Trans-Siberian Railway would certainly be constructive 
and probably even advantageous to Hungary, its channel capacity, however, is limited 
compared to maritime trade. And it is also questionable whether the turnover connected 
to it could be directed towards our country.

It is clear, however, that Beijing demands huge rewards for any financial and economic 
aid provided for members of the EU. Chinese corporations earned a powerful interest in 
the operation of sea ports and in ship production in Greece. At the same time, political 
compensation occurred for example when the Spanish EU presidency suggested lifting 
the arms embargo against China after Spain had benefited from financial assistance from 
Beijing.

hungarian relaTions

The facts introduced above indicate that one should have reasonable expectations 
in connection with the economic relations between Hungary and China. The top 
priorities of Chinese global investment strategy are expanding markets, acquiring 

technology and know-how, establishing strategic alliances with western corporations and 
gaining sources of raw materials.14 Each of the four elements above is either scarce in our 
homeland or owned by western companies. The question thus arises about what we can 
offer to the Chinese side and what sort of investment we could attract. The credit limit of 
one billion euros offered by the Chinese premier is not exceptional: other countries of the 
region – like Moldova and Ukraine – obtained the same amount of loans.15 Hungary has 
some comparative advantages in the car industry sector over the other countries of the 
region, therefore it would be worthwhile to contemplate drawing Chinese car manufacturers 
to our country in the future when their factories meet the standards of the Union. Even 
though Chinese trademarks seemed far from appearing in Europe as contenders a few years 
ago, some Chinese models have already passed European crash tests, according to latest 
reports. Geely, one of the most prominent car producers intends to market its merchandise 
in the United Kingdom starting in 2012, while Great Wall Motor will open its car factory 
in Bulgaria in the near future.16 Perhaps we have missed this opportunity already.

14 Françoise Nicolas: “Chinese Direct Investment in Europe: Facts and Fallacies”. Chatham House, 
Briefing Paper, No. 1.  (2009).

15 Justyna Szczudlik-Tatar: “China’s Policy Towards Non-EU ‘New Eastern Europe’”. Bulletin PISM, 
No. 103. [320.] (2011).

16 “A Chinese Automaker Secures a Foothold in Europe”. The New York Times, http://www.nytimes.
com/2010/12/16/business/global/16cars.html? src=twrhp, 15 December 2010.
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Playing the role of a logistics centre assuming a Europe-wide importance is unlikely 
either. 47% of trade between the EU and China is conducted by Germany, while France, 
their second biggest partner, is responsible for only 16% of it. Our country can not 
compete with the economic, logistic, and geographic opportunities of these states; and 
even obtaining the position of a regional logistics centre is doubtful, due to the lack of 
sufficient developments. Bulgaria or Romania would be more suitable to fill that post in the 
long run, on account of their sea ports. In Hungary, the sound investments that would have 
truly and greatly improved our logistic infrastructure were not realised. Merely raising 
logistical centres is insufficient as it represents only one part of the chain of distribution.

According to experts, one of the major problems can be explained by the deficient 
navigability of the Danube caused by poor maintenance of its Hungarian section. As 
Romanian, Austrian and Slovak sections are all more promising, suppliers try to avoid 
our homeland as far as it is possible. Should Chinese container ships arriving at Constanţa 
transfer their cargo onto river boats, westward trading via the Danube, thus through 
Hungary, would mean tremendous opportunities. The same obstacle prevents freight via 
the Trans-Siberian Railway from entering our country at Záhony, since further transport 
would also mean shipping on the Danube. According to present plans, the railroad would 
be elongated to Dunaújváros or the Danube Bend, even if this means the extension of the 
wide track, and there an intermodal freight terminal would enable products to continue 
their journey on the Danube. In the first case, port facilities are already available, but 
the bridges of Budapest would form a barrier. In the case of the Danube Bend, however, 
building up the whole infrastructure a port needs would require enormous investment. 
Slovak economic diplomacy has acquired exclusive rights over freight from Austria to 
Ukraine already, and presumably they are going to make a remarkable effort to gain 
control over westward Chinese trade as well. The Danube is well navigable at Bratislava 
as its bed is dredged and the dam limits water level.

The Chinese government’s purchase of Hungarian government bonds has provided 
reasons for a certain amount of scepticism so far since no exact figures were made public 
concerning the purchase – not surprisingly, as it is a Chinese state secret (see above). At the 
same time, the fact that China would offer 100 billion euros to the whole of the EU, may 
make one conclude that the amount dedicated to Hungary could not be highly significant. 
According to financial analysts the Hungarian government puts its 2012 borrowing needs 
at 15 billion Euros, including 2 billion for the fiscal deficit. Bankers estimate that the total 
external financing need – private and public – is about 42 billion, mostly for banks.17 This 
would assume a proportionately greater scale of Chinese assistance than it is willing to 
provide to the EU. Moreover, Hungary is one of the nations with the highest credit risk in 
the world and China is not going to gamble such aggregates merely on grounds of good 
political relations. Considering the significant financial losses of creditors of Greece it is 
not surprising that no serious purchase intent has been expressed either from the Chinese 
or the Saudi Arabian side, as it is demonstrated by unsuccessful government bond auctions 
of past weeks and the fact that the government turned to the IMF again.

17 Stefan Wagstyl: “Hungary Tests Nerves as Forint Slides”. Financial Times, http://www.ft.com/intl/
cms/s/0/dc3d2de0-37c2-11e1-a5e0-00144feabdc0.html, 5 January 2012.
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China welcomes the opening by the Hungarian government towards China, but does 
not attribute special significance to the Chinese premier’s visit in Budapest, and misses 
Hungarian offers that could be appealing to a country with China’s potentials, as high-
ranking colleagues of the Chinese embassy in Budapest explained. Experts from Beijing 
also opined that the one-billion-euro credit line represents an opportunity only and it is 
Hungary that is supposed to fill it in with substance, i.e. projects. China, however, has not 
seen any ambitious project planning yet. The collapse of Chinese–Hungarian negotiations 
concerning Malév, announced a few days ago, also indicates that to present a lucrative 
deal to China is difficult for Hungary.

ConClusion

In conclusion, we may assume that against the expectations of the government and part 
of the public, China is not rushing to our rescue but follows the pragmatic Chinese 
approach promoting its own interest instead. Even sixty years of good relations does 

not weigh much: Chinese decision-making is rather motivated by business opportunities. 
This, however, is not surprising and it is in accordance with both the role states play in the 
international system and with the experts’ expectations.

As for Hungary, it appears worthwhile to repeatedly emphasize the importance of the 
EU among our economic and foreign political preferences, since for the time being there is 
no prospect of an eastward shift that would increase our economic and financial potential. 
Naturally, further cooperation with China must be sought but instead of a few major 
deals, it is more plausible to complete numerous minor ones, which means that promotion 
of micro-level cooperation deserves attention. Taking advantage of greater opportunities 
would require large-scale investments and collaboration with other states of our region to 
provide Chinese business circles with integrated financial packages.

Ceterum censeo: investing in our future is even more important than our present. 
In order to optimise Hungarian decisions concerning China, it is vital to strengthen 
theoretical and practical Chinese studies even in an institutionalised form. The scarcity of 
human resources regarding financial and political analysts working in this field as well as 
insufficient utilisation of existing intellectual capital can lead to suboptimal decisions in 
state and corporate sectors.

Developing stronger bonds between Chinese and Hungarian societies is of similar 
consequence. Invitation of Chinese university students and young managers to visit 
our country may play a prominent role in the following decades of Hungarian–Chinese 
economic and political relations. The potential offered by the Chinese who pursued their 
studies here in the fifties and sixties and upon returning home have come to work in state 
and business positions, could not be made use of following the political transition. To re-
establish this bond by a new generation would be a paramount interest of Hungary.

14 December 2011

Tamás Matura                          China’s Investments in Europe

13 January 2012          11


