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Preface

International politics are currently characterized by tensions and disagreements
among major powers that hinder common action on major challenges, including
the climate crisis and pandemic disease. The European Union (EU) is becoming
more concerned with the challenges that an increasingly assertive China poses
to the rules and norms of the liberal international order that the EU supports.
Simultaneously, China is recognizing the sharper tone in EU policy discourse on
China-EU relations.

This reassessment of the relationship from both sides will doubtless lead to
adaptations in posture and policy by both. Where political trust has weakened,
it is wise to have moderate expectations. However, a core conclusion from this
policy paper is that the partnership remains both viable and, given the scale of
investments and the shared stakes in the relationship, also necessary.

Alongside the recognition of emerging challenges and difficulties in China-EU
relations, it is important to keep in mind the milestones that have been reached
and the progress that has been made in connectivity projects over the past few
years. An increasing volume of goods are being moved between China and the EU
because of successful investments in rail and maritime transport infrastructure.
Chinese and European contractors have worked together to build the communi-
cation networks that are in use today, even though controversy around future
digital cooperation is deepening. The terms of the relationship are open to
question, not the fundamental fact of it, though deeply significant adjustments in
expectations and policies are necessary and are taking place.

The issues within the China-EU relationship cannot be properly understood
if viewed through an exclusively China-EU lens. Transatlantic relations, which
are themselves entering a process of renewal and realignment as the Biden
administration takes over, are also part of the picture.

The authors of this thought-provoking policy paper—Ian Anthony, Jiayi Zhou,
Jingdong Yuan, Fei Su and Jinyung Kim—have used their deep expertise on all
these issues to describe the current state of China-EU discourse in this area. They
draw out the subtle and shifting balance between competition and cooperation
in a complex and changing international context. They are able to present some
practical ideas on how to maintain cooperation while recognizing the need for
realistic expectations. I commend the analysis and the policy proposals to policy-
makers engaged with China-EU relations, as well as to researchers and media
interested in transport and digital connectivity.

Dan Smith
Director, SIPRI
Stockholm, March 2021
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Summary

Relations between China and the European Union (EU) are undergoing signifi-
cant changes. With an important relationship marked by fast growing trade and
increasing investments over four and half decades, China and the EU today are
reassessing some of the assumptions, expectations and policy frameworks that
have underpinned their hitherto largely cooperative and mutually beneficial stra-
tegic partnership.

Since at the least the 2010s, China and the EU had focused discussions on how
to strengthen their commercial relationship through joint agreements related to
‘connectivity’. This has included Chinese investments in transportation systems
and digital networks that were seen as positive examples of bilateral cooperation
and sources of economic growth. But these connectivity projects are complex
and take time to implement, and political relations have meanwhile begun to
deteriorate.

The EU has become disillusioned by China’s failure to respect free and fair trade,
transparency and accountability in investment, and reciprocity in market access.
China wants to preserve the EU as a crucial market for goods and investments,
and an important source of technologies and standards.

Neither China nor the EU will decouple relations given the enormous stakes
involved, but they will adapt policies to reflect the new realities of their relation-
ship. China-EU summitry and top-level political interactions have become more
intense and focused on areas of substantive difference.

China-EU relations are also affected by the United States factor. The US
administration of President Donald J. Trump forced sharp choices on both China
and the EU over trade disputes and technological competition. The potential
realignment and renewal of transatlantic relations under the new administration
of President Joe Biden may force China to make policy adjustments to protect
and advance its interests in an environment of transatlantic convergence on
geopolitical and geoeconomic matters.

Against this background, the conceptual underpinnings and policy implications
of connectivity projects in the transport and digital sectors are being reassessed.
While connectivity projects are emblems of China-EU cooperation, they have
also come to reveal differences in expectations, management and outcomes.

The scope for projects has narrowed in transportation, and cooperation in
digital connectivity has been significantly disrupted. China and the EU need to
decide whether digital connectivity is still possible, where cooperation can still
take place, and what political, institutional and technical resources are necessary
for realistic, safe and viable projects, for instance, in e-commerce. Disputes over
investment priorities, divergent regulatory regimes, emerging security concerns
and technical issues in implementation have placed a question mark over the
future of connectivity programmes.

China and the EU lack the level of mutual understanding that can sustain
cooperation in the long run. Investing in human resources and knowledge can



help reduce misplaced expectations and misinterpretations that impede a more
mature bilateral relationship.

The China-EU relationship remains viable and their cooperation is needed,
not least to facilitate economic recovery after the Covid-19 pandemic. However,
greater clarity in interests and objectives is also needed. Based on these findings,
the following policies can be recommended.

1. Existing China-EU institutional arrangements such as the EU-
China Connectivity Platform (EUCCP) and the annual Information
and Communications Technology Dialogue need to be fully focused
on agreed connectivity projects in order for the two sides to reach
common ground on how they will be implemented.

2. To promote integrated and sustainable supply chains, China and the
EU should develop a common focus on how security issues will be
addressed in the field of transportation.

3. China and the EU should agree on criteria that need to be met for
digital networks to be considered secure in a joint framework. The
criteria should be monitored effectively by each party based on
transparent information.

4. To prepare for future cooperation, China and the EU each need to
significantly increase their investment in generating knowledge
about the contemporary politics of the other. The EU should
prioritize contemporary China studies when earmarking research
funds. China should create deeper research capacity related to the
EU across its nationwide university and think-tank systems.

5. China and the EU should explore less contentious and more
promising areas for cooperation, such as green financing, energy and
climate change.



Abbreviations

4G Fourth generation (digital networks)

5G Fifth generation (digital networks)

17+1 Cooperation between China and Central and Eastern European
Countries

ASEM Asia-Europe Meeting

BDI Bundesverband der Deutschen Industrie (Federation of German
Industries)

BRI Belt and Road Initiative

CAI Comprehensive Agreement on Investment

CEF Connecting Europe Facility

COSCO China Ocean Shipping Company

CRE China Railway Express

ENISA European Union Agency for Cybersecurity

EU European Union

EUCCP European Union-China Connectivity Platform

FDI Foreign direct investment

G20 Group of Twenty (large economies)

ICT Information and communications technology

NATO North Atlantic Treaty Organization

NIS Network and information security

PPE Personal protective equipment

SOE State-owned enterprise

TEN-T Trans-European Transport Network

TSI Three Seas Initiative






1. Introduction

The past few years have witnessed significant changes in the four-and-half-decade
relationship between China and the European Union (EU), which now includes
elements of a so-called systemic rivalry.! Elections in key European countries and
the inauguration of a new administration in the United States promise to make
2021-22 an important inflection point as part of the ongoing recalibration of the
nature of relations with China.

The China-EU relationship has evolved from being a relatively peripheral
foreign policy priority for both sides to the point where it now demands signifi-
cant time and engagement from the most senior leaders. Discussions among
officials are now subject to continuous political oversight because some of the key
assumptions on which the China-EU relationship was based in the past have been
overturned. Senior-level meetings such as China-EU summits have acquired a
heightened significance.

In the early 2000s the EU believed that China would transition to an open and
more liberal society, based on respect for human rights, and that this change
would be accomplished (or at least accelerated) as a middle class emerged and
expanded through enhanced trade and commerce.? It further assumed that a
focus on domestic priorities would make the emergence of China as a global player
a gradual and long-term process, and that an emerging China would assimilate
the system of rules that the EU itself promoted.

Atthe same time, China saw the EU as a close trade and investment partner, with
which common economic interests were expected to spill over into more wide-
ranging political cooperation.? It foresaw that the EU could evolve into a separate
centre of decision making in a multipolar world. But this idea was tempered by
the belief that the European approach to international affairs would nevertheless
emphasize collaborative tools to promote its interests, given the profile of the
EU as a peace project and the major disagreement between important European
countries and the USA over the use of force in the early 2000s.

Against these assumptions, it was logical and uncontroversial to adopt a
connectivity agenda to enhance transport and digital links through investment in
infrastructure. China and the EU both saw projects to make it faster and cheaper
to conduct trade and commerce as being consistent with their interests.

Both sides have realized that their initial assumptions were flawed. Economic
success has not translated into the kind of domestic reform in China that the EU
hoped for and anticipated. In addition, China has become a powerful global actor

1 European Commission, ‘EU-China—A strategic outlook’, Joint Communication to the European
Parliament, the European Council and the Council, JOIN(2019) 5 final, 12 Mar. 2019.

2 European Commission, ‘A mature partnership: Shared interests and challenges in EU-China relations’,
Policy Paper for Transmission to the Council and the European Parliament, COM(2003) 533 final, 10 Sep.
2003, ; and Maher, R., ‘The elusive EU-China strategic partnership’, International Affairs, vol. 92, no. 4 (July
2016), pp. 959-76.

3 Zhou, H. (Ji3) and Jin, L. (&%), 1K) RT04F: LU IkE AN 2 [70 years of China-European
relations: The development of a multisectoral partnership], W} 5t [Chinese Journal of European Studies],
no. 5, 2019, pp. 1-15.


https://ec.europa.eu/commission/sites/beta-political/files/communication-eu-china-a-strategic-outlook.pdf
https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2003:0533:FIN:EN:PDF
https://doi.org/10.1111/1468-2346.12659
http://ies.cass.cn/wz/ozyjzz/qkqw/201911/W020191125340149872448.pdf
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with influence over all dimensions of international affairs at an unexpected pace.
These domestic and external developments overwhelmed the capacity of the EU to
process the full implications of China’s emergence, in particular where the latter’s
new diplomatic assertiveness and its economic practices challenge existing norms
and rules for global governance.

The constitutional reforms enacted by the EU have not enabled it to act with
coherence and unity across the spectrum of international affairs. Compared to
the pace of development in China, the transformation of the EU has been slow and
uneven. Its relationship with the USA is extremely durable—as China has come to
understand—and the transatlantic community moves quickly to repair relations
after even the most serious disagreements. The EU has increasingly turned to
instruments such as sanctions and conditionality to promote its interests and has
asserted that more effective military cooperation is needed to play a proper role
in global affairs.

These changes have required a serious reassessment by both China and the EU of
the nature, scope and future direction of their relationship. The two sides remain
committed to their strategic partnership, and this differentiates them from the
USA, where a broad consensus appears to be emerging that relations with China
are inevitably confrontational. However, major differences over human rights,
foreign policy, and economic and political governance have emerged between
China and the EU, and at times these have impeded cooperation in areas where
their stated interests align. Among the areas in which such dynamics are playing
out is in the field of ‘connectivity’, a weathervane for a relationship that is of
growing importance for international relations.*

A broad concept, connectivity denotes both physical and non-physical linkages
between geographies, polities, economies and peoples.® Over the past decade, it
has become increasingly prevalent as an organizing economic and foreign policy
concept across national capitals, international and regional organizations, and
multilateral financing institutions. But not all connectivity-related initiatives
work in conjunction; in addition to differences in purview and approach, they
have also become a source of significant contestation as various actors reshape
regional and global integration in their own interests.

Not least among the players involved in shaping 21st century connectivity are
China and the EU, which are pivotal actors in their respective regions as well
as globally. Both are pursuing their own connectivity initiatives: China through
the Belt and Road Initiative (BRI) and the EU through its Connecting Europe
Facility (CEF) and Connecting Europe and Asia strategy, which all aim to reshape

4 European Commission, ‘Elements for a new EU strategy on China’, Joint Communication to the
European Parliament and the Council, JOIN(2016) 30 final, 22 June 2016.

5 E.g. Asia-Europe Meeting (ASEM) Path Finder Group on Connectivity (APGC), ‘ASEM connectivity’,
Annex I to Chairman’s statement, 13th ASEM Foreign Ministers’ Meeting, 21 Nov. 2017; and European
Commission, ‘Connecting Europe and Asia: Building blocks for an EU strategy’, Joint communication to
the European Parliament, the Council, the European Economic and Social Committee, the Committee of
the Regions and the European Investment Bank, JOIN(2018) 31 final, 19 Sep. 2018.


https://eeas.europa.eu/archives/docs/china/docs/joint_communication_to_the_european_parliament_and_the_council_-_elements_for_a_new_eu_strategy_on_china.pdf
https://cdn.aseminfoboard.org/documents/Annex_I.pdf
https://eeas.europa.eu/sites/eeas/files/joint_communication_-_connecting_europe_and_asia_-_building_blocks_for_an_eu_strategy_2018-09-19.pdf
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and integrate landscapes at home and abroad.S As pursued between them, in the
China-EU policy context, connectivity initially referred to agreements to jointly
pursue investments in transport infrastructure. However, the term has also been
applied to other sectors and areas where deeper cooperation through government-
level consultation, industrial or sectoral joint efforts, and greater societal and
interpersonal exchanges would enhance China-EU policy coordination.

How China and the EU pursue their respective connectivity agendas will
inevitably affect interoperability, standards and rules across multiple levels
of governance. Particularly at a time of heightened geopolitical uncertainty,
the elements of partnership and competition within their complex bilateral
relationship will also have broader implications for the international order. Thus,
through the lens of connectivity this policy paper also seeks to bring greater
empirical specificity to the analysis of China and the EU’s complex relationship.

Previous SIPRI publications have explored the geopolitical, economic and
developmental implications of the BRI in Central, South and South East Asia,
and the prospects and challenges that China’s connectivity drive presents for
China-EU cooperation.” This policy paper rounds out the analysis by outlining
the implications of China’s connectivity effort within the EU itself. It is based
in part on workshops held with both European and Chinese stakeholders and
experts, in Stockholm in October 2019 and online in September 2020, and is also
informed by a range of online and in-person interviews with stakeholders and
analysts conducted in the first half of 2020.

The paper examines Chinese connectivity projects within the EU’s transport
and digital sectors. These sectors have significant interest from the point of view
of Chinese investments, but they also form the bases of the EU’s own priorities,
as outlined in the CEF established in 2014 and the 2018 Connecting Europe and
Asia strategy.®! While the paper does not examine EU investments in China, the
bilateral Comprehensive Agreement on Investment (CAI) agreed in principle in
December 2020 highlights the need to continue to scrutinize connectivity from
the reciprocal perspective.’

Chapter 2 discusses the evolving, often nuanced and sometimes elusive
definition of connectivity from political, economic and technical perspectives,
and as it is understood in China and the EU. The chapter discusses the respective

6 Chinese Ministry of Foreign Affairs, ‘President Xi Jinping delivers important speech and proposes
to build a Silk Road economic belt with Central Asian countries’, 7 Sep. 2013; European Commission,
JOIN(2018) 31 final (note 5); and European Commission, Innovation and Networks Executive Agency
(INEA), Investing in European Networks: The Connecting Europe Facility INEA: Brussels, July 2019).

7 Ghiasy, R. and Zhou, J., The Silk Road Economic Belt: Considering Security Implications and EU-China
Cooperation Prospects (SIPRI: Stockholm, 2017); Ghiasy, R., Fei., S. and Saalman, L., The 2Ist Century
Maritime Silk Road: Security Implications and Ways Forward for the European Union (SIPRI: Stockholm,
2018); and Anthony, I., Zhou, J. and Su, F., ‘EU security perspectives in an era of connectivity: Implications
for relations with China’, SIPRI Insights on Peace and Security no. 2020/3, Feb. 2020.

8 People-to-people linkages, which are part of the Connecting Europe and Asia strategy, are not covered
here. European Commission, ‘Explaining the European Union’s approach to connecting Europe and Asia’,
Fact sheet, 19 Sep. 2018.

° European Commission, ‘EU and China reach agreement in principle on investment’, Press release,
30 Dec. 2020.


https://www.fmprc.gov.cn/mfa_eng/topics_665678/xjpfwzysiesgjtfhshzzfh_665686/t1076334.shtml
https://www.fmprc.gov.cn/mfa_eng/topics_665678/xjpfwzysiesgjtfhshzzfh_665686/t1076334.shtml
https://ec.europa.eu/inea/sites/inea/files/cefpub/cef_implementation_brochure_web_final.pdf
https://www.sipri.org/sites/default/files/The-Silk-Road-Economic-Belt.pdf
https://www.sipri.org/sites/default/files/The-Silk-Road-Economic-Belt.pdf
https://www.sipri.org/sites/default/files/2019-10/the-21st-century-maritime-silk-road.pdf
https://www.sipri.org/sites/default/files/2019-10/the-21st-century-maritime-silk-road.pdf
https://www.sipri.org/sites/default/files/2020-03/sipriinsight2003_0.pdf
https://www.sipri.org/sites/default/files/2020-03/sipriinsight2003_0.pdf
https://ec.europa.eu/commission/presscorner/detail/en/MEMO_18_5804
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_2541
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policy and political frameworks in which China and the EU place connectivity.
Chapter 3 briefly describes the changing perspectives of China and the EU on
each other, including how the US factor has influenced the evolving China-EU
relationship in recent years. This provides the broader political context within
which two policy areas—transportation and digital cooperation—are outlined and
analysed in chapters 4 and 5.

Connecting transport and telecommunications infrastructure was identified
by both China and the EU as an area where they could deepen cooperation.
In chapter 6 the paper concludes by presenting some of the key findings of the
research and makes some policy recommendations.



2. The evolving approach to connectivity

Connectivity is not the exclusive domain of any one actor and does not have
a common definition across policy areas. As a flexible term used by a range of
international actors, it is applied in many concrete sectors, programmes and
projects that are intended to enhance physical and non-physical linkages between
regions and people. Indeed, it has been used as a synonym for globalization, with
connotations of openness, engagement, coordination and even multilateralism.°
At the same time, various connectivity-related initiatives have also been the
subject of significant contestation regarding their geostrategic, commercial or
developmental nature and implications.!

Much of that controversy centres on the BRI, a large-scale domestic and foreign
policy connectivity framework which, among other ambitions, seeks to improve
the infrastructure linking Europe and Asia by land and sea. Since it was announced
by Chinese President Xi Jinping in 2013, China’s foreign economic and diplomatic
efforts related to the BRI have significantly shaped international discourse.'?
Other connectivity-related initiatives that include international organizations
and dialogue formats—such as the Group of Twenty (G20) large economies, the
Association of Southeast Asian Nations (ASEAN) and the Asia-Europe Meeting
(ASEM)—as well as those of other states—such as Australia, India, Japan and
the USA—have been variously characterized as both synergistic and in direct
competition with the BRI.13

This extends to the EU’s own 2018 document, ‘Connecting Europe and Asia:
Building blocks for an EU strategy’.}* As implied by the name, the 2018 document
is increasingly being seen as a modest first step towards a more comprehensive
effort that can eventually be applied globally, approaching the level of ambition
of the BRI.'®

10 European External Action Service (EEAS), Shared Vision, Common Action: A Stronger Europe—
A Global Strategy for the European Union’s Foreign and Security Policy (EEAS: Brussels, June 2016), p. 13.

11 Kohlenberg, P. J. and Godehardt, N., ‘China’s global connectivity politics: On confidently dealing with
Chinese initiatives’, Stiftung Wissenschaft und Politik (SWP) Comment no. 17, Apr. 2018.

12 Chinese Ministry of Foreign Affairs, ‘President Xi Jinping delivers important speech and proposes to
build a Silk Road economic belt with Central Asian countries’, 7 Sep. 2013.

13 E.g. Association of Southeast Asia Nations (ASEAN), Master Plan on ASEAN Connectivity 2025
(ASEAN Secretariat: Jakarta, 2016); Japanese Ministry of Foreign Affairs, ‘Partnership for quality
infrastructure: Investment for Asia’s future’, 21 May 2015; US Department of State, A Free and Open Indo-
Pacific: Advancing a Shared Vision (Department of State: Washington, DC, 4 Nov. 2019); Asia Africa Growth
Corridor (AAGC), ‘About AGGC’, 3 Nov. 2020; US Agency for International Development (USAID), ‘BUILD
Act’, 12 Dec. 2018; US Department of State, ‘Digital Connectivity and Cybersecurity Partnership’, [n.d.];
Group of 20, ‘Roadmap to infrastructure as an asset class’, Mar. 2018; and Japanese Government and
European Commission, ‘The partnership on sustainable connectivity and quality infrastructure between
Japan and the European Union’, 27 Sep. 2019.

14 European Commission, JOIN(2018) 31 final (note 5).

15 Clauss, M., Permanent Representative of Germany to the EU, ‘Implications for the China work of
the German Presidency of the Council of the EU’, Presentation, Charting a New Course for European
China Policy: Resilient, Competitive and Geopolitical conference, Mercator Institute for China Studies
(MERICS), 16 Sep. 2020, session 1,13.00-27.03.


https://eeas.europa.eu/sites/eeas/files/eugs_review_web_0.pdf
https://eeas.europa.eu/sites/eeas/files/eugs_review_web_0.pdf
https://www.swp-berlin.org/fileadmin/contents/products/comments/2018C17_khb_gdh.pdf
https://www.swp-berlin.org/fileadmin/contents/products/comments/2018C17_khb_gdh.pdf
https://www.fmprc.gov.cn/mfa_eng/topics_665678/xjpfwzysiesgjtfhshzzfh_665686/t1076334.shtml
https://www.fmprc.gov.cn/mfa_eng/topics_665678/xjpfwzysiesgjtfhshzzfh_665686/t1076334.shtml
https://asean.org/storage/2016/09/Master-Plan-on-ASEAN-Connectivity-20251.pdf
https://www.mofa.go.jp/files/000081298.pdf
https://www.mofa.go.jp/files/000081298.pdf
https://2017-2021.state.gov/wp-content/uploads/2019/11/Free-and-Open-Indo-Pacific-4Nov2019.pdf
https://2017-2021.state.gov/wp-content/uploads/2019/11/Free-and-Open-Indo-Pacific-4Nov2019.pdf
https://aagc.ris.org.in/about-aagc
https://www.usaid.gov/work-usaid/private-sector-engagement/build-act
https://www.usaid.gov/work-usaid/private-sector-engagement/build-act
https://www.state.gov/digital-connectivity-and-cybersecurity-partnership/
http://www.oecd.org/g20/roadmap_to_infrastructure_as_an_asset_class_argentina_presidency_1_0.pdf
https://www.mofa.go.jp/files/000521432.pdf
https://www.mofa.go.jp/files/000521432.pdf
https://merics.org/en/events/past-events-merics-conference-charting-new-course-european-china-policy
https://merics.org/en/events/past-events-merics-conference-charting-new-course-european-china-policy
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Debates about the nature and intention of these myriad connectivity initiatives
are difficult to resolve. While critics tend to stress the risks of asymmetric
interdependence in recipient countries, Chinese analysts often emphasize
that connectivity is inherently win-win.'® Indeed, the Chinese policy term for
connectivity, I (hulian hutong), places a double emphasis on T (hu) or
mutuality. However, the degree to which Chinese overseas investments are based
on a model of mutual and shared benefits is highly contested. Chinese officials
and analysts have tended to stress an absolute-gains model where the benefits
of connectivity are not necessarily equally shared among actors. As one Chinese
diplomat has put it, ““shared benefits” does not mean windfall gains. Business
opportunities in the BRI could only be seized by those who make a genuine effort,
not by those who sit comfortably out there complaining.’"’

Such a sentiment highlights how China and the EU have become embroiled in
discussions about the compatibility of their approaches to connectivity. More-
over, EU officials have taken a growing interest in monitoring and responding to
China’s investments and programme activities within and close to the EU as they
have increased in scale.!®

Connectivity in China and the European Union

In the EU, connectivity has been defined as encompassing both ‘physical and
non-physical infrastructure through which goods, services, ideas, information
and people can flow unhindered’.’ Indeed, one EU official has even stated that
‘Connectivity is part of the European Union’s DNA’, both within its internal
market and as a public goods provider abroad.?° Beyond physical infrastructure,
the EU has stressed the need for ‘sustainable, comprehensive and rules-based
connectivity’ as partof adistinct ‘European way’.? Its approach is also intertwined
with values, including but not limited to those of democracy, good governance and
human rights.??

In practice, the EU discourse on connectivity is fragmented along member state
and even subregional lines.?® Projects that fall under common EU initiatives are
also negotiated and implemented by member states. Coherence in EU policies
related to China and connectivity thus remains an aspiration, rather than a reality,

16 Garcia-Herrero, A. et al., EU-China Trade and Investment in Challenging Times (European Parlia-
ment: Brussels, May 2020); and Keohane, R. O. and Nye, J. S., Power and Interdependence, 2nd edn (Harper
Collins: New York, 1989).

17 Chinese Mission to the EU, ‘Spokesperson of the Chinese Mission to the EU speaks on a question
concerning areport by the EU Chamber of Commerce in China on the Belt and Road Initiative’, 18 Jan. 2018.

18 European External Action Service (note 10).

19 §eféovié, M., ‘Linking Europe and Asia offers opportunities’, Global Times, 24 Apr. 2019.

20 Seféovié (note 19).

21 European Commission, JOIN (2018) 31 final (note 5), p. 2.

22 Seféovié (note 19).

23 §.g. 8th Summit of China and Central and Eastern European Countries, “The Dubrovnik Guidelines
for Cooperation between China and Central and Eastern European Countries’, 12 Apr. 2019.
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albeit one that is taking shape through development of new EU-wide guidance
and legislation on foreign investment.?*

The EU’s own internal connectivity agenda is exemplified by the programme of
work to promote transport, digital and energy networks inside the EU financed by
the Connecting Europe Facility since 2014.25

Within the transport sector, an EU-wide network of roads, railway lines, canals
and coastal shipping routes along with the associated ports, airports and railway
terminals—the Trans-European Transport Network (TEN-T)—is envisaged. By
2030, through the CEF and other funding programmes, TEN-T plans to deliver a
‘core’ network of transport infrastructure, and by 2050 a comprehensive network
covering all European regions including projects that link to adjacent non-EU
member states.?

The EU’s digital connectivity agenda is one part of the EU’s Digital Europe
programme, a set of initiatives to support and finance the development of the
components of the Digital Single Market—a barrier-free market for digital com-
merce.?” The external dimension of digital connectivity is to be partly delivered
through the 2017 Digital4Development framework, which was formally launched
in December 2020 and which is designed to be fully compatible with the Digital
Single Market.?8

For China, the BRI exemplifies its approach to connectivity as an economic
and foreign policy initiative that has sparked intense speculation, imagination
and contestation around the globe. The BRI originated in 2013 as a series of
regional projects oriented to China’s immediate neighbourhood.?® The BRI was
not mentioned in any of the main China-EU dialogue forums in 2013 and it does
not appear in the EU-China 2020 Strategic Agenda for Cooperation adopted in
that year.3°

The scope of the BRI subsequently expanded rapidly. In November 2013 at the
second meeting of the heads of government of China and 16 Central and East
European countries—known as the 16+1, and later the 17+1—the leaders agreed
to discuss the possibility of building an international railway transportation
corridor connecting China and Central and Eastern Europe, and to strengthen

24 Clini, C., “The quest for coherence in Europe’s connectivity strategy’, European Interest, 12 Apr. 2019.

25 Council of the EU, ‘Multiannual financial framework and Next Generation EU’, Press release, 17 Dec.
2020.

26 Regulation (EU) no. 1315/2013 of the European Parliament and of the Council of 11 December 2013 on
Union guidelines for the development of the Trans-European Transport Network and repealing Decision
no. 661/2010/EU, Official Journal of the European Union, L 348, 20 Dec. 2013, pp. 1-28. Cooperation with the
Western Balkans is described in European Commission, EU Connectivity Agenda for the Western Balkans
(European Commission: Brussels, 2019).

27 REuropean Commission, ‘Digital Europe programme: A proposed €7.5 billion of funding for 2021-2027’,
Fact sheet, 14 Dec. 2020.

28 European Commission, ‘Digital4Development: Mainstreaming digital technologies and services
into EU development policy’, Commission staff working document, SWD(2017) 157 final, 2 May 2017; and
European Commission, ‘Team Europe: Digital4Development Hub launched to help shape a fair digital
future across the globe’, Press release, 8 Dec. 2020.

29 Ghiasy and Zhou (note 7).

30 EU-China 2020 Strategic Agenda for Cooperation, adopted Nov. 2013.
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cooperation in construction of roads, railways, ports and airports.’* In 2014, as
the BRI expanded to include Asia, Africa and Eastern Europe, the EU began to
question why Central and Eastern Europe was singled out, and whether this
would undermine EU cohesion.??

At the second Belt and Road Forum for International Cooperation, in April 2019,
President Xi continued to emphasize the need for a global connectivity network
based on physical transportation routes.?® However, in comparison to the EU’s
approach to connectivity, China has also taken a much less institutionalized and
programmatic approach with the BRI. On other occasions Xi has characterized
the BRI as a highly impressionistic artform with minimal details.?* The initiative
serves largely as an umbrella framework—if not public diplomacy slogan—for a
variety of Chinese overseas activities, including investment projects that predate
the announcement of the BRI. Indeed, no definitive list of BRI projects is publicly
available. Contributing to the lack of precision, China’s model of state-led capital-
ism has often made it difficult to distinguish between actors, interests and finance
sources across national and subnational levels of government and commerce.

The BRI is a process that continues to evolve, and in speeches to the second
Belt and Road Forum President Xi underlined that international concerns and
cooperation can play a role in shaping Chinese views.?® For example, China
has attempted to address external criticisms of the BRI by releasing a debt
sustainability framework as (non-mandatory) guidance to help ensure the
investment and lending decisions of banks meet certain minimum criteria.?
However, as Xi made clear in his speech, where divergent approaches touch on
the nature of China’s economic and political regime, China will not adopt and
apply standards that were developed without its participation and consent.

The changing utility of connectivity

Although China and the EU have stressed that connectivity has become ‘a priority
and important foundation’ for their bilateral relations, during 2020 the drive to
enhance global interconnectedness was brought into question.?” A proposal for
a new industrial policy provided by the European Commission to EU member
states places greater emphasis on managing risks associated with global supply
chains, including bringing production closer to the intended market, diversifying

312nd Summit of China and Central and Eastern European Countries, ‘The Bucharest Guidelines for
Cooperation between China and Central and Eastern European Countries’, 26 Nov. 2013.

32 The authors are grateful to an external reviewer of the paper for this insight.

33 Xi, J., Chinese President, “‘Working together to deliver a brighter future for Belt and Road cooperation’,
Keynote speech, Opening ceremony of the Second Belt and Road Forum for International Cooperation,
Chinese Ministry of Foreign Affairs, 26 Apr. 2019.

34 Zhang, Y. (BkKI), g« %7 W“KSE” $ “T2m” [Building the ‘Belt and Road: From
‘freehand’ to ‘gongbi’ painting], Chinese Central Government, 23 Apr. 2018.

35 Xi (note 33).

36 Chinese Ministry of Finance, ‘Debt sustainability framework for participating countries of the Belt
and Road Initiative’, 25 Apr. 2019.

37 EU-China Connectivity Platform, Minutes of 4th chairs’ meeting, 8 Apr. 2019, p. 1. See also European
Commission, ‘EU-China Summit: Rebalancing the strategic partnership’, Press release, 9 Apr. 2019.
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suppliers and decreasing foreign dependency.?® The global Covid-19 pandemic
will reorder priorities and increase the relevance of sectors such as digital,
social and health infrastructure over physical modes of transport and personal
contact.®® The degree to which these impulses represent a true turning point for
international affairs remains to be seen. The pandemic response has also had an
impact on China’s diplomatic relations with the EU and EU member states in ways
that may also affect prospects for connectivity.

More broadly, China-EU cooperation on connectivity may be crowded out by
other priorities, particularly perhaps work to meet climate-related objectives.
The EU’s financial framework for 2021-27 anticipates spending of €18 billion on
the CEF over seven years.*® This is roughly half the level of financing that was
proposed by the European Commission, and slightly more than half the amount
allocated to the CEF in the 2014-20 financial framework.*! At the same time, the
transformation of transport systems is a key element of the European Green Deal,
the set of policy initiatives at the heart of making the EU carbon neutral by 2050.42
As a result, the amount spent on transport initiatives is likely to significantly
increase, but driven by the priorities of the European Green Deal, rather than the
CEF.

Large-scale financing for infrastructure for development continues to be neces-
sary.*® Building resilient infrastructure, which is Sustainable Development Goal
(SDQG) 9, remains a key part of the United Nations 2030 Agenda, as committed to
by both developed and developing states.** Post-pandemic recovery within the EU
also needs to be financed, but China is unlikely to play the same role in European
recovery as it did after the 2008 financial crisis.*® This is due both to its own eco-
nomic slowdown and to new security sensitivities and policy instruments at the
EU and EU member state levels.

In January 2021 the European Parliament called for a global connectivity
strategy for the EU that can ‘advance its interests, values and positions and
strengthen cooperation with its partners in the digital field and the fields of
health, security, the green transition, transportation, energy and, in particular,

38 Borrell, J., “The Coronavirus pandemic and the new world it is creating’, European External Action
Service (EEAS), 23 Mar. 2020; and European Commission, ‘A new industrial strategy for Europe’,
Communication from the Commission to the European Parliament, the European Council, the Council,
the European Economic and Social Committee and the Committee of the Regions, COM(2020) 102 final,
10 Mar. 2020.

39 European Commission, ‘Connectivity is essential during emergency situations’, 31 Mar. 2020.

40 Council of the EU (note 25).

4l pape, M., ‘Connecting Europe Facility 2021-2027: Financing key EU infrastructure networks’,
4th edn, Briefing, EU Legislation in Progress, European Parliament, June 2020.

42 European Commission, ‘The European Green Deal’, Communication from the Commission to the
European Parliament, the European Council, the Council, the European Economic and Social Committee
and the Committee of the Regions, COM(2019) 640 final, 11 Dec. 2019.

43 Bhattacharyay, B. N., ‘Estimating demand for infrastructure, 2010-2020’, eds B. N. Bhattacharyay,
M. Kawai, and R. M. Nag, Asian Development Bank Institute (ADBI), Infrastructure for Asian Connectivity
(Edward Elgar: Cheltenham, 2012), pp. 19-79.

44 UN General Assembly Resolution 70/1, ‘Transforming our world: The 2030 Agenda for Sustainable
Development’, 25 Sep. 2015, A/RES/70/1, 21 Oct. 2015.

45 Xinhua, ‘China becomes first non-EU country to announce contribution to Juncker plan: EU’, Global
Times, 28 Sep. 2015.
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human networks’.*6 The Parliament recommended that a global strategy should
include more emphasis on cooperation with India, Japan and South Korea and
take account of the work to develop an Indo-Pacific strategy for the EU. The
Parliament further proposed that Africa and the EU’s European neighbourhood
should be designated as priority regions for connectivity projects.

These rapidly evolving connectivity dynamics are recognized and, to the extent
possible, incorporated in the analysis here.

46 European Parliament, ‘Connectivity and EU-Asia relations’, Resolution 2020/2115(INI), 21 Jan. 2021.


https://www.europarl.europa.eu/doceo/document/TA-9-2021-0016_EN.pdf

3. The evolving China—European Union
relationship

Since the opening of diplomatic relations between the EU’s predecessor and
the People’s Republic of China in 1975, their relationship has developed global
significance. Their bilateral dialogue has expanded to encompassing a broad range
of economic, political and security issues at the most senior decision-making and
working group levelsand in 2003 they became ‘comprehensive strategic partners’.”
Until recently, however, both China and the EU had viewed their relationship
largely in economic terms. The EU became China’s largest trade partner in 2014
and China became the EU’s largest trade partner for the first time in 2020.8

In the years since the 2008 financial crisis, China’s foreign direct investment
(FDI) in the EU has grown: from €2 billion in 2010 it peaked at €37 billion in
2016 but had declined to €11.7 billion by 2019.%° This growth has promoted more
sensitive and politicized conversations in the EU on the strategic implications of
these capital inflows, reciprocity and a level playing field (i.e. a fair set of rules that
gives an equal chance of success to each side).5°

China has adopted a more assertive foreign policy under President Xi Jinping,
while Ursula von der Leyen has clearly articulated the EU’s ambition to play an
independent global role since becoming president of the European Commission
in late 2019.5* The boundary between economics and geopolitics is increasingly
blurred in both China and the EU.

Even as their interactions have become more contentious, China and the EU
have undergone a learning process. The internationalization of Chinese com-
panies and their presence in European markets is no more than two decades
old, while Chinese foreign policy expertise and scholarship have traditionally
focused on the USA.*? Likewise, the EU faces a lack of competence and a dearth

47 European Commission, COM(2003) 533 final (note 2).

48 BBC, ‘China overtakes US as EU’s biggest trading partner’, 17 Feb. 2021; and Agence France-Presse,
‘China edges past US as Europe’s top trade partner’, EURACTIV, 3 Dec. 2020.

49 Hanemann, T. and Rosen, D. H., China invests in Europe: Pattern, Impacts and Policy Implications
(Rhodium Group: New York, June 2012); Hanemann, T., Huotari, M. and Kratz, A., Chinese FDI in Europe:
2018 Trends and Impact of New Screening Policies (Rhodium Group/Mercator Institute for China Studies
(MERICS): Berlin, Mar. 2019); and Kratz, A. et al., Chinese FDI in Europe: 2019 Update (Rhodium Group/
Mercator Institute for China Studies (MERICS): Berlin, Apr. 2020).

50 Baruzzi, S., ‘What do EU investors seek from China?’, China Briefing, Dezan Shira & Associates, 6 Oct.
2020; Forchielli, E., ‘Chinese investment in the EU: A challenge to Europe’s economic security’, Stockholm
China Forum Paper Series, German Marshall Fund of the United States, Jan. 2015; and Simaléik, M.,
‘Weaponizing transparency: Dealing with security risks of Chinese investments’, EURACTIV, 12 June
2020.

51yon der Leyen, U, President-elect of the European Commission, Speech in the European Parliament
Plenary Session, 27 Nov. 2019.

52 Rarlier scholarly works to close the gap include Shambaugh, D. Sandschneider, E., and
Zhou, H. (eds), China-Europe Relations: Perceptions, Policies, and Prospects (Routledge: London, 2007);
Ash, R., Shambaugh, D. and Takagi, S. (eds), China Watching: Perspectives from Europe, Japan, and the
United States (Routledge: London, 2007); and Zhou, H. (J47L), 3k 52— PRk £ SC R VEHT [Commonalities
and differences: An analysis of the China-EU partnership] (China Social Sciences Press: Beijing, 2004).
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of expertise on contemporary Chinese politics.?® As interactions have increased,
China and the EU have identified issues of mutual interest and there are powerful
drivers for cooperation. However, the increase in interaction has also uncovered
serious disagreements over how to manage key issues. Among these complex and
evolving dynamics, connectivity is an issue which currently exhibits both cooper-
ation and divergence.

The European Union perspective on evolving relations with China

The EU has begun to approach China with greater resolve partly because the
previous expectation that dialogue alone would promote EU interests does not
appear to have delivered results. The European Commission has advocated a
more ‘realistic, assertive and multi-faceted EU approach’ to China that places less
emphasis on compromise, concession and downplaying differences.** Instead, it
aims to codify measurable progress by agreed deadlines on bilateral issues such
as asymmetric market access, investment opportunities and state subsidies in
enforceable agreements.%®

The more assertive effort to open opportunities for the EU in China has been
developed alongside the intra-EU processes intended to protect EU companies
from unfair Chinese competition in the European single market. New EU tools
include an FDI-screening mechanism, which came into force in October 2020
and which highlights the ‘potential risk to strategic industries’ and possible ‘loss
of critical assets and technology’ to investments and acquisitions from non-EU
countries, which clearly includes China.5¢ A 2020 white paper on foreign subsidies
in the single market is also implicitly aimed at protecting markets against what is
seen as unfair competition presented by Chinese companies—particularly state-
owned enterprises (SOEs).%”

The China-EU relationship has been further affected by the Covid-19 pandemic.
Inthe early phase of the outbreak in Europe there were initially positive responses
to the speed with which the Chinese Government brought Covid-19 under con-
trol and the assistance that China provided to EU member states. However,
subsequent Chinese disinformation campaigns, the more forceful tone taken by
Chinese diplomats in Europe and the politicization of Chinese medical aid as well
as issues related to Hong Kong and Xinjiang have deepened the normative and

53 Frenzel, A. and Godehardt, N., Improving Europe’s China competence’, Stiftung Wissenschaft und
Politik (SWP) Comment no. 40, July 2020.

54 European Commission (note 37).

55 Juncker, J.-C., President of the European Commission, Remarks at the joint press conference following
the EU-China Summit, European Commission, 9 Apr. 2019.

56 European Commission, ‘Guidance to the Member States concerning foreign direct investment and
free movement of capital from third countries, and the protection of Europe’s strategic assets, ahead of
the application of Regulation (EU) 2019/452 (FDI Screening Regulation)’, Communication from the
Commission, C(2020) 1981 final, 25 Mar. 2020, p. 1.

57 European Commission, ‘White paper on levelling the playing field as regards foreign subsidies’,
COM(2020) 253 final, 17 June 2020.
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political divide.?® The Covid-19 outbreak exposed the EU’s vulnerabilities—such
as its dependence on China for supplies of personal protective equipment (PPE)—
and reinforced the Commission’s proposals to reduce dependence on foreign
suppliers in strategic sectors and to shorten the supply chains of critical items.>°

Identifying areas for constructive engagement remains the main approach,
but Josep Borrell, the EU high representative for foreign affairs and security
policy, has conceded that the EU has been naive about China.s® Moreover, he
has stressed, ‘{EU members] only have a chance if [they] deal with China with
collective discipline’, and there are indeed indications that, at a member state
level, perspectives have begun to converge.s!

A number of factors have sharpened the EU’s focus on what divides it from
China. Three are particularly noteworthy.

First, some actions by China domestically and in its neighbourhood, discussed
further below, are inconsistent with the EU approach to security governance
and incompatible with rules that the EU has established for itself in the fields of
human rights, democracy and the rule of law.

Second, the impact of Chinese actions is magnified because the media and the
expert community in Europe as well as governments now pay closer attention to
them.®? The public perception of China also appears to be deteriorating across
Europe. In a 2020 opinion survey by the Pew Research Center, more than half
of respondents in each of the eight EU member states included in the poll had an
unfavourable view of China (ranging from 56 per cent in Italy to over 80 per cent
in Sweden).%® The survey also indicated that confidence in the current Chinese
leadership to take decisions that benefit the international community was low
across those eight states. The findings largely appear to be a consequence of the
Covid-19 pandemic. Another critical area of disagreement is over how to manage
the security dimensions of fifth generation (5G) digital networks (discussed in
greater detail in chapter 5). The troubling aspects of Chinese policy and practice
that resonate with European lawmakers and the public are gaining prominence,
while the more positive narrative that China would like to promote through its
public diplomacy is treated with increasing scepticism.%*

58 EUvsDisinfo, ‘EEAS special report update: Short assessment of narratives and disinformation
around the COVID-19/Coronavirus pandemic (Updated 2-22 April)’, 24 Apr. 2020; Borrell (note 38); and
Herszenhorn, D. M. and Barigazzi, J., ‘EU leaders face tough time getting tough on China’, Politico, 22 June
2020.

59 European Commission, COM(2020) 102 final (note 38).

60 Guillot, L., ‘Europe has been “naive” about China, says Josep Borrell’, Politico, 3 May 2020.

61 Borrell, J., ‘Opening remarks to the annual German Ambassadors’ Conference’, European External
Action Service (EEAS), 25 May 2020. See also European External Action Service (EEAS), ‘Trust and
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Ground across the Continent (Palacky University/Central European Institute of Asian Studies: Olomouc/
Bratislava, Dec. 2020).

63 Silver, L., Devlin, K. and Huang, C., ‘Unfavorable views of China reach historic highs in many
countries’, Pew Research Center, 6 Oct. 2020.

64 Lequesne, C. and Wang, E., ‘Covid-19: Lessons from China’s public diplomacy in the EU’, The
Conversation, 24 June 2020.
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Third, the US perspective that China is a serious long-term threat to an inter-
national system that has served European interests well has influenced thinking
in the capitals of EU members.5®* European states and the EU share the US view
that enforcement measures are sometimes necessary to ensure that China com-
plies with agreements that it has entered into, even if those measures significantly
disrupt international trade. However, the EU has not adopted language that the
US administration of President Donald J. Trump used to emphasize ideological
differences with China and it has rejected the perspective articulated by Trump
that the USA ‘certainly does maintain a policy option, under various conditions, of
a complete decoupling from China’.¢¢

In statements after the eighth EU-China High-Level Trade and Economic
Dialogue, held in July 2020, senior European Commission officials highlighted
that the conditions created by the pandemic necessitated working ‘hand in hand’
with China. But they emphasized that China-EU bilateral and trade relations
must be based on the principles of reciprocity and a level playing field with clear
and predictable rules.s”

The Covid-19 pandemic meant that the 22nd annual EU-China Summit, in June
2020, was held online. This was followed in September by a virtual EU-China
Leaders’ Meeting, on which senior EU officials placed high expectations. A broad
discussion of China policy among EU heads of government prior to the leaders’
meeting indicated more convergence among EU leaders than expected, which
was later reflected in their interventions during the EU-China Leaders’ Meeting.5®

The EU had wanted the EU-China Leaders’ Meeting to accelerate progress
towards an agreement that would help EU companies access the Chinese market
for goods and services.®® At the meeting, the two sides reached agreement in
principle on a bilateral Comprehensive Agreement on Investment.”®

German Chancellor Angela Merkel, who was instrumental in organizing the
leaders’ meeting under the German EU Presidency, has been a strong supporter
of building cooperation with China. However, she will step down as chancellor
after September 2021. A broad consensus around a ‘tougher’ line on China in the
post-Merkel era is said to be forming in Germany as parties of the centre-right
want more progress on economic reciprocity and parties of the centre-left want to
challenge China on human rights.”

65 Wright, T., ‘Europe changes its mind on China’, Brookings Institution, July 2020.
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The countries of Central Europe have been a particular focus in the European
discourse on China because of their participation in the 17+1 dialogue.”> However,
politicians from Central Europe have also been prominent in pointing to poten-
tial problems in relations with China. In mid-2020 a visit by Czech politicians to
Taiwan produced a strong Chinese rebuke, including a detailed list of the ways in
which Czech companies would suffer as a result.”® The subsequent debate on the
Taiwan visit and its repercussions promoted a wider discussion across Central
Europe on over-reliance on cooperation with China, including the possible
damage to the transatlantic relationship on which Central European countries
depend for their national security.”

In addition, the EU remains ambivalent about the BRI, especially with regard
to the initiative’s geopolitical agenda, the lack of details and transparency in its
investment plans, and its implications for global governance. Unless and until
these issues are clarified and addressed, the EU will continue to hold conflicting
views on the BRI and these will impede full cooperation with China, including in
connectivity.”®

Chinese perspectives on evolving relations with the European Union

Chinese perspectives on China-EU relations indicate that the EU is viewed as an
important actor in the multipolar world that China actively promotes. China also
considers the EU to be a valuable economic partner with an attractive market,
sources of industrial and technical knowledge and power, and infrastructure
connectivity. The EU is seen as a source of regulations and standards that later
become adopted internationally. At the same time, the EU’s aspiration for strategic
autonomy will make it a competitor in shaping global norms and governance,
and in global markets.”® According to China’s December 2018 policy paper on
the EU, ‘the two sides have broadened and deepened their relations and fostered
comprehensive, multi-tiered and wide-ranging exchanges and cooperation’
since they formed a strategic partnership in 2003.77 The policy paper advocates
promotion of cooperation in cyberspace, connectivity, energy and the green
economy, among others. Nevertheless, compared with China-USA relations and

72 Karaskovd, 1. (ed), China’s Sticks and Carrots in Central Europe: The Logic and Power of Chinese
Influence (Association for International Affairs: Prague, June 2020).
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China’s relations with its Asian neighbours, many Chinese observers agree that
Europe has not featured prominently in China’s foreign policy.”®

Chinais aware of the multiple challenges that the EU has had to face at home and
(near) abroad, from the debt crisis, refugee flows, terrorist attacks, rising popu-
lism and, most importantly, the withdrawal of the United Kingdom from the EU
(Brexit). These crises present a profound challenge to European integration.”® The
EU’s conflict with Russia over the conflict in and around Ukraine since 2014 and
its response to the USA’s unilateral withdrawals from the Iran nuclear deal and
the Paris Agreement on climate change have exposed the limited extent to which
the EU can provide global leadership. Chinese observers have raised doubts about
the EU’s capability and credibility as an independent global actor.8® More pre-
cisely, they have noted the gap between expectation and capability in delivering
a common foreign policy, due also in part to the EU’s unique institutional setup.?*

In this context, the policy positions of key EU member states and the extent
to which they are susceptible to US pressure have also been closely watched by
Chinese analysts. However, there is acknowledgement that the EU is trying to
pursue a more independent approach to foreign policy differentiated from that of
the USA .82 Meanwhile, China has become more assertive in its own foreign policy
and more influential in global affairs. With its increasing economic and political
power, China is shifting from being a norm-taker to being a norm-shaper, which
presents further challenges for the EU as one of the few major shapers of the
existing international order.?

Over the 2010s China adopted a multi-tiered approach to dealing with
(@) the EU; (b) key EU member states such as Germany, France, the UK (before
Brexit) and Italy; and (c) ad hoc groupings within Europe.®* The latter includes in
particular the informal 17+1 framework in which China convenes meetings with a
group of 17 countries stretching from Estonia in the north to Greece in the south.
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This approach has been informed by the recognition that the EU and its various
member states have different interests and priorities and that they are at different
stages of development with varying investment needs and trade potentials.?* The
approach has also been viewed as a means to ‘divide and conquer’. China has
rejected such a characterization, arguing instead that it opens up more mutually
beneficial opportunities. Nonetheless, it has exploited these variations within the
EU context to advance its own interests. However, China continues to view the
EU as the core and the principal body for its engagement with Europe.®¢

Chinese analysts have listed several reasons for an approach with a more
subregional focus. They judge that the EU’s internal crises have caused a
long-term governance problem that requires China to disaggregate dialogue
with EU member states based on their different political, economic and social
needs and interests.?” Chinese analysts surmise that, since many EU policies
are implemented at member state level, for pragmatic reasons working with
individual member states can be more effective in achieving objectives. At the
same time, the variation in national implementation of EU-wide regulations also
allows China to bypass certain restrictions. Cooperation with member states and
different subregions thus becomes more appealing for China in its pursuit of its
interests, but as a complement to, rather than a substitute for, existing China-EU
cooperation mechanisms.

At the official level, China firmly emphasizes its support for the EU integration
process.®® One strand of argument in China is thus that support to individual
states can promote, not impede, European integration if it narrows the develop-
ment gap between different EU member states.®® On this last point, however, some
Chinese analysts are more cautious, arguing that the 17+1 subregional cooperation
should be subordinate to engagement at EU-level to reduce any suspicion that
China is following a strategy of divide and conquer.*°

The Chinese Government has noted that the changes in EU perspectives
potentially mark a new era of heightened China-EU competition. However,
China has rejected the EU label of ‘systemic’ rivalry.®® Instead, it insists that
the relationship remains a strategic partnership, and officials use phrases such
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as ‘cooperative competition’ to characterize a relationship in which zero-sum
enmity is neither pursued nor envisioned.?

More and more Chinese observers have taken the EU’s imposition of more
restrictions on trade and foreign investment as a sign of rising protectionism.
With China’s growing economic presence in Europe, some Chinese scholars
have attributed this development to (a) concerns over growing asymmetrical
economic interdependence and the EU losing technological advantages; (b) a lack
of confidence in the competence of domestic industry and vulnerability to supply
chain disruption; (¢) the absence of the UK as a long-time supporter of free trade
and the increasing conservative voting weight in the European Commission;
and (d) the EU’s changing understanding of the global landscape and a return
of geopolitics in Europe.®® Chinese analysts also recognize the compatibility in
an EU-USA relationship, where shared values, interests and goals have informed
common positions and policies for more than seven decades.**

While agreeing to recognize the EU as the principal actor with which China
will need to work in Europe, Chinese analysts also point out that it is important
to differentiate among the three EU institutions—the European Commission, the
Council of the European Union and the European Parliament. Each has distinct
functions and procedures, and they hold both divergent and similar positions on
the EU’s China policies. While all three agree that developing economic ties with
Chinaremains the priority, the Parliament is more critical of China’s human rights,
the Council is more concerned with defence and security, and the Commission is
more focused on economic issues.’®

With its interests in human rights, the European Parliament is seen as the most
difficult body to work with. There is no stable bloc in the parliament that argues
for cooperation with China, and centrist parties have serious misgivings about
deeper cooperation until changes have been observed in the Chinese approach
to human rights, minority rights and respect for climate objectives.’® When, just
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days before the EU-China Summit in June 2020, the European Parliament passed
a resolution condemning China’s national security law for Hong Kong, it drew
an immediate and strong rebuke from the Chinese Delegation to the EU.®” The
EU-China Friendship Group in the European Parliament has been singled out
as the place to promote a positive image of China and to enhance understanding
of Chinese policies.”® However, this perspective underestimates the degree of
division and lack of political trust between China and the EU. Indeed, the group
suspended its work in January 2021 after Parliament officials questioned the
nature of its contacts with Chinese officials.”® The way in which the European
Parliament responds to the proposed CAI will be a test of how parliamentarians
view the near-term future of China-EU cooperation.

In summary, China has taken on board that the EU’s coordinating capacity
cannot be evaluated in the same way as that of a sovereign state. The EU will
continue to combine the process of integration with subsidiarity.10°

Shared interests

China and the EU have shared interests in managing the public health impact and
economic consequences of the global Covid-19 pandemic as well as preparing for
and adapting to a changing climate.

The pandemic may have promoted China-EU commerce in some sectors in
response to European demand for specialized medical supplies and equipment.
Despite the major disruption in international travel, the volume of cargo
transported via the China Railway Express (CRE) train line to Europe grew
strongly in 2020.1°! China’s trade with the EU’s 27 members in 2020 reached
€586 billion, compared to EU-USA trade of €555 billion, making China the EU’s
largest trading partner for the first time.102

China’s interest in turning the crisis into opportunities to broaden and
strengthen China-EU relations remains strong. Despite the fact that no face-to-
face summit between China and the EU was possible in 2020, high-level dialogues
were established on the environment and climate and on digital cooperation.'°3
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China and the EU have both felt a shared responsibility to promote the success
of multilateral measures to address climate change. For some time, EU leaders
have encouraged China to strengthen its climate commitments—particularly by
reaching peak carbon dioxide emissions at the earliest possible date and setting
the goal of domestic climate neutrality.

In a speech to the United Nations General Assembly in September 2020,
President Xi Jinping announced that China will scale up its Intended Nationally
Determined Contributions to the reduction in emission of greenhouse gasses by
adopting more vigorous policies and measures.’** Xi also announced that China
intends to achieve carbon neutrality before 2060—an unexpected announcement
described by one EU official as ‘a very important and welcome step in the right
direction’.1° The same official noted that, if China is to meet the commitment, ‘a
lot remains to be done’, but, as one US commentator noted, ‘Almost all of China’s
climate and energy targets in recent years have been met or exceeded, so anything
President Xi Jinping announces in such a public forum is not just symbolic.’10¢

Climate policy may become a unifying element in China-EU relations, although
differences remain over such issues as how to measure progress towards meeting
climate-related commitments and how to balance the environmental and social
dimensions of climate mitigation.'°”

Areas of divergence

Sharp differences have been revealed in parts of the China-EU relationship, and
discussions have revealed how difficult it will be to bridge them—in particular
in the approach to issues of governance, values and security. China’s alternative
model of governance, beyond the basic structure of China’s political and economic
regime, also includes areas of its domestic law and foreign policy.

In the domestic sphere, among recent developments has been the passage in
June 2020 of the Law on Safeguarding National Security in Hong Kong.'°¢ In
May, Josep Borrell, the EU high representative, had stated that ‘sanctions are not
the way to solve the problems with China’.1°® However, at the end of July the EU
foreign ministers jointly endorsed a package of responses, including potential
restrictions on the export of sensitive technology to Hong Kong; a reconsideration
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of asylum, migration, visa and residency policies; and other measures in polit-
ical support of the autonomy of Hong Kong under the ‘one country, two systems’
principle.1°

In relation to Chinese foreign policy, the EU position on maritime disputes in
the South China Sea has moved from encouraging all parties to seek peaceful
resolutions in line with international law to statements that China has ‘challenged
the territorial waters of its neighbours and intensified military activity’.!'!
Chinese maritime policies in Asia have begun to influence European thinking
about China’s Arctic activities.''> A 2020 report on foreign and security policy
cooperation commissioned by Nordic foreign ministers asserts that ‘In the South
China Sea, China makes maritime claims which contradict the [1982 United
Nations Convention on the Law of the Sea], although ratified by China. Such
actions must be kept out of the Arctic’.11?

EU leaders highlighted these growing disagreements at the 2020 EU-China
Leaders’ Meeting by drawing attention to ‘grave concerns’ about China’s actions
in Hong Kong, the treatment of ethnic and religious minorities in China, and the
role of China in escalating tensions in the South China Sea.'** Following the EU-
China Summit in June, Ursula von der Leyen, the Commission president, stated
that the two sides have ‘two very different systems, very different views on values’,
while stressing that ‘human rights and fundamental freedoms are non-negoti-
able’.'*s Charles Michel, president of the European Council, likewise stated that
China and the EU ‘do not share the same values, political systems, or approach
to multilateralism’.*'¢ This broader point has also been made by Borrell, who has
stressed that, despite rhetorical overlap on multilateralism, the two sides diverge
on issues of ‘the universality and indivisibility of human rights’.”

Indeed, the manner in which EU representatives raised issues of human rights
in the bilateral discussion with Chinese counterparts in 2020 indicates growing
political pressure to take a stronger position. The European Parliament has
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been highly critical when the leaders of EU institutions raise human rights and
rule of law topics in only a brief and general manner in dialogue with China.!8
Parliamentarians have tried to pressure EU leaders to be more direct in dialogue
with China by, for example, promoting the idea of targeted sanctions on Chinese
officials associated with what are seen from Europe as violations of human rights
and disregard for international legal norms.*®* Moreover, greater EU emphasis
also on the ‘protection of the European model’ in normative terms is likely to
heighten divisions between China and the EU.12°

The effect of the United States factor and transatlantic ties on China-
European Union relations

The US factor has always been important in the development of China-EU
relations but has assumed greater weight since 2017. China-USA relations started
to deteriorate significantly during the second term of US President Barack
Obama. The deterioration continued during the 2017-21 presidency of Donald
Trump, who adopted a range of confrontational and punitive measures against
China, including high tariffs on Chinese imports, restrictions on large Chinese
technology companies and rhetoric about de-coupling China-USA economic ties
altogether.'?! The new US President, Joe Biden, has spoken of the need to prepare
for long-term strategic competition with China’.1?2

EU priorities and policy objectives are not always aligned with those of the
USA.'?2 While recognizing that it has growing differences with China over arange
of issues, and despite US pressure for harsher measures, the EU has remained
pragmatic in its approach.'?* The EU does not engage in a hegemonic struggle
with China and no longer believes it is possible to change China fundamentally
through engagement, but it views China as a partner in areas such as climate
change and post-pandemic economic recovery.!2

The perspectives of the EU and the USA over how to respond to the perceived
rise of Chinese techno-nationalism and the threats it poses to transatlantic
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interests are converging.’?¢ The EU has clearly become more vigilant regarding
technology cooperation with China, partly because of security concerns but
primarily to maintain its own industrial and technological competitiveness.?”

Another area where the USA can influence EU policy toward China relates to
investment reviews. The recently introduced EU policy instruments on FDI have
raised concern in China.'?® In particular, the adoption of the EU’s FDI-screening
mechanism has been regarded as a political move in China.'?® When discussing
the mechanism, Chinese scholars have linked its development with the USA’s
2018 Foreign Investment Risk Review Modernization Act.'*° Some scholars have
pointed out an obvious US factor in the EU’s action, arguing that, although the EU
and US instruments are both aimed at FDI from all countries, it is clear that China
is the primary target.!3!

Based on an EU proposal, the EU and the USA initiated a dialogue on China in
October 2020.132 The newly appointed US Special Envoy for Climate, John Kerry,
has emphasized that cooperation with China on climate-related policies should
be seen as a ‘standalone’ issue protected from the friction that exists in the wider
China-USA relationship.’*? It now seems possible that proposals for action tabled
at the 26th United Nations Climate Change Conference scheduled for November
2021 may be based on China-EU-USA dialogue.

The EU is also more tightly integrated in terms of both trade and investment
with the USA than it is with China. Transatlantic cooperation in the political and,
in particular, security domains via the North Atlantic Treaty Organization (NATO)
means that the EU’s policies will remain closer to, if not yet closely coordinated
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with, the USA."** However, since the China-USA rivalry is a structural, long-term
reality for global politics, EU officials have stressed the need for a longer-term
perspective in EU foreign and economic policies.'35
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4. Transportation connectivity

Physical infrastructure has been at the core of China’s westward connectivity
drive. Its continent-spanning projects designed to enhancing trade linkages
include investments in ports, railways and logistical infrastructure. The BRI’s
infrastructural connectivity has two arms: the land-based Silk Road Economic
Belt and the sea-based Maritime Silk Road, both of which feature Europe as a
destination. However, a number of China’s transport and infrastructural projects
in the EU predate or are only nominally subsumed into the BRI, whose function
in some cases has been a matter of post facto political branding.

China’s emergence as a high-profile investor in Europe originated with the
2008 financial crisis, when China offered capital injections to crisis-affected EU
member states in Southern Europe. These took the form of investments in utilities
and large-scale infrastructural projects as well as purchases of government
bonds.’*¢ However, as a source of investment for the EU, China continues to lag
well behind the USA.1¥7 A lack of familiarity with Chinese investors, concerns
regarding political leverage and European uncertainties regarding the nature
of China’s overall foreign economic policy have meant that Chinese investments
have been subject to much greater scrutiny—if not suspicion—by EU actors,
particularly in sensitive and strategic sectors.!®

Infrastructure has featured as an important, but by no means dominant, pro-
portion of China’s investments in Europe. In 2000-14 transport, infrastructure
and logistics together accounted for less than 5 per cent of its overall investments
within the EU.'*° By 2017 they accounted for the largest share of Chinese invest-
ment (15.3 per cent), mostly due to the €12.3 billion acquisition of Logicor, a logis-
tics and distribution company.'*° However, year-on-year sectoral variability often
reflects such one-off large-scale mergers and acquisitions, rather than consistent
and regular investment trends of Chinese activities in Europe. Opportunities for
Chinese investments to match demand and fill infrastructural gaps are concen-
trated in Central, Eastern and South Eastern Europe. The International Monetary
Fund (IMF) estimates that this region (which includes non-EU states in the
Western Balkans and elsewhere) faces a major infrastructural financing gap, with
physical connectivity in the form of roads and railways around 40-60 per cent
below that of more developed EU states.’! The total cost of investment to close
infrastructural gaps across the EU and in its immediate neighbourhood has been
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estimated at 3.5-6 per cent of these countries’ gross domestic product (GDP) each
year until 2030.14

China faces similar challenges of unbalanced regional development. This
constitutes one of the core motivations for the BRI, for which internal rail and
road infrastructure connecting inland regions of China to markets has featured
as a central strategy.'*3

Overlapping frameworks and priorities

Up to a peak in 2016, Chinese investments in the EU increasingly coincided
with the EU’s own goals of mobilizing investment that had fallen in the wake
of the financial crisis.’** In 2015 China became the first non-EU contributor to
the European Commission’s targeted €315 billion Investment Plan for Europe
(known as the Juncker Plan after the Commission president, Jean-Claude
Juncker). The Juncker Plan, with the European Fund for Strategic Investments
(EFSI) as its financial instrument, aimed to channel investments into areas of
the economy that would boost long-term growth, including infrastructure.'*s A
working group including China’s Silk Road Fund (a state-owned investment
fund), the European Commission and the European Investment Bank (EIB) was
set up to explore co-financing opportunities to achieve this goal.'*¢ During the
2017 EU-China Summit the EU’s European Investment Fund and the Silk Road
Fund signed a memorandum of understanding on support for equity investments
in Europe. This led to the creation of a China-EU Co-Investment Fund with an
initial €500 million.’*” China also joined the European Bank for Reconstruction
and Development (EBRD) in 2016.

The EU’s transport infrastructural priorities have also been crystallized in the
TEN-T programme. This internal connectivity project aims toimprove multimodal
integration and interoperability and reduce cross-border gaps and bottlenecks in a
‘core’ network by 2030.14¢ Overlapping interests in infrastructural investment and
financing led China and the EU to create the EU-China Connectivity Platform
(EUCCP) in 2015 to explore synergies between TEN-T and the BRI and to iden-
tify concrete transport infrastructure projects for cooperation. The EUCCP takes
an open and experimental approach to cooperation—including through offering
pilot projects and testing feasibility within its multi-year extended dialogues. Its
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multi-stakeholder format offers the two sides a way to harmonize their approaches
in a range of areas, from technical to governance matters.#*

The EUCCP also adheres to many of the principles that the EU has demanded
from China in the broader economic relationship, including commitments
to ‘transparency, openness and a level playing field’.'*° It operates on a broad
definition of sustainability, to include financial, environmental and social
dimensions. Finally, it actively applies the principle of reciprocity: a number of
TEN-T-related projects have been offered by EU member states as pilot projects
in which China could help fill financing gaps, while a number of projects within
China have been made available to European investors.!'® By the end of 2020,
cooperation was proceeding on a number of these identified projects, including
a logistics and industrial centre in Riga Free Port, a Rijeka-Zagreb-Budapest
railway, and a motorway between Croatia and Bosnia and Herzegovina.'*?

A range of actors and interests

In addition to the above mechanisms for transport cooperation at the bilateral
China-EU level, cooperation in the transport sector largely proceeds in a more ad
hoc manner at the member state, subnational and corporate levels.

To a degree, China suffers from the involvement of multiple, diverse actors
at the operational level, including a large number of Chinese domestic agencies
that have their own interests in BRI projects. Central authorities are not always
capable of fully coordinating powerful domestic actors.'®® The complex domestic
dynamics of BRI in China have been identified as an impediment to international
actors that want to engage with the BRI.5*

Finding the right pathway for discussion may be a particular challenge for loose
subregional platforms such as the 17+1 format, whose priorities for economic
cooperation with China include such areas as infrastructure, high technology
and green technology.'®® While the 17+1 framework has been criticized for a lack
of content, a wide range of mid-level policy dialogues have been established,
including a regular transport ministers’ meeting, held annually since 2016.15¢
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Echoing the EUCCP and the language used by the EU, the European members
of the 17+1 have stressed that cooperation on integrated transport corridors should
be explored on the basis of ‘level playing field, market rules, and international
norms’.’%” However, this belies the fact that economic governance of transport
projects has been highly variable: a Belgrade-Budapest railway financed by and
contracted to Chinese firms has been marred by controversies regarding cor-
ruption and the public tendering process.'®® In this regard, there are divergences
in approach within the EU, across subregions and countries.

The subregional Three Seas Initiative (TSI), launched in 2016 by Croatia and
Poland as a dialogue and cooperation platform for Central and East European
states, largely overlaps with the 17+1 format. The TSI also focuses on cross-border
infrastructure connections in the energy, transport and digital sectors, with a
particular emphasis on developing north-south energy connectivity. Strong US
backing of the initiative—including for the diversification of energy connections
away from Russia and pressure on member governments to cancel 5G contracts
with Huawei, a large Chinese telecommunications company—highlights its
geopolitical dimensions.’® US goals to ‘protect freedom and democracy around
the world’, as announced by the US secretary of state, Michael R. Pompeo, in
the framework of the TSI, highlight that the platform is considered a vehicle for
countering growing Chinese presence in the region.6°

However, these geopolitical fault lines are not necessarily cleanly demarcated.
In the 17+1 framework, some Central and East European states have also hinted
that Chinese projects are in fact synergistic with the TSI. They have welcomed
China’s cooperation on ports along the Baltic, Adriatic and Black seas that open
‘opportunities deriving from inland waterways and the intermodal connections
to further enhance the cargo transportation between Asia and Europe’.!¢! All
17 European members have expressed support for a China-Europe Sea Express
Line, which entails inland railway linkages from the port of Piraeus, Greece, as a
shorter link to Central and Eastern Europe.'¢?

However, despite a concentration of Chinese physical infrastructural projects
in Central Europe, the bulk of China’s overall investments remains in Western
and Northern Europe. There, interests also vary and compete, with individual
countries pursuing their own bilateral agreements with China. On the Chinese
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side, there remains a range of more particularistic interests across the fragmented
and financially decentralized system of subnational economic governance. Thus,
broad political and public diplomacy frameworks notwithstanding, interests and
policy positions do vary across political scales and geographies.

China’s investments in multimodal transport linkages

The BRI aims to put in place a ‘secure and efficient network of land, sea and air
passages’ and to enhance connectivity in both economic and political terms.!¢?
This is an objective shared with the EU’s TEN-T programme, which also aims
at an integrated and interoperable transport system. According to the European
Commission’s most recent review of TEN-T implementation, for 2016-17, gaps
remain in intermodal linkages: only 89 per cent of maritime ports and 67 per cent
of airports were connected to rail, and these figures probably represent an
overestimate of how many such connections functioned in practice.1¢*

Providing services to a multimodal system could be a point of China-EU
synergy, but transport, logistics and infrastructure also represent strategically
important sectors, and several such projects have been cancelled due to growing
strategic sensitivities.'®* Meanwhile, the EU is developing and deploying tools to
scrutinize Chinese investments against security criteria in a coherent fashion.

Port infrastructure

Ports have been a consistent target of Chinese transport infrastructure
investments. As of 2019 Chinese companies had stakes in more than 12 European
ports, comprising at least 10 per cent of European shipping container capacity.6¢
These stakes are largely held by state-owned enterprises, including China Ocean
Shipping Company (COSCO), China Merchants Port Holdings and, more recently,
China Communications Construction Company (CCCC), which has invested in
ports in Hamburg, Germany, and Venice, Italy.’¢” COSCO, the largest of these
investors, acquired a majority stake in the port of Piraeus in 2016—the first
Chinese acquisition of an overseas port authority. Although this investment dates
back to 2009, President Xi Jinping on a 2019 state visit referred to the port as a
leading flagship project of the BRI.!6#
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Port investments have been driven by the BRI as a political strategy, but also
by corporate interests in international expansion and profitability in a sector
that has become increasingly integrated and consolidated over the past decade.
These investments mesh with, if not facilitate overall, a shift in the economic
centre of gravity towards European ports on the Mediterranean, rather than the
traditionally dominant North European ports.'¢?

Air infrastructure

Chinese corporations’ investments in airports across Europe include stakes in
Toulouse airport, France (later sold), and London Heathrow and Manchester
airports, UK, with majority stakes in airports in Parma, Italy, and Frankfurt-
Hahn, Germany. They also hold stakes in surrounding logistical platforms.17°
Under the Aviation Strategy for Europe of the Juncker Commission (2014-19),
the EU’s Commissioner for Transport noted that ‘China is one of the European
Union’s most important strategic partners and we attach a lot of importance to
our excellentrelations on transport matters’, highlighting their mutual interests.”

Railway infrastructure

Land-based connections between China and Europe form a core vision for the
BRI, as outlined in the 2015 Vision and Actions Plan on Jointly Building Silk Road
Economic Belt and 21st Century Maritime Silk Road.'”? This so-called Eurasian
Land Bridge includes rail transportation along a few main corridors: a northern
east-west connection that utilizes the Tran-Siberian Railway and a central east—
west corridor via Central Asia. Both of these routes cross into the EU over the
Belarus-Polish border. A third, the Trans-Caspian International Transport Route
(TITR), passes through Central Asia and the Caucasus and then crosses the Black
Sea or Turkey. It is only starting to become viable.'”?

These various freight options are subsumed under the umbrella of the China
Railway Express. The first regular China-EU rail connection began in 2011,
between Chongging and Duisburg, Germany.'”* Importantly, the initial impetus
for China-Europe railway connections came largely from European actors and
from multinationals, such as Hewlett-Packard (HP), based in industrial and
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electronics hubs in inland China.'”? Since then, the growth in the number of trains
has been exponential, albeit from a low baseline.!”¢

The CRE line continues to see the largest volume and value of goods transported.
However, because the CRE continues to be arather fragmented series of initiatives,
with a range of transcontinental stakeholders, in particular Chinese subnational
actors, data regarding the CRE is not centralized.

Since 2016 a construction and development plan for the CRE for 2016-20
has provided guidance.'”” The CRE currently functions as a series of point-
to-point connections, rather than an optimized network, although in 2020 the
Chinese National Development and Reform Commission (NDRC) made financial
commitments to explore an integrated hub model.»”®

Railway routes have opened up an alternative mode of transport between
China and Europe, which was previously dominated by maritime shipping and
air freight. Under the current heavily subsidized models, transport by train is
a cheaper option than air freight for higher-value or time-sensitive goods. This
diversification of options has proven to be useful during the Covid-19 pandemic,
when logistical disruptions and rising costs in air freight and shipping have led
to a significant jump in the use of rail. This was especially the case for the urgent
shipment of PPE. However, questions remain as to its longer-term financial
viability in the absence of Chinese subsidies, which are to be progressively reduced
if not phased out.”?

For Chinese actors, the CRE represents an economic project as well as a polit-
ical project in support of the broader BRI vision. In China the development of
railway infrastructure is creating new domestic growth corridors as cities such
as Chengdu, Chongging and Zhengzhou compete to become the starting point for
railway connections to Europe. A lack of domestic coordination has fed Chinese
reflections on whether the BRI should be institutionalized. A potential increase
in efficiency is offset by the argument that centralized control would further pro-
mote the perception of BRI as a geopolitical tool.*8°

Benefits for the EU vary across countries, industries and stakeholders. Highly
competitive manufacturing bases for goods, such as the German automotive
sector, are well placed to benefit from these transport lines and open trade
links. Tariffs, logistical services and capacity development in destination or
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hub European cities can also have positive economic spillover effects in various
regions of the EU.

The development of rail corridors is also largely in line with the EU’s own
priorities. Rail is the mode of transportation with the most bottlenecks, and so
has received nearly three-quarters of CEF funding since 2014.'8 In 2019 a joint
study on sustainable rail-based comprehensive transport corridors between
China and Europe was commissioned under the EUCCP to identify the most
appropriate corridors and to identify missing links and bottlenecks between the
two destinations.'®? The study will also map existing linkages, information about
which remains heavily fragmented. However, while the railway links facilitate
trade, not least by diversifying transport options and reducing costs for European
consumers, the relatively emptier freights moving eastwards remain a perennial
issue, both in terms of the asymmetry of two-way trade volume and as an
indication of a lack of efficiency. At the same time, aggregate figures on containers
to and from China do not themselves capture what remains a complex landscape
of interdependence; due to the globalized nature of supply chains, many of the
products shipped are intermediary rather than finished goods and European
multinationals retain manufacturing bases in China.'3

According to most projections, CRE freight as a share of all trade routes will
increase but is unlikely to threaten the dominance of maritime shipping in any
significant way.'®* However, its future also depends on the broader trajectory of
China-EU trade as it evolves, and recent pronouncements could mark the end
of integration trends. These include re-emphasis by President Xi on shifting
away from an export-oriented growth model to one based on domestic demand
and innovation.!®® The European Commission has also emphasized the need to
reinforce industrial and strategic autonomy in its 2020 proposal for an industrial
strategy, including to diversify suppliers and shorten supply chains.'® Such policy
perspectives, while not imperatives, both reflect and will increasingly shape new
global economic and geopolitical realities for further transport connectivity.

Security policy considerations and concerns in the transport sector

Individual Chinese projects have been subject to varying degrees of politicization
and contestation in the EU. The latter also reflect the traditional predominance of
SOEs in Chinese investments into the EU, accounting for more than 70 per cent
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of investments in 2010-15.1%7 These companies receive market-distorting
preferential treatment and support from the Chinese Government and create
an uneven playing field for competition. But Chinese SOEs are also inherently
political, tasked with executing non-commercial, policy objectives. EU strategic
concerns in this regard also extend to Chinese private companies, particularly
in strategically important and sensitive sectors or projects within its borders.
However, in the Chinese transport and infrastructural industry, particularly
maritime and rail, SOEs tend to dominate.

To address concerns, the EU has begun to promote a more coherent approach to
foreign investment by developing common tools and instruments. These include
the new EU FDI-screening mechanism and policy reviews on the common
designation and protection of critical energy and transport infrastructure. These
provide states with a common EU-wide language, if not shared perspectives on
thresholds of risk, and methods for dealing with China as a foreign investor.'®8 The
EU is also exploring mechanisms for companies to take account of human rights
and environmental impact across their supply chains. The EU will adopt the 2018
Due Diligence Guidance for Responsible Business Conduct of the Organisation for
Economic Co-operation and Development (OECD), either based on a voluntary
code of conduct for business or established in legislation.8®

More strategic implications also include requirements for military mobility.!*°
These raise questions regarding the role, if not appropriateness, of Chinese
investment or involvement in the development of transport infrastructure. In
line with targets for establishing a European Defence Union by 2025 and EU-
NATO cooperation in the new environment following Russia’s annexation of
Crimea, development and upgrading of TEN-T must incorporate these dual-
use requirements.'®’ In the EU’s financial framework for 2021-27, funding of
€1.5 billion has been set aside for transport infrastructure to promote military
mobility.’*2 However, this is less than half the amount originally proposed by the
Commission.'? Digitalization of port and railway infrastructures, both proposed
and ongoing, are likely to increase these strategic sensitivities.

The crisis in Belarus has raised a security policy issue of a different kind for
connectivity projects. Belarus is an important transit point in the land corridor
between China and the EU. Following what were widely judged to be corrupt
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elections in 2020, the EU no longer considers the authorities of Belarus to be the
country’s legal representatives and has suspended all cooperation with them. The
suspension of cooperation will continue until the EU has completed a fundamental
review of relations with Belarus.?4

In summary, the level of Chinese SOE involvement in investments into EU
transportation networks has dropped, and this may partly reflect rising political
sensitives in Europe. In 2019 SOE projects constituted only 11 per cent of Chinese
investments, down from 72 per cent in 2017.1% A tighter regulatory environment
will probably have a further impact on Chinese investments in the transport
sector given the dominant role that Chinese SOEs play.¢
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5. Digital connectivity

Digital technology has become a pillar of China’s global connectivity vision. The
use of labels such as ‘Information Silk Road’ or ‘Digital Silk Road’ since 2015
suggest that Internet and telecommunications infrastructure, digital services
such as e-commerce, and other emerging technology products and applications
are now seen as elements of the BRI1.?7 China’s formal push for digital connectivity
overseas has had multiple drivers. These include addressing the same overcapacity
problems that domestic heavy industries have faced, and a policy to expand
overseas activity by Chinese technology companies.'*® The approach intersects
with longer-term ambitions as outlined in the Made in China 2025 industrial
strategy for advanced technology sectors and the forthcoming China Standards
2035, which strives for the development and setting of global standards across
emerging technologies.'*®

In practice, however, China’s expanding role in the global digital economy
has constituted less of a coordinated vision under the framework of the BRI.2°°
Rather, it has been strongly shaped by companies such as Alibaba (a large
e-commerce platform), Tencent (owner of WeChat, a multipurpose messaging
app), ByteDance (owner of TikTok, a video-sharing app), ZTE and Huawei (large
telecommunications companies). Indeed, as early as 2010, Huawei’s overseas
sales made up 65 per cent of its total sales, although that share has dropped in
recent years as political controversy has increased.?°! Governmental branding and
public diplomacy efforts, as in the case of infrastructure projects, belie a much
less unified or strategic approach to digital connectivity abroad.

At the same time, the line between industry and state is blurred. This is par-
ticularly notable in a sector as sensitive as digital, where, for example, the 2017
National Intelligence Law obligates organizations and citizens to support, assist
and cooperate with intelligence organs upon demand.?°?> Broader normative
divergences related to data protection and digital sovereignty contribute to
concern from the EU and beyond. In this regard, the EU serves both as a competitor
in the realm of global standard-setting and digital norms and as a target market
for research and development and a destination for mergers and acquisitions.
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The EU perspective on digital connectivity hasbeen changing rapidly at member
state level and within EU institutions. The objective of the Digital Europe policy
file—an integrated set of projects supported by the common EU budget in the
financial framework for 2021-27—is to establish the EU as a global leader shaping
a digital ecosystem that will be the platform for future economic competitiveness,
national resilience and military security.?® To achieve the objectives of Digital
Europe, the EU has to think through an extremely complex set of issues around
future governance, including the question of how to identify, measure and
manage security risk in a future digital network. Moreover, the complexity is
magnified because the role of the digital network is closely linked to the parallel
and interconnected developments in fast computing, artificial intelligence and
cryptography.

Developing an intra-EU Digital Single Market is a central objective of the EU
and a focal point for the European Commission. The single market in goods and
services established the EU as an important player in global trade and commerce
and the single currency (the euro) established the EU as an important actor in
global finance. To operate in an EU Digital Single Market, actors will have to
respect EU rules on fair competition, cybersecurity, data protection, the privacy of
information about EU citizens, and online free speech and freedom of the online
media as well as protection against cybercrime, misinformation, radicalization
leading to violent extremism and hate speech.

While the EU is coming to terms with this complex but vital set of issues,
similar assessments are taking place in other key states and world regions. Even
as it works internally, the EU must engage in a transatlantic dialogue, incorporate
key partners in Asia and bring into the conversation countries in the Global South
as they invest in their own digital resources.

In addition, companies in the private sector are engaged in their own dialogue
about technical standards and efficient legislation as they design future products
and services. The industry association representing the technology industries
of the EU, Orgalim, has highlighted the risk that current developments might
produce a fragmented legal environment that would complicate their efforts. It
proposes that the EU adopts integrated cybersecurity legislation applicable to all
networkable products present inside the EU single market.?0*

Dialogue between China and the European Union on the digital economy

The future development of digital networks hasbecome one of the most contentious
issues in China-EU relations. However, the bilateral dialogue on digital issues has
remained at the technical level. The principles that should guide technical and
operational matters are mainly discussed in global and multilateral settings.

The future potential of 5G networks was recognized when China and the
EU deepened their dialogue on connectivity and in annual Information and

203 European Commission (note 27).
204 Orgalim, ‘Proposal for a horizontal legislation on cybersecurity for networkable products within the
new legislative framework’, Position paper, 9 Nov. 2020.
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Communication Technologies (ICT) Dialogue meetings at technical working
level.2°5 In 2013 China and the EU pledged to support and promote the
establishment of a peaceful, secure, resilient and open cyberspace, and to work for
just, reasonable and effective rules to govern the Internet and a new generation of
wireless communication technology.?°¢ Since 2013 a China-EU Cyber Taskforce
has also met annually.?°” In 2015 a joint declaration on strategic cooperation on 5G
mobile networks was presented as a major outcome of the EU-China High-Level
Trade and Economic Dialogue.?°8

China was instrumental in bringing the issue of governing the digital economy
onto the agenda of the G20 at its Hangzhou summit, which agreed to create a
Digital Economy Development and Cooperation Initiative. The objective of that
initiative is to create favourable conditions for a future digital economy based on
expanded, better and more affordable broadband access; the free flow of infor-
mation for economic growth, trust and security, while ensuring respect for privacy
and personal data protection; investment in the ICT sector, entrepreneurship,
digital transformation and e-commerce cooperation; enhanced digital inclusion;
and the development of micro-, small- and medium-sized enterprises.?°®

At one of the largest gatherings of the business communities of China and the
EU in 2020, the three main priorities for bilateral cooperation as outlined by
Chinese officials were speeding up negotiations on a China-EU Comprehensive
Agreement on Investment, strengthening China-EU cooperation on the digital
economy and forging China-EU ‘green partnerships’.?1°

Dialogue between the European Union and the United States on
management of digital security risks

The USA has made strenuous efforts to promote initiatives that exclude
authoritarian governments from digital networks, with a particular emphasis on
excluding China.

The Secure and Trusted Communications Networks Act was passed in March
2020 to require US communications providers to remove specified equipment
from their networks.?!* From 13 August 2019, US Government agencies had been
prohibited from procuring telecommunications equipment or services produced

205 Eyropean Commission, ‘EU-China: Commission and China hold first High-Level Digital Dialogue’,
10 Sep. 2020.

206 EU-China 2020 Strategic Agenda for Cooperation (note 30).

207 Chinese Ministry of Foreign Affairs, ‘The 7th China-EU Cyber Taskforce was held in Beijing’, 13 Jan.
2020.
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Institute of Asia Studies (EIAS) Policy Brief no. 6 (EIAS: Brussels, July 2020).

209 G20 Leaders’ Communique, Hangzhou Summit, 4-5 Sep. 2016, para. 14.

210 EU-China Business & Technology Cooperation Fair, ‘Focusing on digital economy and intensifying
EU-China pragmatic cooperation’, Chengdu, 19 Nov. 2020.

211 gecure and Trusted Communications Networks Act of 2019, US Public Law 16-124, signed into law
12 Mar. 2020. See also US Senate, Committee on Commerce, Science and Transportation, ‘President signs
rip and replace bill into law’, Press release, 12 Mar. 2020.
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by Huawei, ZTE or their subsidiaries.?’? In April 2020 the US Department of State
explained the steps it would take to ensure compliance by creating a ‘clean path’
into diplomatic mobile data traffic and blocking access to untrusted ICT vendors.?'3
The initiative was subsequently expanded as the Clean Network initiative to
include five additional dimensions: Clean Store, Clean Apps, Clean Cloud, Clean
Carrier and Clean Cable.?**

The USA has promoted a coalition of selected states and companies ‘to secure
their critical telecommunications, cloud, data analytics, mobile apps, Internet
of Things, and 5G technologies from malign actors by relying on only trusted
vendors who are not subject to unjust or extra-judicial control by authoritarian
governments’.?'® The initiative is targeted at ‘authoritarian states’, but when
presenting the initiative the US secretary of state, Michael R. Pompeo, emphasized
the role of Chinese suppliers.?1¢

The USA and a number of EU member states in Central Europe made politically
binding joint declarations on 5G network security with a standardized content
during 2019 and 2020.2” The declarations promise that only trusted and reliable
suppliers will participate in 5G networks to protect them from unauthorized
access or interference. Each declaration underlines the need for a rigorous
evaluation of providers and supply chains that should include the following
elements: (@) no supplier subject to control by a foreign government without
independent judicial review;?'® (b) transparent, commercially based financing
that follows standard best practices in procurement, investment and contracting;
(¢) transparent ownership, partnerships and corporate governance structures;
(d) commitment to innovation and respect for intellectual property rights;
(e) atrackrecord of respect for the rule of law, the security environment and vendor
ethics; and (f) compliance with secure standards and industry best practices to
promote a vibrant and robust supply of products and services.?!?

In calling for a transition to trusted ICT providers and supply chains, the
declarations underline that there are still unresolved concerns about security
risk in already installed fourth generation (4G) digital networks (where Chinese
companies play an important role) while preparing for the future. A 2019 EU risk
assessment notes that risk mitigation must account for vulnerabilities in existing
3G and 4G infrastructure over an extended period, but ‘fundamental differences’
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signed into law 13 Aug. 2018, section 889(a)()(A).
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215 s Department of State, ‘5G clean networks’, 23 July 2020.
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America’s assets’, Press statement, US Department of State, 5 Aug. 2020.
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in how 5G operates mean ‘current security measures as deployed on 4G networks
might not be wholly effective or sufficiently comprehensive to mitigate [future]
risks’.22°

Representatives of the EU and the USA have emphasized that the Clean
Network initiative and the EU cybersecurity risk-mitigation toolbox (discussed
further below) are based on the same principles and have the same objective of
protecting personal data, intellectual property and national security.??!

US representatives have suggested that the protection of democratic insti-
tutions, collaboration on the development and use of future technologies, and
addressing the security implications of China’s infrastructure investments should
be central topics in the EU-USA dialogue.??? However, there are dimensions
of digital security that are difficult to discuss in an EU-USA framework for
structural reasons.

In December 2016 and December 2017 the EU and NATO leaders agreed
to common proposals to give substance to the strategic partnership that they
had declared in Warsaw in June 2016.22* Cybersecurity and cyber-defence are
prominent areas for EU-NATO cooperation, and after December 2019 new topics
were introduced including cyber aspects of crisis management and response;
enhancingnetwork security and resilience, including 5G and supply chain security;
promoting ‘cyber stability’ between states; and reaching out to respective partner
networks to discuss cyber resilience.??*

Digital technology is now central to the military capability of states across the
transatlantic community, but the EU is constrained in discussing ‘hard’ security
risks. Instead, NATO is now becoming a forum on the military dimensions of
network security.??’ At their meeting in December 2019, NATO leaders agreed
for the first time that, ‘NATO and Allies, within their respective authority, are
committed to ensuring the security of our communications, including 5G,
recognising the need to rely on secure and resilient systems. . .. We are increasing
our tools to respond to cyber attacks, and strengthening our ability to prepare for,
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deter, and defend against hybrid tactics that seek to undermine our security and
societies.’226

China has been excluded from some forums that discuss how to approach
security risk management. Czechia convened a conference in May 2019 at which
invited participants agreed on a set of recommendations and principles, codified
as the Prague Proposals, that could guide states when designing, constructing
and administering their 5G infrastructure.??” China was not invited to the 2019
conference or to the follow-up 2020 conference at which a group of like-minded
states, international organizations (including the EU) and key private sector actors
conducted detailed discussions on abroad range of issues related to 5G networks.?2®

Recent security-related developments in digital connectivity in the
European Union

Making the online environment safe and secure has been a key element of the
Digital Europe policy file described above. To that end, EU legislation has begun
to create a more common basis for action on various aspects of cybersecurity.

The 2016 Network and Information Security (NIS) Directive aims to improve
the security of network and information systems for consumers and businesses
across the EU. It requires every member state to put in place a national strategy
defining measures that will achieve and maintain ‘a high level of security of
network and information systems’ covering a set of sectors and services agreed
at the EU level.??° To implement the NIS Directive, member states, the European
Commission and the EU Agency for Cybersecurity (ENISA) have established a
systematic framework for information sharing as well as analysing the impact
of significant cyber incidents. EU member states are also obliged by the NIS
Directive to create computer security incident response teams (CSIRTS).

The EU’s 2019 Cybersecurity Act addresses security challenges posed by
the increasing number and diversity of devices connected digitally.?*® The
act envisages a comprehensive certification scheme to raise confidence that a
networked product, service or process can be trusted and encourages producers
to adopt ‘security by design’ by taking account of certification requirements in
new products.

226 North Atlantic Council, London Declaration, 3-4 Dec. 2019, para. 6.
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230 Regulation (EU) 2019/881 of the European Parliament and of the Council of 17 April 2019 on ENISA
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Whereas EU member states formerly decided whether to implement national
certification systems, under the Cybersecurity Act it is now mandatory. In parallel,
ENISA will oversee and coordinate the development of cybersecurity certificates
that will be recognized in all EU member states. A process for mutual recognition
of national certificates will also form part of the overall framework. The advisory
Stakeholder Cybersecurity Certification Group is composed of representatives
of European academic, industry and trade associations alongside the various
European standards authorities in relevant technical areas.??!

Chinese authorities and companies will play no role in developing the
certification framework, but Chinese companies will have to comply with it if they
are to sell products in the EU.

In January 2020 the Commission and member states published a toolbox of the
types of security risk that can affect the cybersecurity of 5G networks along with
mitigating measures to address them.?*2 One recommendation is to ‘avoid or limit
any major dependency on a single supplier and avoid dependency on suppliers
considered to be high risk’.2?? This is implicitly aimed at Huawei, ZTE and other
Chinese companies.?3*

Action at the national level

In December 2020 the European Commission reported that member states were
incorporating the different EU agreements and rules described above in national
procedures.?®s As noted above, eight EU member states have also reached bilateral
agreements with the USA on measures to strengthen 5G network security.
There appear to be some common features emerging in how member states are
approaching national implementation.

The greater emphasis of security issues, including the direct engagement
of intelligence services and the armed forces into decisions about commercial
contracts, is translating into decisions about specific projects. In Denmark, where
authorities awarded the contract to develop 5G core capabilities to a Swedish
company, the intelligence community and Ministry of Defence have raised
concerns about companies from countries without close ties to Denmark.?3¢ Ttaly
is the only member of the Group of Seven (G7) that has signed a memorandum
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of understanding with China outlining participation in the BRI.?*” However, in
2019 the Italian Government issued a decree giving it the power to intervene in
transactions related to the digital market based on national security concerns.?38
The security committee of the Italian Parliament subsequently produced a report
advising the exclusion of Huawei from Italy’s 5G networks.??* In October 2020
it was reported that the Italian Government had made use of the new powers
to terminate a contract between Huawei and the telecommunications operator
Fastweb.?*? Sweden specifically excluded Huawei and ZTE from its auction of
licences that are central to delivering 5G services, on the recommendation of the
security police and armed forces.?*!

France does not plan to exclude named Chinese suppliers from bidding for 5G
network contracts, but President Emmanuel Macron has emphasized developing
European capacity as an important factor in future decisions.?*> China plays an
important role in existing 4G networks in France, but French authorities have
apparently advised telecommunications operators to give preference to European
suppliers when re-applying for future licences. In effect, Chinese suppliers are
likely to be phased out of French networks after 2028, when current licences will
expire.?*3

Germany

Germany is arguably the most important single national context for the discussion
of 5G connectivity.

It is the largest EU national market for 5G products and services, and also one
of the most advanced in terms of both projects under way and collaboration with
China. In December 2019 Telef6nica, one of the three largest telecommunications
operating companies in Germany, signed an agreement with Huawei keeping open
the possibility of later contracts to build core elements of 5G infrastructure.?** A
number of German cities are implementing projects to promote the move towards
so-called smart cities. By 2020 city-level urban infrastructure projects based on
5G technology were under way in Berlin, Bonn, Cologne, Darmstadt, Duisburg
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and Munich.?*s Key industries such as rail transport and car manufacturing have
sectoral strategic partnership agreements with Huawei for cooperation on 5G
development.

Germany played a leading role in promoting EU-wide rules to enhance scrutiny
of Chinese FDI against security criteria. In addition, the Federation of German
Industries (Bundesverband der Deutschen Industrie, BDI) played a prominent
role in highlighting the need to go beyond rules for the trade in goods to a more
comprehensive approach to regulating commercial and financial relations with
China. The BDI emphasized that ‘No EU Member State can on its own cope with
the economic and political challenges posed by China. Answers can only come
from a strong, reformed Europe speaking with one voice.” Furthermore, ‘Germany
and the EU must coordinate even more actively with other liberal market
economies so that common interests vis-a-vis China also lead to joint action’.24¢

In December 2020 the German Government agreed on the text of legislation
to be presented to the parliament on 5G network security.?*” If adopted the bill
will give the Federal Office for Information Security (Bundesamt fiir Sicherheit
in der Informationstechnik, BSI) oversight of 5G projects at an early stage and
the powers to require changes to contracts where a risk to German information
security is identified. The draft law also contains a regulation that for the first
time prohibits the use of certain critical components without prior certification.?4?

The new legislation does not exclude any supplier by name, but it may make it
more difficult for Huawei and other Chinese companies to compete for contracts
in Germany.?%’

Pushback by China

Facing action at the national and EU levels that reduces the probability of
participation in future European 5G networks, the Chinese Government and
major Chinese companies have organized a response with several dimensions.

Huawei has questioned the legality of decisions by Poland, Romania and
Sweden.?’® At the request of the company, Huawei representatives met senior
European Commission officials in September 2020 to express their concern about
the ‘fragmented implementation’ of the EU cybersecurity toolbox by member
states.?5!
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Huawei responded to the exclusion of Chinese companies from the 5G auction
in Sweden by presenting a technical case via the Swedish media that the decision
will weaken cybersecurity in Sweden, not strengthen it.252 In November 2020 the
company made a legal challenge in a national court that delayed the 5G auction.?5?
The Chinese reaction also included statements by the Chinese Ministry of Foreign
Affairs urging Sweden to ‘correct its mistake’ to avoid a negative impact on China-
Sweden economic cooperation and on Swedish businesses operating in China.?5*
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6. Conclusions

The relationship between China and the EU has been evolving under conditions
of significant geopolitical turbulence. This has seen earlier areas of cooperation—
such as trade, investment and infrastructural connectivity—become politicized
and instrumentalized within and beyond the bilateral relationship.

Transportation and digital projects that were following a commercial and
technical logic are increasingly embedded in security policy, symptomatic of
the increasingly contentious China-EU relationship over the past few years. In
the future, the EU will take account of potential security considerations when
assessing economic cooperation with China. The result of this important change
is greater caution and closer scrutiny of Chinese investments, and the EU has
designed new policy instruments that are now coming into force to mitigate
identified risks. This can lead to political interventions that disrupt or terminate
connectivity projects.

China has continued to pursue its Belt and Road connectivity initiative in
Europe, but its lack of specificity and clarity has made it difficult for EU partners
to respond coherently and cohesively. Pressure from the USA and a growing view
that China presents a serious challenge to the multilateral rules-based order have
also influenced what has become a more assertive EU stance towards China.
China continues to stress that its relationship with the EU is one of all-round
partnership and that it is upholding the multilateral system, while a growing EU
view has emerged that the very nature of China’s political and economic system
may represent an alternative and even competing form of global governance.

As Chinese investments in the EU have grown over the past decades, both sides
have undergone a process of learning. Different expectations of what each side
aims to achieve, differences in approaches and divergent standards related to
connectivity certainly exist, and at times they have resulted in misinterpretations
or even disputes.

A previous SIPRI publication found that transportation projects are now
being affected by considerations related to military mobility.?*> The need to
adapt infrastructure to the movement of armed forces and their equipment has
become an element of EU planning, as reflected in common budget arrangements.
This military dimension is making European states cautious about who can join
projects as they develop national implementation measures to comply with recent
EU legislation that requires scrutiny of foreign investment.

A more restrictive approach will mean that programmes to upgrade transport
networks through infrastructure projects may be slowed or even cancelled if
Chinese and European partnerships are broken. At the same time, European
financing for infrastructure projects may be easier to find in the coming years
because these projects are prominent in the EU budget for 2021-27. This could
reverse a pattern whereby Chinese investment helped to fill a gap created by the

255 Anthony et al. (note 7).
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reluctance of European public and private institutions to support transportation
infrastructure projects.

Existing transportation projects should be brought to completion, and the
main priority for the EU-China Connectivity Platform should be ensuring the
harmonization of ongoing projects with the EU strategy for transport network
development. As EU member states implement new legislation on screening
foreign direct investment at national level, the EUCCP can also be a forum for
explaining how the new rules will be applied. The clarity generated can establish
the parameters for viable future projects.

The impact of security policy on projects to promote digital communication
networks is perhaps even more tangible. Recent decisions about who may
participate in developing the next generation of digital communications networks
have been heavily influenced by inputs from the security services and the armed
forces. In the past these agencies would not have been consulted about commercial
projects at all, but now their views can be decisive.

From the information presented in this paper, it now seems inevitable that
European digital networks will contain far less Chinese technology in the future
than could have been predicted only five years ago. However, the transition to
the next generation of digital communications will build on existing networks,
in which China is heavily invested. Breaking partnerships between Chinese and
European entities will make transition from one generation to the next slower and
more expensive.

The sensitivity of issues around digital connectivity has made the topic
prominent in transatlantic discussions, and there is a growing convergence
regarding digital connectivity as a component of national security. For Chinese
industry, this means that the political and business environment of the EU
represents as much risk as opportunity in the medium-term future.

Another conclusion from this paper is that the physical infrastructure that
enables digital communication can no longer be seen as a technical and politically
neutral public good. The infrastructure that China and the EU build within their
legal jurisdictions is an integral part of the wider international discussion on the
proper use of ICT and the products and services that it supports.

Whether China-EU partnerships should be encouraged or further restricted
is likely to be influenced by security policy considerations of a different kind.
The degree of cooperation will influence the pace of economic recovery from
the impact of the Covid-19 pandemic—a high political priority in both China and
Europe. It is not yet possible to assess the impact of the pandemic on connectivity.
One reaction has been the conclusion that supply chains (the sourcing of products)
and value chains (the sourcing of all inputs back to the original raw materials)
need to be more tightly controlled by public authorities to reduce the impact on
society of disruption. Another conclusion, that pulls in the opposite direction, has
been that efforts to compartmentalize what were conceived as globally integrated
systems will be detrimental to recovery and future development.

It is not yet possible to assess the impact of the December 2020 agreement in
principle on a bilateral China-EU Comprehensive Agreement on Investment. The
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expectation from the EU is that the CAI will force a more harmonized approach
as it will supersede bilateral agreements between member states and China. The
EU also expects the CAT’s enforcement mechanism to allow it to judge how far
economic cooperation with China can move beyond transactional trade relations
to a deeper partnership. However, it is not yet possible to know whether these
expectations will be met.

Prospects for cooperation between China and the EU across overlapping con-
nectivity interests remain. However, the connectivity agenda is likely to reach a
limit without addressing more fundamental issues such as reciprocity and a level
playing field. While this is outside the scope of the current study, it should be noted
that the deeply rooted differences between China and the EU on Chinese state
subsidies and the Chinese political economic model are structural and unlikely to
be resolved in the near term. Furthermore, these structural differences also touch
on more fundamental issues of political and normative values. In this regard, it
must be noted that connectivity is increasingly seen as a vehicle for promotion of
these competing value systems. The divergence between the two sides is likely to
increase and contribute to an international system marked by competition rather
than collaboration.

Recommendations

China and the EU will need to cooperate to facilitate post-pandemic economic
recovery. The system that the EU develops to certify and monitor trusted
products and services to protect its security should not be China-specific. The
system should instead hold all suppliers to agreed standards. As they develop
more detailed elements in the CAI, China and the EU must hold each other to
account over agreed standards, including in the areas of transportation and digital
connectivity.

Existing forums such as the EUCCP should continue to serve as useful venues
to discuss issues related to implementation of agreed connectivity projects. The
EUCCP, which incorporates joint policy, technical and civil society consultations
from initial project design, could play an important role in monitoring respect for
agreed standards over the lifetime of projects.

Connectivity will remain a critical means to facilitate economic recovery.
Neither the transport of essential commodities within supply and value chains
nor the continued growth of e-commerce should be blocked. The EU post-
pandemic economic recovery plan includes a Strategic Investment Facility
focused on building resilient value chains, and the European Commission has
begun to assess which supply chains should be designated as both essential and in
the common European interest.?*¢ Moreover, convergence in technical standards
and interoperability tailored to the transport and digital sectors should not be
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limited to China-EU frameworks—they should be a high priority within forums
such as ASEM.

In policy areas such as the response to climate change, China and the EU
continue to have shared interests and can work together in finding realistic, well-
defined, and mutually agreed and enforceable plans. However, in the policy fields
of transportation and digital connectivity, China and the EU need to adjust their
expectations to avoid future misunderstandings. The dilution of political trust has
made it more important to define rules governing connectivity projects clearly
and to make them explicit. In this regard, it is important to enhance existing
communication and dialogue mechanisms at both the political and functional
levels.

Transport

The Covid-19 pandemic has led to a heightened concern about long supply
chains and overdependence on single suppliers. However, risk diversification
and economic resilience can also be pursued through increased connectivity.
The opening of new transcontinental railway lines between China and the EU
in the past decade, for instance, is an important success for connectivity. In
2020 this infrastructure provided an important third channel for the necessary
flows of goods, as a result of pandemic-induced problems for maritime shipping
and air freight—in terms of both delivery time and increased costs. Continued
investments in these railway corridors—to address bottlenecks and to improve
capacity, efficiency, and intermodal freight transport and logistics—would benefit
both China and the EU.

Principles of economic, environmental and social sustainability need to
be mainstreamed across Chinese investments in the EU. China’s 2019 debt
sustainability framework, which takes steps in this regard, serves only as non-
mandatory guidance. To make Chinese actions compatible with rhetoric about
sustainable connectivity, additional steps are needed. Stronger monitoring and
enforcement mechanisms should be applied to projects being implemented in the
EU (and elsewhere abroad), particularly where Chinese public banks and SOEs
are involved. The assessment (and re-assessment) of the sustainability of these
projects requires also greater transparency by Chinese actors.

The ability to absorb Chinese investment varies across EU member states
depending on national legal, administrative and technical capacities to assess
longer-term cost-benefit balances and to fully understand the implications of
transport infrastructure projects. The EU should consider establishing a service
to supplement and help provide the necessary competence on request from a
member state. A service of this kind should be tailored to EU-wide standards,
even as it recognizes the variations among member countries. The service would
also assist China to understand and make good-faith efforts to comply with EU
regulations when designing, developing and implementing country-specific
financial packages and construction plans. This service would help enhance
mutual trust and minimize disputes due to misinterpretation.
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China and the EU should focus on how security issues will be addressed in
transportation projects to promote integrated, sustainable supply chains. A
common working document explaining how security measures will be applied
should be produced jointly by governmental institutions, companies and civil
society on both sides.

China and the EU have clearly indicated their interest in enhancing connectivity
across and within Eurasia. Expanding the discussion of the security dimension
of integrated, sustainable supply chains would be consistent with the ambition to
facilitate joint financing of projects in third countries.

Digital
The digital dimension of China-EU connectivity presents the most difficult
challenges. Designing a transatlantic approach to digital governance is certain to
remain a key focus under the new US administration. It will be a prominent issue
within the dialogue between the EU and the USA on their future relations with
China.

Pending the outcome of transatlantic discussions, progress is unlikely in
China-EU forums such as the Cyber Taskforce and the ICT Dialogue. However,
these forums should continue their work with a focus on promoting a better
understanding of the security measures that China and the EU both recognize
to be legitimate and necessary under their existing concepts of cybersecurity and
digital sovereignty. Clearer understanding of risks and agreement on legitimate
measures to counter them could help avoid exacerbating political disagreements.

Enhance mutual understanding and develop common language

Divergence in expectations, disputes over investment priorities, different
regulatory regimes, emerging security concerns and technical issues in
implementation have placed a question mark over the future of connectivity
programmes. The discussion of connectivity highlights the challenge of bridging
differences in the bilateral relationship at a time where growing frictions between
the two sides are eroding the foundation of a critical international relationship.

More broadly, realistic assessments are necessary if mutual political,
technological and financial misunderstandings are to be avoided. China and the
EU need to acknowledge their differences constructively.

China should acknowledge that, unless it addresses the issue of reciprocal
market access, conversations about deepening integration and economic
relations will be limited. As a point of departure, each partner acknowledging
the boundaries of the other can potentially help move the China-EU dialogue in
more productive directions. While China has benefitted from claims to still be
a developing country, as its economic and political presence inside the EU has
grown it must acknowledge and accept that EU openness cannot and will not be
unequivocal. The EU must acknowledge at the same time that China’s political
and economic system is unique, and that it is not likely to undergo significant
changes at the EU’s request.



50 CHINA-EUROPEAN UNION CONNECTIVITY

Indeed, while acknowledging these differences and challenges, China and the
EU have already started exploring new areas for cooperation. These may include
green financing, energy development and conservation, and climate change.?®”

China and the EU each need to significantly increase their investment in long-
term capacity and knowledge related to the other’s contemporary politics as
a necessary ingredient for taking forward future cooperation projects. The EU
should prioritize contemporary China studies when earmarking research funds
and target money linking the capacity of member states in projects financed
under, for example, the Horizon Europe instrument. China should leverage
opportunities to create deeper research capacity related to the EU across its
university and think tank systems.
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China-EU Connectivity in an Era of Geopolitical Competition

The long-standing relationship between China and the European Union
(EU) is being subsumed into a broader geopolitical competition between
major power centres. Alongside cooperation, elements of competition and
rivalry have been sharpened by a re-evaluation of the bilateral relationship
by EU actors. Areas of cooperation have included Chinese involvement in
the EU’s internal connectivity projects—specifically in transport and digital
networks. This report examines this cooperation and assesses its prospects.

Enhancing connectivity within and around the EU to facilitate trade and
commercial relations was relatively uncontroversial even if initiatives were
never fully aligned. But the space for common projects has been narrowed
by political divergence and new sensitivities in the EU regarding the
security implications of Chinese investments. China understands that the
EU’s scrutiny of its investments and restrictions on its involvement in
connectivity projects are affected by EU-US relations. Despite these
tensions, the report shows that constructive ways forward in this globally
significant relationship are still possible, both within and beyond the
connectivity domains.
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