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Key Points

Rebooting Europe’s China Strategy

The following analysis reaches a number of conclu-
sions for the China policy of European countries,
whether they are members of the EU or not. The key
points are as follows:

m The present assault on the Liberal Democratic
International Order, in which China and Russia
are openly co-operating, affects the interests of
all democraticcountries. To respond effectively,
Europe first needs a shared understanding of its
relationship with China;

m Europe needs to ensure its own comprehensive
security, with vulnerabilities ranging from cyber-
space, fragile states in its neighbourhood, migratory
pressures to military deterrence and defence. Only
a Europe confident in its own security can contrib-
ute to peace and stability elsewhere, including in
the Indo-Pacific;

® While the US is the principal guarantor of the
security of both Europe and of America’s partners
in the Indo-Pacific, the world’s democratic powers
are natural allies and must work together in
considering strategies to adapt the international
order to the challenge posed by China and by an
authoritarian axis between Beijing and Moscow;

m Within that democratic consensus, Europe needs
to develop strategies and means that contribute
to the Indo-Pacific region’s security;

m In its relationship with China, Europe also needs to
reduce its vulnerabilities, enhance its leverage, and
engage forcefully with international organisations
and multilateral institutions;

m Europe needs to engage with China on the basis of
strict reciprocity;

m Europe needs to strengthen collective knowledge
about China and its presencein Europe;

m The long-term goal of European China policy must
be to support China’s political, social and economic
change, which in the past has benefited the Chi-
nese people as well as many of the PRC’s partners.
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Introduction

The People’s Republic of China poses an immense
challenge for the European Union, one unimaginable
only a few years ago. This challenge comes at a par-
ticularly difficult time.

Vladimir Putin’s attack on Ukraine has shattered
post-Cold War assumptions about the pan-European
security order. The COVID-19 pandemic is still raging,
imposing very real social and economic costs on Euro-
pean countries. Europe’s security interests are threat-
ened in Eastern Europe, the Middle East and Africa.
The consequences of Brexit have not been entirely
digested yet, though the war in Ukraine is forcing
London and Brussels to work together more closely
on sanctions and other aspects of foreign and security
policy. Within the Union, illiberal and populist
governments are questioning its founding principles.
Against the background of this multiplicity of chal-
lenges, the EU sometimes struggles to assert itself
globally, even though it is still the largest economic
and trade entity in the world.

China poses a challenge to Europe’s long-term
economic sustainability, to its political freedom to
act internationally, to its values and interests and,
ultimately, to its security. This is not only a direct
challenge, but one which grows out of China’s sys-
temic impact on the international system.

European-Chinese disputes have been on the rise.
In Europe, in the United States and in other demo-
cratic market economies, the notion of ‘decoupling’
has gained ground in response to newly-perceived
risks in bilateral relations with China — the risk of
losing technological leadership and industrial com-
petitiveness to Chinese companies backed by the Chi-
nese state; and the risk of Chinese influence opera-
tions undermining liberal values and subverting
democratic politics. Decoupling can imply anything
from keeping key military or dual technologies out of
China’s hands to severing ties that result in economic
dependence on China.

China has been doing quite a lot of decoupling for
itself, and its economic policies increasingly reflect
the imperative of national security. The Chinese lead-
ership has promoted a ‘dual circulation’ strategy to

strengthen China’s self-reliance and to insulate it
from foreign crises. It is steadily increasing con-
straints on commerce and capital flows in the name
of national security, and is changing the rules of the
game for equity investment. Yet China maintains

the commercial exchanges with the rest of the world
that it deems either essential or profitable. During
the global COVID-19 pandemic, the country’s exports
have significantly risen, often at the expense of Euro-
pean companies.

Both those strategies of decoupling and dual
circulation seem to fly in the face of the powerful
forces of globalisation that reflect the explosion of
knowledge and technological innovation. Globalisa-
tion connects individuals and societies across the
globe ever more rapidly, broadly and deeply, and
its consequences are more intrusive than ever. The
nature of Europe’s interdependence with China,
based on integrated industrial supply chains, is dif-
ferent from its dependence on raw materials, and
especially fossil fuels, from Russia; the current rup-
ture of most financial and economic links to Russia
seems unlikely to be repeated in the case of China.
Ties might weaken in certain sensitive areas, but
overall European entanglement with China remains
dense. Economic incentives will continue to promote
this entanglement, while political and strategic con-
cerns seek to contain and curb it. European-Chinese
interdependence will be contested politically, and
thus trade-offs will have to be made between eco-
nomic gains, threats to national security and political
integrity.

As for China, the Chinese Communist Party’s
overriding ambition is to remain in control of China.
The Party will do everything it considers necessary to
consolidate and enhance its power. If the CCP leader-
ship considers meddling in other nations’ affairs
as necessary, it will do so, as it has done in Australia,
New Zealand, Europe and even in the United States.
Pragmatism persuaded China to open up to globalisa-
tion and pushed it towards global interdependence.
But concern about the CCP’s hold on power demands
that the leadership carefully channel and control the
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Introduction

implications of globalisation. Moreover, ‘change
through rapprochement’ can work both ways —
deepening economic interdependence has changed
both China and its partners, including Europe. China
can use globalisation against the West. As China’s
relative weight grows, it will lessen its own con-
straints, allowing it to expand its influence abroad.
China is now aiming to project itself globally with
a toolbox that includes persuasion, coercion and
corruption, and cyber action, mixing inducements,
blackmail and threats. The depth, scope and range
of interference in other countries’ politics will be
determined only by the motives and capabilities

of the CCP leadership, not by any notions about
appropriateness.

How should Europe respond to the challenges of
its entanglement with China? That is the central ques-
tion this paper aims to answer. First, however, we
need to clarify whom we mean by ‘Europe’.

Who is ‘Europe’?

For our purposes, Europe includes the European
Union institutions, the EU’s member states and also
other European countries. Europe’s collective identity
is expressed by the EU, but also by any group of Euro-
pean states that act in line with the four core ele-
ments of its identity detailed below. Even its most
influential member states cannot legitimately claim
to represent Europe on their own, however — Europe
is a collective endeavour.

Europe will need to base engagement with China
on a definition of its values, interests and objectives
that is shared among Europeans. Achieving this will
require persistent political efforts to prevail against
centrifugal tendencies within Europe and attempts
by China to undermine a unified European voice.
The nature of the European political process by itself
favours long-term considerations over short-term ones
and prioritises moderation over emotion. This also
makes it likely that European positions will be com-
patible with those of middle power democracies such
as Japan, South Korea, Australia or Canada, as well as
with those of some ASEAN countries. In that sense,
Europe seems well positioned in its ability to build
coalitions — a key source of soft power in today’s
international relations.

SWP Berlin
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1.1 Europe’s principles, norms, values and interests

[ Europe’s Objectives

I.1 Europe’s principles, norms, values
and interests

How should Europe define its interests and objectives
in its relationship with China? What will be the place
in it for the liberal democratic values that Europe
espouses? Can Europe avoid an economically damag-
ing decoupling from China and maintain mutually
beneficial ties while still remaining true to itself?

European values and interests express collective
choices rooted in Europe’s history. How Europe
relates to China should reflect this European identity.
Europe will have to do more than just delineating
what it is not, and instead clearly define what it is. A
‘Europe that protects’ will ultimately fall apart if, for
convenience or for commercial profit, it tries to stay
aloof from the struggle over the future of the world
order.

We suggest a number of core elements that consti-
tute the European identity: Europe is democratic, for
some predominantly liberal, for others predominantly
social, never exclusive of either. For all, it is multi-
lateralist, and it is increasingly espousing conserva-
tion of resources and greening.

Most Europeans today see the governance of their
nations as irretrievably intertwined with the political
values of the enlightenment and liberalism, but also
with those of prosperity and social fairness. The way
the EU functions in its day-to-day activities is a reflec-
tion of that. This does not mean that liberal democracy
will necessarily prevail in all member states at all
times (significant deviations already exist), but it does
consider an illiberal, authoritarian European Union,
were it ever to come about, as no longer representa-
tive of Europe. If a majority of member states, includ-
ing its largest ones or its founding members, ceased
to be liberal democracies, and if they succeeded in
remoulding the EU into an illiberal, authoritarian
entity, this would wreck the foundations on which
the European project was built.

In international affairs also, the EU agrees to be
bound by rules because this best serves its long-term
collective interest. The EU is multilateralist because

it does not want to rely on the primacy of power (even
if the security situation in its region increasingly forces
it to agree on the need for a much stronger defence),
but also because it is itself a multilateralist entity. It
emphasises alternative sources of power, although

it needs to be able to deter aggression and to defend
itself. In terms of principles, the European Union not
only remains part of the West, it could be said to
epitomise its values as a multilateralist liberal demo-
cratic institution.

Finally, the European identity is increasingly
‘green’ because it is (predominantly) a prosperous and
ageing society that is ever more aware of the fragility
of its ecological environment.

Both EU member states and non-members will
continue to see Europe’s role in international affairs
as multilateralist, i.e. supportive of a rules-based,
liberal and democratic international order that is
characterised by rule of law, rather than by rule of
force, and by functioning international institutions.

As a group of liberal multilateralist countries,
Europe supports a world economic order that facili-
tates flows of knowledge, goods, services and capital.
On balance, EU-China economic interactions in the
past have contributed to the prosperity not only of
China, but also of Europe, though the gains have
not been shared evenly between or within the two.
China’s rapid growth has drawn in European exports
and thus supported employment in exporting sectors.
Imports of cheap consumer goods from China have
benefitted European consumers. Against this, there
also have been painful adjustments as competition
from China has damaged or displaced European
industrial production and employment.

.2 Europe between China and the US

Europe prefers its economy to remain intertwined
with both China and the US. It needs to sustain its
economic prosperity with both, and to rely on the US
for its security. China will, in all likelihood, remain
the biggest growth market in the world for some time
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I Europe’s Objectives

to come; many European companies feel they cannot
afford to abandon this market, be it as suppliers from
outside or as producers within. Yet as long as China
continues to be governed by the CCP (an assumption
European policy makers have to make), it will pose a
systemic threat to liberal democracies and the world
order that our survival and prosperity depends on.
European policy choices will therefore face contra-
dictory pressures and incentives that may pose a
dilemma.

The only way forward for Europe — both EU mem-
ber states and others — is to develop its ‘strategic
sovereignty’, which in practical terms means becom-
ing more resilient and better able to set its own
course. Doing so will require Europe to cultivate its
influence in both Washington and Beijing, and that
influence will need to rest on leverage. So far,
Europe’s power has been largely based on regulating
its huge internal market. This will not suffice in the
future: Europe will require a capacity for formulating
and implementing collective foreign policy strategies.
It will also need the means to defend itself effectively.
Contrary to a common view, strategic autonomy is
not an alternative, but a prerequisite for a vibrant
transatlantic alliance.

From Europe’s perspective, the US will be the
natural partner and leader in promoting liberal and
democratic norms, nationally and internationally,
alongside other liberal democracies — provided it
remains a liberal democracy itself. But as China’s rise
challenges the existing regional order in East Asia and
therefore the US role as a security provider, America’s
resources and political attention may be increasingly
divided between the Indo-Pacific and its commitment
to European security. The way in which Washington
ended its military presence in Afghanistan in August
2021 has rekindled fears of a new isolationism. Though
the US has met Russia’s war in Europe with resolve,
in a future European security crisis it is quite possible
that the US will be tied down by a parallel crisis in
the Indo-Pacific region. Europe therefore must shoul-
der more of the responsibility for its own security and
for the stability of its immediate neighbourhood.

America and China, while economically still joined
at the hip, are now locked in a fierce geopolitical con-
test, with far-reaching global implications. Ultimately,
international relations are polarised between liberal
democracies and groupings of authoritarian or neo-
totalitarian states of which China is the most power-
ful, co-operating ad hoc with others (Russia, Pakistan
etc.), wherever it considers this opportune. The United
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States remains the natural leader of the first camp in
this systemic struggle. But Europe must decide how
to approach the nascent US-China bipolarity in inter-
national affairs. It is in Europe’s primary interest to
prevent a dangerous confrontation between the two
superpowers. Europe will need a reasonably co-opera-
tive US-China relationship in order to establish and
maintain the effectively managed rules-based liberal
democratic international order it needs to prosper.

In order to be able to exercise some moderating influ-
ence on the US-China relationship, Europe will have
to navigate each relationship separately, exercising its
strategic sovereignty in dealing with both Beijing and
Washington.

There are parallels between the US-China rivalry
today and the Cold War, though there are also impor-
tant differences. These differences include China’s
enormous economic success and mounting potential,
and the degree of its economic interdependence with
market economies.

American and Chinese perceived interests and geo-
political objectives in East Asia are now incompatible
because both sides demand a dominant position in
that region for themselves. Those demands have
deep roots in history, but also within their respective
domestic politics: America has always considered
itself a Pacific power, and the Chinese leadership uses
its ‘China dream’ to revive China’s traditional domi-
nance in East Asia as a means to support its hold on
power. Both also possess vibrant, highly innovative
economies, though in China, the economy is state-
driven and the market is subjugated to the supremacy
of the CCP. Both pursue industrial policies to strength-
en their national and military power, though strat-
egies again differ. In both societies, there is a political
consensus that the other poses a threat, which must be
met inter alia with a foreign policy backed up by mili-
tary power. In the Chinese case, this political con-
sensus is reflected in pervasive propaganda portraying
the US as an enemy. In the US, while there is no
official effort to promote anti-Chinese feelings, con-
cerns about China’s covert influence in academia and
elsewhere (not all of them unjustified), and criticism
of China’s role in spreading COVID-19, have led to
ethnic violence against individuals of Chinese origin,
and unfair treatment of some people suspected of
illicit links to China.

The most important difference lies in their respec-
tive political systems, in particular their ability to
learn from mistakes and take corrective action. As
long as the US functions as a democracy based on



checks and balances and the rule of law, it will retain
this ability. This is much harder with the concentra-
tion of power and the ideological commitment that
characterises the CCP. ‘Systemic rivalry’ is the com-
petition to see which political order will be better at
adapting to changing circumstances; and America can
reflect on, and learn from, its mistakes and misdeeds.
Thus, after the catastrophic NATO withdrawal from
Afghanistan and the fall-out from the AUKUS agree-
ment in Europe, Washington took corrective action
with France and managed the Western response

to Russia’s aggression against Ukraine effectively.
China’s Leninist centralism, on the other hand, hardly
recognises the possibility that the CCP leadership
could ever be wrong.

1.2 Europe between China and the US

SWP Berlin
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II The China Challenge: Partner, Competitor, Systemic Rival

I[I The China Challenge:
Partner, Competitor,
Systemic Rival

“China is, simultaneously, in different policy areas, a co-operation partner with whom the
EU has closely aligned objectives, a negotiating partner with whom the EU needs to find
a balance of interests, an economic competitor in the pursuit of technological leadership,

and a systemic rival promoting alternative models of governance.”
(Joint Communication of the European Commission and the High Repre-
sentative to the European Council: EU-China Strategic Outlook, March 2019)

“Competitive when it should be, collaborative when it can be and adversarial when it

must be.”

(Anthony Blinken, A Foreign Policy for the American People, March 2021)

“We will invest in enhanced China-facing capabilities, through which we will develop a
better understanding of China and its people, improving our ability to respond to the
systemic challenge that China poses to our security, prosperity and values — and those

of our allies and partners”.

(Global Britain in a Competitive Age: the Integrated Review of Security, Defence,
Development and Foreign Policy, UK government, March 2021)

In Europe, there are two widespread misperceptions
and one accurate assessment about China. To start
with the accurate assessment: China is indeed a great
rising power, a juggernaut that is hurtling along

at great speed. Since its leadership opened up and
reformed its economy in 1978, China’s share of world
GDP has grown from less than 2 per cent in 1980 to
3.6 per cent in 2000, about 9 per cent in 2010 and
close to 18 per cent in 2020. Chinese exports of goods
and services rose from 0.5 per cent of world total in
1980 to about three per cent in 2000 and 12 per cent
in 2020; valued in current US dollars, they grew from
$11.3 billion (1980) to $2,723 billion, or $2.723 tril-
lion (2020). China’s share of global CO, emissions
doubled between 1980 and 2000 from seven to 14 per
cent and then more than doubled again to 28.9 per
cent in 2019.

The country seems set on overtaking the United
States as the world’s largest economy and, eventually,
as the most powerful country worldwide. The first
European misperception about China is that its rise is
economically important but politically irrelevant for
Europe. The second misperception explains the first:
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Europeans assume that China is far away. In fact,
while China’s rise does manifest itself most visibly
in economic terms, it is driven by politics and carries
huge political implications for the rest of the world,
including Europe; China’s public support for Russia
from the beginning of the Ukraine war has become
the dominant topic in EU-China relations. Its propa-
ganda apparatus has adopted Russian justifications
for the invasion in their entirety, including dissemi-
nating Russian disinformation, as well as the basic
line according to which NATO is responsible for the
conflict. At the April 1" EU-China summit, the Euro-
pean side ensured that the war was the only current
international issue discussed. Some minor agree-
ments that were previously on course for signature
have been postponed. The EU asked China to speak
out in favour of a cease-fire, and failing that to join
efforts to establish humanitarian corridors. Instead,
China focused solely on sanctions as the problem to
solve. China is no longer seen as far away at the other
end of the huge Eurasian landmass, and present in
Europe primarily through its goods and investments.
China’s support “without limits” for Russia has recast



Chinese influence in Europe and its strategic impli-
cations. This comes on top of Europe’s recognition of
China’s increasingly long arm — not only economi-
cally, but also militarily, financially, and in terms of
potential coercion in many third regions and coun-
tries. China’s support for Russia’s invasion also makes
Europeans more aware of the danger of a possible
major conflict around Taiwan in the world’s fastest
growing region: East Asia and the Indo-Pacific. Its
implications — military and economic — are no
longer remote possibilities after Ukraine.

China’s leadership has learned to adapt its policies
as the situation requires. When the CCP encounters
resistance, it may enter into an all-out combative
mode, or it may even momentarily change course, yet
never lose sight of its short- or long-term objectives.
In pursuing them, China will be impervious to mor-
alising admonitions, threats or purely legal challenges.

The China challenge is now commonly reduced
to a seductively elegant formula: according to this,
China is a partner, an economic competitor and a sys-
temic rival. Yet that formula obscures as much as it
sheds light, by implying, for instance, that relations
with China can be neatly compartmentalised, or that
the three aspects of the relationship are equally im-
portant. In fact, systemic rivalry is at the core of the
relationship with China, and it permeates the other
two dimensions. The CCP sees the allure of liberal
democracy as a deadly threat to its own model of
governance: for it, the two models are not only in-
compatible, they are also irreconcilably antagonistic.
While for Europe partnership and competition each
follow their own logic of interaction, at least partly
co-operative, the CCP leadership will always assess co-
operation through the lens of its implications for
the systemic rivalry. This means that elements of that
rivalry will always be present and pervade all aspects
of partnership or co-operative competition with
China. At the same time, while the CCP’s governance
model in principle concerns the PRC only and is pre-
sumably not meant to be exported, systemic rivalry
nevertheless extends outward. Aspects of systemic
rivalry will therefore surface in the form of Chinese
authoritarian influence in liberal democracies and
in other countries, as well as in all aspects of regional
and global governance. In other words, systemic
rivalry involves a contest for influence over the future
of the international order, its norms, rules, practices
and institutions, over modes of governance in third
countries, and ultimately even over the future of
democratic governance in our own countries. The

II.1 China as a partner

rigid power structure that underpins the PRC’s
domestic system has already begun to spread beyond
its borders, and will increasingly shape national, bi-
lateral, multilateral and global power configurations
worldwide.

II.1 China as a partner

Co-operation with China is in principle attractive.
Depending on what measurement one uses, the PRC
already represents, or will soon represent, the single
largest economy in the world. It has also become the
most important trading partner for most countries
in the world. The gravitational pull of its economic
weight will be hard to resist, and few commercial
actors (or their governments) will be in a position to
ignore it.

Co-operation with China is also essential. In most
global challenges, such as climate change, pandemics,
or Weapons of Mass Destruction (WMD), the PRCis a
major part of the problem, but therefore also an in-
dispensable part of the solution. Effective co-opera-
tion on global challenges requires mutual accommo-
dation and a willingness on the part of the parties
involved to adjust how they define their national
interests. Yet such co-operation would initially have
to take place within existing parts of the old, liberal
and democratic world order that delineate how co-
operation should be conducted. These frameworks
reflect the norms, rules and institutions that were
established under the influence of the West but are
now contested by China. Therefore, though China
and Europe will need to build a partnership to resolve
global challenges, systemic rivalry will persist over
the frameworks that guide those partnerships.

II.1.1 Partnering with China on
global challenges

China has been the biggest beneficiary of the oppor-
tunities provided by the liberal international order.
They enabled the country to register persistently
spectacular growth rates over the last decades thanks
to its export-led strategy. During those decades, the
PRC has also significantly expanded its participation
in global governance. But Beijing is now seeking to
reform that order in line with its own preferences
and perceived needs.

The PRC poses a twofold challenge to the inter-
national order. First, China’s support for the inter-
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II The China Challenge: Partner, Competitor, Systemic Rival

national principles, rules and norms that underpin
the present international order is heavily qualified:
there is almost no international commitment or legal
obligation that China is not ready to breach if its
interests, as defined by the CCP leadership, require

it. And there is certainly none that the CCP would
respect if it saw this as threatening the Party’s hold
on power at home. It will therefore be hard to get
China to comply with international rules for the sake
of the world order, if China believes it would have

to sacrifice advantages it presently enjoys.

Second, whatever China does or does not do on
almost any global challenge will — for better or for
worse — have worldwide consequences for others.
Major contributions are needed from China to keep
the world order functioning. Yet China baulks at
assuming such responsibility, preferring to limit itself
to minor steps. This, in essence, often represents free-
riding on efforts from the rest of the world. Moreover,
China occasionally also decides to use its de jure (in
the United Nations Security Council [UNSC]) or de facto
veto power to block any progress towards effective
global governance to meet challenges. Its meteoric
rise places the PRC in the unique position of a devel-
oping country that is nonetheless asked to undertake
large long-term investments in order to safeguard the
commonly-shared international order.

I1.1.2 The case of climate change

In 2019, China accounted for 28.9 per cent of global
CO, emissions, almost exactly twice the share of the
US (14.5 per cent), and close to three times that of the
EU (9.7 per cent). Together, the three represent well
over half of the problem, and therefore of the solu-
tion that would be required. Working with China as
a partner for the common good is therefore crucial.
Getting the US, China and European countries on the
same page for effective multilateral co-operation will
be critical for our future. To the extent that this
materialises, all countries will benefit, though not
necessarily equally. Industrialised countries in North
America and in Europe are responsible for about half
of all CO, released into the atmosphere since the
beginning of the industrial age (with China account-
ing for 12.7 per cent from 1751 to 2017), but this has
now changed. Given its current climate trajectory,
China’s policies will by far be the most important.
While China’s per capita emissions are still sub-
stantially lower than those in Western industrialised
countries (in 2018, they stood at 7.3 tonnes versus
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15.4 tonnes for the United States, 8.6 tonnes for Ger-
many and 4.6 tonnes for France), emissions per unit
of GDP are much higher than those of industrialised
countries such as Germany or the United States, but
also of a developing country like India: in 2016, CO,
emissions, measured in kg per US dollar of GDP at
purchasing power parity, stood at 0.529 kg, while
they were 0.268 in the US, 0.175 in Germany and
0.311 in India. This indicates that China’s overall
economic activity is rather wasteful in terms of CO,
emissions and offers huge opportunities to reduce
specific emissions.

China’s role in climate change has several distinct
dimensions. First, will China reduce its GHG emissions
by (or even before) 2030, and achieve carbon neutral-
ity by 2060, as promised? Second, what will China do
bilaterally and multilaterally to ensure that its eco-
nomic partners will shoulder their share of contain-
ing global warming? And third, to what extent and
how will China use its weight in the global climate
change effort to ensure sufficient progress worldwide?

The central problem for the CCP leadership in this
context is the particular socio-economic development
model of (export-led) industrialisation that China has
followed. It is highly energy-intensive and therefore
produces high levels of GHG emissions. Re-directing
that development model could lead to a considerable
decrease in both energy and emission intensity. Yet
this will be politically very difficult, given the deep
roots of that model in China’s economy and society,
the hundreds of millions of jobs at stake, and the
importance of this development model for the CCP’s
legitimacy. Even an honest, realistic and transparent
assessment of actual emissions therefore already
represents a significant political hurdle for the CCP
leadership. Beyond that, there are the familiar prob-
lems of implementing ambitious national policies at
the local level.

How amenable is China’s climate change policy
to outside influence? Nudging the Chinese leadership
to review and recast its domestic climate change
policies, whether by incentives, persuasion, bargain-
ing or sanctions, though possible, will be quite a task.
Yet this would only tackle one of the three dimen-
sions of China’s major role in the context of global
warming. Its policies towards its partners and in the
international legal and institutional framework for
combatting global climate change — from the UN
Framework Convention on Climate Change in 1990 to
the conclusions of COP26 in 2021 — would still need
to be addressed, if climate change were to be con-



tained effectively. China’s commitment to end sup-
port for coal-fired power stations abroad at the COP26
in Glasgow indicates that China’s climate policies are
not impervious to outside influence: the PRC does
care about its international reputation.

I11.1.3 Global health and the
COVID pandemic

China’s role in the global health system charged with
combatting pandemics is ambivalent. On the one
hand, China — as the Republic of China (RoC) — in
1946 was one of the founding members of the World
Health organisation (WHO), which forms the insti-
tutional core of this order. The PRC took over China’s
seat in the World Health Assembly when it replaced
the RoC in the United Nations in 1971, and, as else-
where in the UN system, used its influence to sideline
Taiwan. During the first pandemic in this century,
the SARS pandemic, which erupted in southern China
in November 2002, China initially failed to co-operate
adequately with the WHO: it tried to hide the dimen-
sions of the problem and refused to ensure trans-
parency and access. The then Director-General of the
WHO, Gro Harlem Brundtland, pushed the PRC
government into co-operation.

The COVID pandemic caused by SARS CoV-2 broke
out in Wuhan, China in late 2019. After its initial
failure to notify the WHO, even though the staff of
medical facilities in Wuhan and the Taiwanese
authorities, alarmed by travellers from China with
the disease, were already warning of an imminent
epidemic, the PRC leadership still permitted local
authorities to stage large celebrations of the Spring
festival and to allow about 5 million travellers to visit
other areas of China and other countries. Thus, the
disease had already spread abroad by the spring of
2020 when the PRC managed to control the spread of
the COVID virus in China through a huge effort at
tracing and containing outbreaks with its “Zero-COVID”
policy. This included massive and strictly-enforced
lockdowns in Wuhan and other parts of China. The
PRC also went on a global offensive with its mask and
vaccine diplomacy, contrasting its effective sup-
pression of the pandemic with the policy failures in
the United States and the West as a whole as a sign of
China’ superior governance performance. This narra-
tive conveniently ignored the impressive, successful
and consensually-implemented efforts of democratic
governments in Japan, Taiwan, South Korea and New
Zealand during the first wave of the pandemic.

II.1 China as a partner

China’s participation in the WHO regime for com-
batting pandemics did include co-operative policies
that contributed to global welfare, such as supplies
of Chinese vaccines. After months of procrastinating,
China also allowed a WHO team of international
experts to visit Wuhan to explore the origins of the
pandemic, albeit with significant restrictions. Yet
China continues to withhold critical information, for
example key epidemiological data on the 174 earliest
known cases of COVID-19 in Wuhan. It also tried to
instrumentalise the WHO in its efforts to constrain
Taiwan’s international space. In sum, China’s per-
formance in the global system for combatting the
pandemic combined co-operative policy initiatives
with efforts to promote its own agenda vis-a-vis Tai-
wan and advance its objectives in its systemic rivalry
with liberal democracies. Even on an issue such as
fighting a global pandemic, the imperative of inter-
national co-operation was thus overshadowed in
China’s policies by the competitive and antagonistic
aspects of its relationship with the rest of the world:
its ‘People’s War’ against COVID had become an
element of its systemic competition with the West.

I1.1.4 The case of WMD proliferation

It has long been the PRC’s declared policy to contain
the spread of WMD, particularly of nuclear weapons.
Yet in the past, the PRC has contributed to the illicit
proliferation of nuclear weapons, notably with regard
to Pakistan’s nuclear program and the missile tech-
nology required to deliver nuclear warheads. China
has thus indirectly also contributed to the further
proliferation of nuclear weapons through the activ-
ities of the Pakistani A Q Khan and the Pakistani
military network with Libya, Iran and North Korea

in the 1980s and 1990s. On the other hand, the PRC
acceded to the Nuclear Non-Proliferation Treaty (NPT)
in 1992. It joined the Nuclear Suppliers Group in
1994 (later blocking India’s entry) and signed (but has
not ratified) the Comprehensive Nuclear Test Ban
Treaty (CTBT) in 1996. It is thus playing a part in the
nuclear non-proliferation regime.

Yet Beijing’s commitment to enforcing non-pro-
liferation seems ambiguous. On the one hand, China
did play a highly visible role in talks to contain the
spread of nuclear weapons and missiles in North
Korea and Iran. It initiated the Six-Party Talks dealing
with the North Korean nuclear weapons programme,
albeit without tangible results. It supported a sanc-
tions regime against the DPRK, imposed by a series of
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UNSC resolutions, when North Korea tested nuclear
devices and long-range delivery systems. On the other
hand, it has increasingly used its participation in the
Panel of Experts established by the United Nations
pursuant to these sanctions in order to mitigate the
content of reports on implementation. Its ports and
commercial ships are often involved in trade sanction
evasion. Beijing’s priority has been to ensure the sta-
bility of the DPRK regime and assert its geo-political
influence on the Korean peninsula. Moreover, China
actively assisted Pakistan’s nuclear weapons pro-
gramme in the 1980s and 1990s, even after Beijing
acceded to the nuclear non-proliferation treaty (NPT)
in 1992; and it has continued to help Pakistan with
its missile programme, despite having pledged in
2002 to respect the rules of the Missile Technology
Control Regime, designed to prevent the transfer of
missiles able to carry weapons of mass destruction.
Despite being a member of the E3+3" and thus also
responsible for the international sanctions regime
against Iran on the nuclear issue, China still has
remained Iran’s number one trading partner, even
after the US under Donald Trump left the JCPOA in
2015 and imposed new sanctions. The US mostly gave
a pass to China over its actions in Iran until 2019,
when the Trump administration sanctioned two
CNOOC subsidiaries. China then pulled out of the
South Pars gas field. Clearly, while China would not
risk its relationship with America over Iran, Beijing
remains keen to secure access to Iran’s rich energy
resources, and a wide-reaching co-operation agree-
ment concluded in 2021 suggests that Beijing is also
cultivating its relations with Iran to increase its over-
all influence in the Middle East. From the perspective
of an increasingly strained non-proliferation order,
the question is whether China will be willing to pull
its weight, be content to rely on the efforts of other
countries, or even seek to undermine such non-
proliferation efforts in the pursuit of other strategic
aims. So far, the evidence on this is inconclusive.

II.2 Co-operation and competition with
China in markets

Liberal economic thought since Adam Smith and
David Ricardo has been based on the idea that com-
petition between companies over market share and

1 The members of the E3+3 are France, Germany and the UK
(the E3) plus China, Russia and the US.
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profits maximises economic efficiency. This has been
one of the core tenets of the post-World War II inter-
national economic order. This notion of competition
also broadly aligns with the logic of economic globali-
sation, in which the allocation of capital and resources
is driven by the search for efficiency gains. Today,
competition often takes place between highly intri-
cate transnational supply chains.

China has been at the centre of globalisation. It
has become the number one trading partner for most
countries in the world. Corporations (and their gov-
ernments) will therefore be keen to work together
with Chinese partners for mutual benefit. This
applies to Europe as well. Despite continuing con-
cerns about the absence of a level playing-field in
China’s huge market, many European corporations
remain committed to it and hope to expand their
sales. Efforts in both China (the dual-circulation
economy project) and in the West (concerns about
supply-chain vulnerabilities) notwithstanding, there-
fore, economic interdependence between China and
the European Union seems destined in principle to
continue into the future, albeit the specific patterns
may well change. The actual trend may well be sub-
ject, however, to geopolitical events, a term used by
the Chinese leadership itself. For instance, increased
Sino-Russian co-operation to evade the present sanc-
tions against the Russian economy or to provide
weapons for Russia’s attack on Ukraine would inevi-
tably bring to the fore the issue of secondary sanc-
tions against Chinese entities. Depending on what
China does during the course of the war, the impact
of such secondary sanctions may differ, as sectors as
different as finance, digital industries and aerospace
are concerned.

In partnering with China for economic gain, a
number of issues arise: who exactly benefits, how,
and how much? What kind of benefits are they? Con-
versely, who suffers? With what consequences? If we
take the example of bilateral trade, for Europe, direct
benefits go to the commercial actors involved, the
companies, their shareholders and those employees
who have not lost their jobs. Indirect benefits could
include contributions to national prosperity, eco-
nomic strength and even national power.

The latter is a key concern for China in its economic
relationships with other countries. This raises an-
other, more fundamental question about the partner-
ship with China: do both sides operate on the same
assumptions? In China’s economic partnership with
Europe, the two sides may share the same bed, but



they dream very different dreams. The PRC is a
‘power trader’ (see chapter I.2.3 below, p. 20): its
leadership perceives the pursuit of wealth as a way to
build international power, status and influence. This,
in turn, helps to support the CCP’s legitimacy at
home and thus to cement its hold on power.

I1.2.1 Same bed, different dreams:
China as a competitor

One of the great strengths of the Liberal Democratic
International Order (LDIO) has been its capacity to
integrate newcomers, including rising powers. This

is apparent in four waves. The first concerned West
Germany and Japan during the 1950s and 1960s.
Their post-war economic recovery would not have
been possible without the liberal international eco-
nomic order offering access to capital, export markets
and technology.

The second wave of enlargement came with the
rise of a newly industrialising Singapore, Hong Kong,
South Korea and Taiwan (soon called the ‘Four Little
Tigers’), followed by the emergence of ASEAN coun-
tries. Capital from American and European, but above
all from Japanese firms and the Chinese diaspora
dominated in this second wave. Japan also provided a
successful model for export-oriented industrialisation
promoted by government policies.

The third wave came with the dismantling of the
communist system and planned economies in Central
and Eastern Europe in the late 1980s and early 1990s.
By 2013, ten former communist countries had acceded
to the EU. Through its neighbourhood policies and
association agreements, the EU had also developed
a wider network of ex-communist partners in the
Western Balkans, Eastern Europe and the South
Caucasus who were integrated (to a greater or lesser
extent) into the liberal international order.

China represents the fourth wave. It is the most
recent, most extensive and most problematic example
of an industrial late-comer’s integration into the
liberal international economy. Although its integra-
tion began before the Cold War ended in 1990, the
bulk of China’s rise has taken place in the three
decades since, in particular since its accession to the
WTO in 2001. Its successful integration into a (largely)
open world economy brought huge economic ben-
efits, not least to China. Thus, China has become the
single largest location of world industrial production,
accounting for 27.6 per cent of world manufacturing
value added in 2015, according to UNIDO data.

1.2 Co-operation and competition with China in markets

Its ability to plug into existing networks of globali-
sation and develop new ones played an important
role in China’s enormous achievements in lifting
hundreds of millions of Chinese out of poverty. In
that process, many others elsewhere greatly benefited
as well, starting with Western and East Asian com-
panies that invested in production facilities in China,
but the rise of China also had far-reaching and often
disruptive consequences throughout the world
economy. It also resulted in a major shift in interna-
tional power and provided the economic foundations
for China’s military armament. Finally, as China’s
weight in the world economy grew, deep tensions
emerged between its own economic policies and the
principles and norms of the international order, of
which it became an ever larger part.

China’s particular economic development, its
‘Reform and Opening’ policies since 1978, were
inspired, as in the case of other East Asian countries
before, by Japan’s post-war model. Yet its develop-
ment over time has evolved with a distinctively Chi-
nese trajectory. In it, the CCP was able to retain — or
recover and even strengthen — its iron grip on the
economy, which it sees as the foundation of China’s
power in the world and as a crucial source of its own
legitimacy.

In the context of competition between countries,
commerce is both an end and a means. It will be an
end for the business actors involved, but a means for
the governments that want to draw on the money and
knowledge generated by these actors, for their own
power purposes. In this, China is following an ancient
Chinese slogan upon which Japanese reformers of the
19" century imprinted a modern meaning: ‘rich
country, strong army’.

I1.2.2 A rigged domestic market in China

China does not seek complete autarky. In recent years,
as the US increasingly veered away from its traditional
support for free trade, China has even presented itself
as the guardian of an open, multilateral international
economic order. Yet its support for economic open-
ness is conditioned by mercantilist concerns about
power and control. Self-reliance and independence
from international supply chains, so-called “domestic
circulation” have been stressed more frequently
under Xi Jinping. It will use levers of economic inter-
dependence and weaponise them to advance its
national power. Nor will the PRC hesitate to decouple
and protect its economic activities from the global
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economy where it perceives national security vulner-
abilities or opportunities to enhance China’s geo-
political clout. Overall, the PRC’s engagement with
global trade and finance has produced far-reaching
change in China, but has not resulted in a political
or even a comprehensive economic opening of the
country.

From the perspective of the CCP, China’s economic
rise is both an end and a means. It is an end in that
the Party draws much of its legitimacy from the
material benefits its policies have provided for the
Chinese people. Yet it is also a means to secure Chi-
na’s return to its pre-modern dominant position in
East Asia and its rejuvenation as a respected world
power. China therefore pursues expansive national
objectives through its domestic and foreign economic
policies.

Domestically, competition between foreign-invested
and Chinese companies in China takes place inside a
space circumscribed by the CCP’s interest in allowing
foreign competition for reasons other than enhancing
individual welfare and creating private wealth. Such
reasons may include the wish to spur innovation in
Chinese-invested companies. While the link between
commercial competition and political power in China
may be weak enough in broad areas of economic
activity to allow for lucrative activities by foreign-
invested companies, fair competition and a level-
playing field cannot be expected whenever the CCP
sees its power at stake. Moreover, under the policy of
‘civil-military fusion,” promulgated in 2014, the party
demands that all domestic economic activity contribute
to China’s military strength. China can be expected
to impose civil-military fusion on all commercial
actors within its reach, including foreign companies
operating in China. While in practice enforcement of
the policy may not always function all that well, it is
characteristic of the way in which China looks at the
benefits of economic partnership. Moreover, given the
huge share of intermediate goods and services within
supply chains in China’s external trade and the CCP’s
obsession with (military) power, concerns over pos-
sible security implications of collaboration with Chi-
nese corporations — e.g. Huawei’s part in building
the emerging 5G telecommunication infrastructure
in the West — seem reasonable.

China’s formally ambiguous but de facto largely
supportive stance towards Russia’s invasion of Ukraine
has given a new salience to these issues. Both coun-
tries have new international payments arrangements
that — they hope — could make up for Russia’s
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exclusion from SWIFT, at least to some extent.
China’s main exports to Russia are in the telecoms
and digital equipment sector, but the initial response
of Chinese firms to Western sanctions was to reduce
exports to Russia. Presumably they feared either

that Russia’s banking problems would prevent them
getting paid, or that violating US sanctions would
result in more negative consequences than losing
market share in Russia. The two countries have plans
for co-operation in civilian aerospace, as well as a
strong military relationship. They trade increasingly
in euros: estimates range between 40 and 60 per
cent. Russia, which already supplies gas from eastern
Siberia to China via the Power of Siberia pipeline,

is keen to have the option of selling China gas from
Western Siberia via a second pipeline (currently in
the earliest stages of survey and design). Together
with additional interconnectors, the new pipeline
would enable Russia to supply China with gas that
would otherwise go to Europe.

Like other industrial latecomers, China encouraged
domestic firms to adopt superior technologies to get
ahead of their competitors. Through a host of specific
industrial policy instruments such as credits, direct
financial support and preferential government pur-
chase arrangements, it also supported Chinese cor-
porations (often state-owned), over non-Chinese ones.
With the ‘Made in China in 2025’ project (described in
more detail in chapter I1.2.4 below, p. 22), it became
clear that China aims for Chinese companies to domi-
nate the most important and advanced industrial
sectors — not only in China but worldwide.

I1.2.3 Power trader:
China’s mercantilist challenge

In its foreign economic policies, China has been
called a power trader, along the policy lines pursued
by Germany towards Eastern European countries
during the late 19" and the first half of the 20" cen-
tury. Those policies were analysed, in a seminal work
first published in 1945, by the German-American
economist Albert O. Hirschman. His work has recently
been applied to China. According to this argument,
China today deliberately tries to enmesh smaller and
weaker countries through one-sided ties of trade,
financial flows and currency arrangements so as to
make them politically dependent and malleable client
states.

While the Chinese market is systematically rigged
against foreign corporations, the situation is different



in Western and third countries’ markets and in inter-
national markets. Yet there, too, China may try to
shape the rules, regulations and institutions to its
own advantage, through means fair and foul. One
important legitimate way to do so is to set industrial
and commercial standards. Corruption, placing per-
sonnel in key positions and conducting political
influence operations to shape regulatory frameworks
are other ways in which China may try to tilt the
rules in its favour.

Co-operation and competition between corpora-
tions take place in both national and transnational
markets, in accordance with formal and informal
rules that reflect the regulatory frameworks within
which they are embedded. The broadest regulatory
framework for international competition is the WTO.
There are serious doubts among experts as to whether
China’s domestic and external economic policies are
compatible with the letter, let alone the spirit of the
WTO. This is hardly surprising, given the primacy of
politics (i.e. the CCP’s unfettered control) in China. In
the conception of the party, rules and laws are tools
for exercising power. They are to be observed by
others, but China will only observe them when con-
venient. China’s approach to rules was demonstrated
when the PRC imposed economic sanctions on
Australia to express its displeasure about Australian
demands for an international inquiry into the origins
of the COVID-19 pandemic, shortly after the two
countries were among the signatories of the Regional
Comprehensive Economic Partnership (RCEP) Free
Trade Agreement. It has been demonstrated again in
the case of Lithuania, where China used informal but
harsh trade sanctions against Lithuania and compa-
nies using Lithuanian components in retaliation for
Lithuania’s decision to allow Taiwan to open a repre-
sentative office in Vilnius under the name ‘Taiwan’
rather than ‘Taipei’ which, Beijing claims, indicates
the recognition of Taiwan as an independentstate.

One of the most powerful tools available to govern-
ments in the context of foreign economic policy is the
exchange rate of its currency, which affects the prices
of all internationally-traded goods and services. By
carefully restricting the opening of its economy in
terms of capital flows — allowing huge FDI inflows,
yet controlling outflows through the purchase of
foreign currencies that resulted in huge reserves —
China was long able to secure an exchange rate that
benefited exporters. Today, a more pressing issue is
that of WTO reform. The organisation lacks a mecha-
nism to define how developing economies join the

1.2 Co-operation and competition with China in markets

ranks of developed economies. It is behind the times
in several regards: sustainable development and
labour rules are not legally enforceable within WTO
rules; service and finance sectors — now as important
as trade in goods, or even more so — are inadequately
covered by these rules. The catch is that changes to
WTO rules require unanimity.

I1.2.4 China and technological
innovation

The European Union’s China strategy defines China
as an economic competitor. Today, the most impor-
tant element in that competition is the national
capacity to innovate; this, in turn, will help compa-
nies and governments to shape international stand-
ards and norms. The race to innovate takes place
among entrepreneurs and corporate actors, but it also
involves the national and transnational institutions
that generate the knowledge needed (i.e. universities
and research laboratories). The purpose of innovation
is to develop new products and processes that address
individual and social needs. It serves to enhance both
social welfare and national power. The demands of the
military and security sectors represent an important
driver of innovation, though nowadays most innova-
tion originates in the civilian sector, and is transferred
from there into military R&D. Competition between
national innovation systems therefore displays a dual
nature: it relates to socio-economic prosperity, but
also geopolitical rivalry and national security.

It was Western (military and commercial) tech-
nological superiority that led to the decline of the
Manchu Dynasty ruling China during what is now
called the ‘century of humiliation’, and the Chinese
leadership is acutely aware that technological prow-
ess is the key to China’s future wealth and power. In
this context, technology for China is both an asset
and a source of vulnerability: it is an asset as a critical
input in the quest for economic advance beyond the
middle-income trap, and for industrial and military
dominance, but a source of vulnerability insofar as
China still lags behind Western industrialised coun-
tries and depends on their embedded technologies,
as in the case of microprocessors.

China’s government is certainly not alone in de-
ploying a range of policies and institutions to support
technological innovation. Most if not all industrial
countries provide support for economic activities on
their territory and for national champions abroad.
This can come in the form of subsidies, structural
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policies, industrial policies and support for R&D.
China’s policies are unique, however, not only in
their specific combination of policies and tools, but
also in their comprehensiveness, in their level of
ambition and in their dedication to an all-inclusive
national power. In this, China benefits from the
advantages of its Marxist-Leninist model of centralised
control, that is the ability to mobilise society quickly
and top-down in pursuit of the CCP’s orders. Cer-
tainly, this also comes with disadvantages and inher-
ent risks of catastrophic failure, as the experience of
the PRC under Mao showed. Yet since the initiation of
reforms in 1978, China has largely been successful in
its efforts to steer the economy towards comprehen-
sive national power.

To strengthen its competitive position and reduce
its vulnerabilities, China in the past largely relied on
the acquisition of foreign technology, by legal (licens-
ing) as well as by ‘grey’ (forced transfers) or illegal
means (industrial espionage). While this policy con-
tinues, more recently, the Chinese leadership has also
embarked on an ambitious effort to gain benefits
from and, wherever possible, achieve technological
leadership in key future technologies, such as semi-
conductors, robotics, quantum computing or artificial
intelligence. They have done this through efforts to
acquire intellectual property, by fair means or foul,
and a range of industrial policies that involve the in-
jection of massive amounts of public money. In doing
so, the Chinese leadership pursues both mercantilist
and military objectives. From a mercantilist point of
view, its ambition is to achieve Chinese leadership or
even dominance in world markets for Chinese com-
panies in a range of key industries, as spelled out in
‘Made in China 2025’. The sectors identified by this
policy, launched in 2015, include information
technology, computerised machines, robots, energy-
saving vehicles, medical devices, and aerospace tech-
nology, as well as maritime and rail transport. Geo-
politically, the aim is to strengthen China’s military
capabilities and its capacity to project power regionally
and globally with a view to matching and eventually
surpassing the United States. Here, the leadership
relies on the policy of civil-military fusion, ambitiously
designed to put all civilian economic resources at the
service of China’s military power. The two objectives
are mutually supportive; China’s technology policies
are thus a two-pronged effort to enhance China’s
national comprehensive power.

The next phase envisaged by those policy efforts
is to reduce and eventually end China’s dependence
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on foreign technology (whether in the form of knowl-
edge, or embedded in high-tech products, such as
semiconductors), and thus eliminate its vulnerabili-
ties in this sector. This effort is supported by other
economic policies, such as dual circulation, that are
intended to reduce vulnerabilities and strengthen the
resilience of the Chinese economy against external
shocks or sanctions. This seems to hark back to earlier
periods when the PRC’s economic policies aimed at
autarky, and it sits uneasily with China’s professed
commitment to globalisation, which presupposes
open economies and interdependence and thus
inevitably implies dependence on and vulnerability
to the rest of the world. There thus appears to be a
fundamental contradiction between the realities of

a globalised world and the impulse of the Chinese
leadership to exercise control. Already, China’s tech-
nology policies have created a significant backlash in
the West, exacerbating the geopolitical aspects of the
competition. The backlash is driven by two aspects of
China’s behaviour that contradict European expecta-
tions of globalisation, namely China’s predatory
exploitation of open markets and access to foster its
own advantages, and the threats to European eco-
nomic and national security that China’s insistence
on control poses.

One way to mitigate those contradictions would be
to decouple dual-use or even critical high-tech indus-
tries and forge separate Western and Chinese ‘tech-
nology blocs’. Enhanced efforts by both China and the
West to strengthen controls over technology exports
and closer (military) technology co-operation between
China and Russia point in this direction. In this
scenario, technological globalisation would be
divided into two areas, and the authoritarian sphere
would not have the upper hand. It seems doubtful,
however, whether the forces that have opened econo-
mies and societies around the world can be rolled
back successfully. Knowledge will continue to leak,
and probably spread even more rapidly than in the
past, accelerating innovation worldwide. The out-
comes of technological competition will therefore
be shaped above all by the speed at which advances
produced within the networks of national or trans-
national scientific-military-industrial complexes are
diffused widely, raising productivity or (in the mili-
tary sphere) increasing capabilities.

Another option is therefore more or less mirroring
China with industrial policies including government
guidance and subsidies or border adjustment taxes
(such as the carbon border adjustment mechanism



presently under discussion in the European Union) to
prevent unfair competition. This would be a ‘more
like China’ policy approach reminiscent of Japan’s
industrial policy rule book before the 1980s. The tech-
nology and innovation race, which focuses on the
ability to translate advances into new generations

of services and products, is a global race. In this race,
China has a lead in terms of capital investment
because of its massive and centrally-managed savings.
The US relies on venture capital, on government-
driven innovation, and on scale. Europe shares with
the US reliance on the free flow of human resources
and cross-border scientific linkage.

The two prongs of technology innovation, the civil
and military applications of scientific knowledge, will
continue to merge, not only in China but also in the
West. Europe lags behind badly in both, but particu-
larly so in technologies with military implications. It
therefore is in acute danger of being left behind in
this competition, with profound consequences for its
ability to support its future prosperity, to retain a
modicum of international influence and gain some
strategic autonomy, and to defend itself adequately.

Technology provides the tools that allow us, indi-
vidually and collectively, to realise our ambitions. Yet
those tools reflect our own preferences and inclina-
tions, and their use changes us: humankind and its
tools have co-evolved since the dawn of history. Tech-
nology thus is closely intertwined with its social con-
text and its respective normative foundations. The
competition in technological innovation therefore
also will have profound importance for the future
of societies and cultures, pitching Europe’s human-
centric approach to technological innovation against
the power-centric approach pursued by the CCP.

I1.2.5 China’s commercial and
diplomatic expansionism:
the Belt and Road Initiative

One of Xi Jinping’s earliest major political-economic
projects, which raised the question of a Chinese grand
strategy in the international discussion, is that of the
Belt and Road Initiative (BRI). It began in 2013 with
Xi’s announcement in Kazakhstan that he intended
to build “a Silk Road Economic Belt” through Eurasia
with the help of Chinese funds. It developed into

a large portfolio of different projects all the way to
Europe, Southeast and South Asia, Africa (along a so-
called ‘Maritime Silk Road’), and even Latin America.
China has so far spent about $200 billion on its am-

1.2 Co-operation and competition with China in markets

bitious initiative. China has also proposed a ‘Digital
Silk Road’ (improving digital infrastructure in target
countries), a ‘Polar Silk Road’ (building infrastructure
and encouraging the use of maritime routes in the
Arctic) and a ‘Health Silk Road’ (strengthening inter-
national health sector co-operation) — though none
has progressed very far in practice.

The grand project is often compared to the Mar-
shall Plan after the Second World War, whose finan-
cial scope it exceeds by far. A more compelling
analogy might be imperial Germany’s visionary infra-
structure project, the Berlin-Baghdad railway, as a
means to challenge the established colonial powers.
Like those historical analogies, the BRI merges a geo-
political grand strategy with domestic economic
objectives: the BRI supports the Chinese government’s
efforts to ensure that Chinese companies always have
plenty of business, whether they are exporters, inves-
tors or importers of raw materials, and to secure reli-
able footholds in the countries of the global South.
The BRI is thus designed to underpin an expanding
Chinese economy, as well as serving as a geopolitical
grand strategy. The problems that BRI projects en-
counter are frequently similar to those of Western
projects in the countries of the South: corruption,
unreliable cost-benefit analyses, political influence.

Some aspects distinguish BRI from models of West-
ern economic co-operation, however, and make it
seem a prime example of systemic rivalry. They were
therefore the reason for the development of compet-
ing projects in Western countries (such as the EU’s
‘Global Gateway’, announced in 2021). Such differ-
ences lie primarily in the so-called ‘debt trap’ nature
of large BRI projects: if partners cannot service the
loans granted by the Chinese, the projects become the
property of the lenders (the most famous example is
the Hambantota port in Sri Lanka). Another differ-
ence lies in the often overriding political objective of
uneconomic projects (the Gwadar port in Pakistan,
or the new highway in Montenegro). Finally, the role
played by the CCP is striking. If, for example, it is
contractually stipulated that Chinese courts have
jurisdiction in disputes, this means courts in China
that follow the guidelines of the CCP. Thus the CCP
ultimately adjudicates disputes with international
partners (while the Chinese company often is one
of the large Chinese State Owned Enterprises).

BRI is therefore by no means uncontroversial
among China’s global partners. Major project partners
such as Malaysia and Tanzania have pulled out of
large-scale projects. The EU has criticised Chinese
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investors for tempting the states of the formerly so-
called ‘17+1° — now ‘16+1’, i.e. 16 European states,
including ten from the EU, and China — to disregard
the EU’s procurement guidelines and complains that
China is pursuing a strategy of divide and rule; Lithua-
nia pulled out of the group in 2021 due to unfulfilled
expectations. The militarisation in the background of
many projects arouses suspicion, such as the con-
struction of a large naval base in Djibouti or training
for rescue operations with the German Bundeswehr
(‘Combined Aid 2019’), expressly justified by the Chi-
nese on the basis of the possible need to come to the
aid of Chinese companies in BRI projects. The results
of the BRI are therefore mixed, but the PRC has suc-
ceeded in presenting itself as a helpful donor, with
the assertive power of the second largest economy

in the world, in the area of economic co-operation
with the countries of the Global South. This gives the
notion of systemic rival another concrete meaning.

II.3 China as a systemic rival:
the CCP’s quest for power and influence

Some competition between nations is natural; what
makes the competition between China and liberal
democracies problematic is that it is underpinned by
systemic rivalry. The model of liberal democracy
(which puts individual human dignity at the centre of
its politics) and liberal markets presents a challenge
to the neo-totalitarian alternative pursued by the CCP
leadership. This systemic incompatibility stymies
efforts to compartmentalise relations with the PRC.
Ultimately, all three dimensions in Europe’s relation-
ship with China — co-operation, competition and sys-
temic rivalry — are interrelated. Yet systemic rivalry
is at the core of the relationship, permeating both
competition and co-operation. The CCP considers this
challenge as existential and therefore is determined
to defuse it by all and any means. This threatens
Europe’s interest in the survival of the liberal inter-
national order.

China’s rise is a political project, promoted and
relentlessly pursued by the leadership of the CCP. It
claims that this project does not involve territorial
expansion beyond its (self-defined) national bounda-
ries (though for some of its neighbours, China’s policy
does feel a lot like expansionism). Yet the project also
has far-reaching international ramifications. This
starts with China defining itself as a modern nation-
state, but one whose boundaries include not only
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Tibet and Xinjiang (non-Han Chinese), but also Hong
Kong and Taiwan, the features and islands in the
South and East China Seas and significant territories
now controlled by India. China’s new border law,
which entered into force on January 1% 2022, also
created new anxieties about Chinese encroachment
on the national territory of Bhutan and Nepal.

Unlike the former USSR, China does not present its
own socio-economic and political model as universally
applicable. China has also advocated co-operation
based on the promise of mutually-beneficial relations
between itself and liberal democracies, and the desire
for the Chinese to become rich and strong both indi-
vidually and collectively has provided fertile ground
for such pragmatism. Yet in recent years the CCP
leadership has begun to suggest that its own model is
superior to that of the West.

In practice, all these considerations exist alongside
the CCP’s persistent sense of insecurity, bordering
on paranoia, about its hold on power at home, and
threats to it from abroad. It is difficult to assess
whether China’s ambition is to erect a new Chinese
empire in the way the Soviet Union did in Eastern
Europe and Central Asia, but it does want its own
sphere of influence in East Asia, at a minimum. The
CCP also wants others to accept and facilitate its claim
to absolute power at home, and thus seeks to influ-
ence the politics of other countries and to put its
stamp on international organisations. The challenge
for liberal democracies (and any other political order
outside China) therefore is to be able to pursue their
own political course against Chinese wishes.

II.3.1 Prosperity, wealth and (in)equality

Securing prosperity and material growth for the
Chinese people has been a key source of legitimacy
for the CCP’s claim to absolute power. Since the 1978
economic opening, this strategy has been remarkably
successful. A very large majority of the Chinese have
seen their material circumstances change dramatically
for the better, and most of them look forward to fur-
ther advances in the future. If the economic situation
changes for the worse, however, the CCP could find
its legitimacy called into question; it is even possible
that disappointed economic expectations could spur
popular unrest.

In China’s remarkable growth story, some Chinese
have become especially rich. In 2020, the Forbes list
of the world’s top hundred billionaires included 15
Chinese, together representing an estimated net



worth of $290 billion (34 Americans are on the list).
As a result, the PRC has seen rising social inequality,
with wealth and power concentrated in the hands of
an elite coalescing around the core of the CCP. The
story of Jack Ma, the co-founder and former executive
chairman of Alibaba Group, chastised by the leader-
ship and ultimately disappearing from sight when he
criticised official policies, is highly instructive in this
context: his entrepreneurial talents made him very
successful, very rich and very well-known — courtesy
of the CCP. When he dared to criticise some aspects
of the CCP’s policies, however, the party leadership
cut him down to size. In the cohabitation between
business and politics in China, there is no doubt who
is in charge: the CCP. Many of its leaders and their
families are therefore also rich, very rich.

Yet in its own, very paternalistic ways, the CCP
does care about the welfare of the (Han) Chinese.
Lifting the population out of poverty and providing
for its material well-being has been an objective of
the leadership since Deng’s ascent to power. This
concern persisted under the Hu-Wen leadership
(2002 —2012) with the appearance of local minimum
wages, some social redistribution and retirement
systems, and under Xi with a new focus on the fight
against poverty and levelling up backward regions.
At the same time, the Party also needed to address
problems that resulted from rapid economic growth
and advances in material well-being, notably pollu-
tion and environmental destruction, that gave rise
to complaints from the urban middle classes. Today,
these negative effects of hyper-growth, and the stark
inequalities of wealth and income that it produced,
have eroded the link between China’s material
growth and the CCP’s legitimacy. The party has had
to look to other sources to bolster its legitimacy and
justify its iron grip on power.

Demographic transition

After Mao’s effort to increase China’s population
quickly (“every head has two hands”) and Deng Xiao-
ping’s goal of stopping population growth, including
with the help of coercive measures (the one-child
policy, introduced in 1980), China’s leadership is now
concerned that the foreseeable drop in population
growth could harm the country socially and econom-
ically. The birth rate in the world’s most populous
country, with 1.4 billion people, is lower than it has
been since the founding of the People’s Republic:
10.48 births per 1000 people in 2020, with Chinese
women giving birth to 14.65 million children, almost
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four per cent fewer than in the previous year. Demog-
raphers expect that in 80 years there will only be 730
million people living in China.

The relaxation of the one-child policy — since 2016
families have been allowed to have two or even three
children — has not had the desired effect. The reason
for the slump in births is a far-reaching change in
Chinese society. The success of the one-child policy
was due to strong urbanisation and rising housing
costs in the big cities, as well as ruthless enforcement.
In addition, more and more young women are highly
educated and have competitive positions in profes-
sional life; they choose not to have large families. The
desire of parents to offer their children a better quality
of life in smaller families and the cost of a very com-
petitive educational system have also contributed to
this development.

The population will therefore age much faster than
previously thought, and the growth of China’s eco-
nomic power could suffer from this, unless the decline
in the working age population can be balanced by
large increases in productivity. China has an inad-
equate old-age pension system, condemning many
of those who do not work to poverty. But economists
and demographers disagree on the extent to which a
sharply declining birth rate will actually be problem-
atic for China’s society and economy. It is simplistic
to assume that when old people retire, they become
unproductive; and that only young people go to work
and are therefore productive. Finally, the forecasts for
China are not set in stone. Some experts estimate that
if the birth rate recovers, the population could well
be more than one billion people by the turn of the
century.

11.3.2 Totalitarian China and the
CCP’s ideology

As its constitution proclaims, the PRC is a “dictator-
ship” (zhuanzheng) under the “leadership of the
Party”. This is traditional Leninist thought. Lenin’s
effort to place the exercise of power at the centre

of his politics was copied and improved on from the
time the CCP was founded — one might compare
Lenin’s remarks on the importance of power and
violence in the political process to Mao’s more
graphic remarks that revolution is not a dinner party,
and political power comes from the barrel of a gun.
In the Soviet Union, Lenin’s successor Stalin showed
what dimensions totalitarian power can have. The
Chinese Communist Party is on a par with the Com-
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munist Party of the Soviet Union in this respect. How-
ever, the Leninist vanguard party led by the ‘proletari-
at’, formally has opened its doors to other strata of
society in a series of steps. It is at the centre of all
aspects of China’s governance today.

With more than 90 million carefully selected mem-
bers, who are prepared for their task in a rigorous selec-
tion and training process, it is both the dynamo and
the handicap of China, which in any case owes a good
part of its extraordinary growth history to this party.

After the founding of the PRC, the group of the so-
called Nine Immortals, those generals who had led
the People’s Liberation Army to victory in the civil
war, and their families, became the core of the party
(Xi Jinping belonging to one of the families). The one-
man rule of Mao Zedong was that of a charismatic
leader in the war, and of an effective ideological
propagandist, who, nevertheless, had to fight for
power again and again. Next followed 30 years of col-
lective leadership, often stodgy and averse to major
changes, established by Deng Xiaoping. Since 2012, Xi
Jinping has ruled, once again a one-man rule, but this
time by a leader without charisma, yet in possession
of all the levers of power. With the essential elements
of Leninism and modern instruments of centralistic
rule at the Party’s fingertips, China is now almost a
textbook version of a modern totalitarian state.

The difference between authoritarian and totalitar-
ian governance may be defined as the latter recognis-
ing no boundary between the state and the lives of
citizens, including areas that are not relevant to gov-
ernance. For decades, the PRC has wriggled back and
forth between the two, with democratisation only
theoretically and occasionally discussed as a possibil-
ity. Under its present leadership, the CCP has grad-
ually shifted back to controlling the lives of its citi-
zens, restricting both political and non-political
individual liberties.

The communist, socialist, or marxist orientation
of the CCP has been adapted to its changing needs
throughout its history, each time labelled as one
thing or another ‘with Chinese characteristics’. Since
the 1990s there has been a need to express the de facto
change of the PRC to a state capitalist form of govern-
ance without dropping the rhetoric of Marxist tradi-
tion — but it is now ‘Marxism with Chinese charac-
teristics’. Those adjustments proved insufficient, how-
ever, to support the narrative of the CCP’s right to
hold on to power. The official ideology was therefore
supplemented by a recourse to ‘patriotism’. In that
narrative, it was the CCP that defeated the Japanese
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in the Second World War, and then led China to
regain its ‘rightful place in the world.” Under Xi
Jinping, there was a gradual evolution of this narra-
tive. The term ‘Chinese Dream’ became Xi’s signature
motto, signifying that the CCP had led China from
the ‘century of humiliation’ to the present “Great
Rejuvenation of the Chinese Nation” (Xi Jinping). This
is the new master narrative giving a new ideological
foundation to the idea of ‘China’ as such, integrating
older imperial as well as Communist narratives. It
thus gave the Party a central role not only in current
Chinese politics, but also in the ‘5000-year history of
Chinese civilisation’. And as retired PLA colonel Liu
Mingfu’s 2010 bestseller The China Dream proclaims,
itis China’s “destiny” to “lead the world”.

What had begun under Jiang Zemin as an effort
to nurture patriotic sentiment, now turned into what
might be called ‘Party-patriotism’, with the Party seen
as the embodiment of the nation that expected loyalty
from citizens. The younger generation in China has
been imbued with this ideology since early childhood,
as part of the social engineering pursued by the CCP.
Schools, from the elementary level to universities, are
now required to teach Xi Jinping Thought’, which has
been incorporated into the Constitution. Children,
teenagers and adults are required to participate in
group tours to places that provide ‘patriotic educa-
tion’. A far-reaching (and still growing) Xi personality
cult is merging with nationalist sentiments and ren-
dering the Party and country almost identical.

Careers and lives, including the number of chil-
dren permitted, have always heavily depended on
guidance by the Party. Under Xi, and with the help of
Al this guidance has reached another level. Not only
is the internet tightly controlled by algorithms, it also
serves as a basis from which to launch attacks against
Chinese (or foreigners) not adhering to the Party’s
rules. Furthermore, Al has enabled the CCP to intro-
duce what is referred to as a ‘social credit system’.
Though still in its experimental stage, this system
is the farthest developed in Xinjiang, where it is the
basis for internment of individuals. It enables the
state to use facial recognition to monitor citizens
outside their homes and to follow their activities,
giving them credit points depending on their behav-
iour. Such points determine the benefits that citizens
may receive or be deprived of, such as permission to
purchase travel tickets. Algorithms monitor the inter-
net to delete — or report to security authorities —
even single words. Algorithms track the use of pre-
scribed reading (‘Xi Jinping Thought’) and reward or



punish it. Cameras enable Al tools to recognise
individuals and punish or reward their behaviour
(with particular consequence in Xinjiang). These
technologies are still being tested in different versions
in provinces across China with a view to introducing
them nationwide — a development that led the Ger-
man commentator on China Kai Strittmatter to speak
of a “reinvention of dictatorship”. These technologies
are also exported to like-minded governments.

The CCP’s national ambitions to employ indoctri-
nation and social control through old and new tech-
nologies of surveillance and repression have inter-
national repercussions. Given the degree of China’s
exposure to and involvement with the rest of the
world, realisation of those ambitions will require the
CCP to shape narratives and exercise influence over
people’s behaviour abroad. Implementation of the
political strategy used to achieve such indoctrination
is largely the responsibility of the ‘United Front’,

a designation that covers the CCP’s alliance with
remnants of democratic parties at home. With more
Chinese abroad, United Front activities today cover

a wider field than in the past. Students, for example,
are organised through Chinese missions abroad and
are required to represent their country. Teachers in
universities outside China may face criticism from
their Chinese students and feel obliged to censor
themselves on certain topics (e.g. Hong Kong, Tai-
wan). Publishers may want authors to avoid ‘sensi-
tive’ remarks in their books and companies can
expect online backlash should they criticise the treat-
ment of the Uyghurs. Australia was told its members
of parliament needed to stop criticising China, or else
risk its advantageous trade relationship with the
country. If such ‘persuasion’ is ineffective, China can
also try to use extra-territorial legal measures to con-
trol what Chinese and non-Chinese citizens do and
say: the National Security Law imposed on Hong Kong
by the Beijing authorities allows prosecutions for
‘national security’ crimes committed abroad, includ-
ing by the nationals of other countries. Wherever the
CCP sees it as desirable, it is inclined to indoctrinate
at home and abroad.

Concentration of power

The governance of totalitarian states is almost by defi-
nition open to the abuse of state power in all social
spheres. China is no exception. Corruption, mainly
for the benefit of Party members or Party organisa-
tions, is endemic. The CCP has repeatedly sought to
curb it, especially under Xi Jinping, and also uses the
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fight against corruption as an instrument in intra-
party power struggles (“slay tigers and swat flies”, or
fight corruption at both the bottom and the top of the
Party, as Xi put it in 2013). China is a signatory to the
1948 United Nations Declaration of Human Rights.
However, it has not acceded to several subsequent con-
ventions, notably on civil and political rights, enforced
disappearances, migrant workers and forced labour.
In practice, human rights problems range from the
control and restriction of individual freedoms (such
as electronic surveillance, censorship, forced birth con-
trol), and the determination of citizens’ lives down to
the micro level (e.g. their place of residence, choice
of study and profession, and freedom of movement),
to the imprisonment and murder of opponents of the
regime (e.g. the Nobel Peace Prize laureate Liu Xiaobo,
who had called for democratic freedoms in Charter 08,
or Ilham Tohti, the Uyghur academic) and kidnap-
pings abroad. Criticism of China in the UN Human
Rights Council has failed for years due to the success
of the PRC’s efforts to organise majorities — mainly
of non-democratic Council members — to support it
(see chapter I1.3.5 below, p. 32).

More than almost anything else, the pandemic and
the response to the Ukraine war have shown how the
CCP has succeeded in unhesitatingly holding on to
power. Admitting mistakes is considered a weakness.
All institutions and organisations, be they in the execu-
tive, judiciary, administration, media, economy or
civil society realm, are controlled by means of strict
guidelines, surveillance or direct Party presence. All
of these characteristics are typical of the ambitions of
governments in other totalitarian, dictatorial or even
autocratic states. There is, however, one major differ-
ence between such states and the PRC today: China’s
economic strength. It is this that makes the totalitarian
character of Chinese governance appear so effective.

I1.3.3 Nationalism and minorities:
the ‘Chinese dream’ is ethno-nationalist

Most, if not all, of China’s problems with the (official)
55 ethnic minorities in the country, or 8.89 per cent
of the population (2020), stem from the same root:
the violent disputes over the modernisation of the
Chinese state.

The origins of what we today understand as Chi-
nese culture can be traced back to the second millen-
nium B.C. Although this does not support the case for
5000 years of continuity in the Chinese civilisation,
various empires (‘dynasties’) both ethnically Han and
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not, existed on all or parts of what today is China’s
territory, with a unifying period under the Han dyn-
asty (202 BC—220 AD). During the 19" and early 20"
century — i.e. the latter part of the Manchu-Qing
dynasty (1644 —1911) — Western imperialism and
colonialism increasingly encroached on China. In
response, Han and Manchu elites strove to modernise
the country. That included the notion of a Chinese
state in the prevailing Western sense of an ethnically
homogenous nation. After the fall of the Qing, first the
Republic of China and then after 1949 the People’s
Republic continued this project; the various ethnic
groups that had coexisted within the boundaries of
consecutive empires with their own traditions and
cultures thus became victims of Sinicisation efforts,
leaving remnants of the minority’s original cultures
as artefacts of ‘traditional’ touristic sights. A lasting
exception has been the Mongols, however, a coalition
of nomadic tribes allied with the Manchu who con-
quered China in the 17" century. The two ruled
together until the Qing Dynasty fell in 1911 and the
Manchu were deposed. The Mongols then returned to
their nomadic ‘independence’. Stalin, for his own
reasons, helped defend this Mongol state, which for-
mally became independent in 1921, resulting in
today’s division between a Chinese ruled Inner Mon-
golia and Mongolia proper. Inner Mongolia, meant as
a showcase for the people of Outer Mongolia, was
spared cultural repression and enforced Sinicisation
until very recently.

The Tibetans were less fortunate from the outset.
After the end of the Qing dynasty, Great Britain sup-
ported a fully independent Tibet. The People’s Libera-
tion Army conquered and annexed the whole territory
in 1951, and in violation of the agreement imposed
on Tibet at that time, the CCP increasingly took over
the Tibetan government, suppressing its culture and
Tibetan Buddhism. This led the Dalai Lama to flee in
1959, and to set up a government in exile in India.
With the Dalai Lama becoming an internationally in-
fluential personality and the growing importance of
human rights in the international system, Tibet re-
mains a bone of contention between China and demo-
cratic countries. Due to economic modernisation and
Han immigration, the original fabric of Tibetan society
has already changed significantly, and by the time the
Dalai Lama (who was born in 1935) dies, Beijing may be
able to control the expected protests effectively, and
possibly to install a new Dalai Lama chosen by the CCP.

The situation in Xinjiang has only recently attracted
the attention of outside