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ANALYSIS

An expert look at EU-China in 2022

On Wednesday, January 26, MERICS held the third edition of the China Forecast. 850
respondents answered 15 questions, nine of which focused on the development of
EU-China relations. During the event two panels of experts further explored the
topic of China in 2022, as well as EU-China relations in the coming year. The overall
tone offered little cause for optimism. What emerged is that there are many reasons
for concern in China’s domestic and foreign policy. As the space for competition and
rivalry is growing, some areas for collaboration are still available. We have selected
some Kkey quotes from the speakers.

Charles Parton, Senior Fellow, MERICS:

“Liberal democracies are now beginning to pay a lot more attention to the whole question
of interference of the United Front which Xi Jinping is reinforcing in China. I think that
2022 and the next years will see a lot more of that. In the words of Robert Frost, the Amer-
ican Poet: “Good fences make good neighbors.” China of course doesn’t like us to have
fences, even if they have them, but [ am afraid that that is going to be a trend of the time.”

Maria Linder, Head of Political Section, EU Delegation to China:

“Beijing is aware that there is a changing perception of China in Europe that is quite broad.
That does worry them. Certainly, the change in German government, the French presi-
dency and also the elections there are getting a lot of attention by China. They would ide-
ally like to stabilize relations with Europe after what has been quite a turbulent year in
2021

Jorg Wuttke, President of European Union Chamber of Commerce in China (EUCCC):

“At this stage I worry about the supply chain getting hit by omicron and China getting into
a real spiral of problems. The [new supply chain] law is coming next year, I wouldn't say
I'd wait until next year to worry, but it’s definitely going to make it more difficult in par-
ticular for SMEs to do the kind of checkup that’s required. About Xinjiang, no auditor is
willing to go anywhere close to there. Controlling the supply chains is very complicated,
and there has to be some leniency, to grant companies to audit within their own factory
gates, to audit their supplier, to find commitment letters from the customers. But all the
way down to the last shirt, shoe or carpet, you simply have no way to find out.”
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Francois Godement, Senior Advisor, Institut Montaigne:

“I would reiterate climate as an area for collaboration because I have a lot of respect for
China's current energy transition policies as opposed to two or three years ago when it
was only pretending. China is a very serious partner in many of these alternative energy
sources. | would see two more areas suited for collaboration. One is financial criteria for
international aid because China hasn't proven very good at this as the BRI story shows,
and China is a creditor country which has problems of repayment. The second area that I
would still name is biosecurity. In spite of the awful situation regarding the inquiry on the
origins of Covid-19, resolving the resulting pandemic seems to be a shared interest where
China would probably want to cooperate.”

Bonnie S. Glaser, Director Asia Program, German Marshall Fund of the US:

“I think that the transatlantic component of US policy in approaching China and security
in the Indo-Pacific region will be increasingly important going forward, and the Trade and
Technology Council with its 10 working groups will play an important role. 2022 is a very
crucial year for what we can do in the transatlantic space. One of the issues that's being
looked at is honing some export controls in dealing with China and looking at outbound
investment screening.”

Vijay Gokhale, former Foreign Secretary of India

“China’s efforts to woo the rest of world will continue. And [ don’t think the larger coun-
tries in the world should be under the impression that there is a universal concern or fear
about China. In fact, in much of the world China does provide technology, equipment and
capital, which in a sense liberates those countries from Western conditionalities on the
same things, capital, technology and equipment.”

Jane Duckett, School of Social and Political Sciences, University of Glasgow

“China is facing enormous problems domestically: the very difficult covid situation, the
economic situation, inequality and climate change. We know that a lot of China’s interna-
tional relations are driven by its domestic concerns. One of the big questions really is to
what extent China is going to be so focused on its domestic problems so that it will be
somewhat distracted from problematic international engagement, like Taiwan; or
whether escalating international disagreements will provide a welcome distraction from
problems at home for leaders, as they so often have elsewhere in the world.”

In case you missed the live event, the recording is now available for you to watch:
https://www.youtube.com/watch?v=x9u dvEwOII
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Read more:

m MERICS: MERICS China Forecast 2022
m CHOICE: Can the EU really re-engage with China?
m LSE: Ask the Experts: Does China’s dispute with Lithuania signify a shift in its

broader relationship with Europe?

China Debates: Beijing's economic coercion and the China-Lithuania crisis

Following Lithuania, Slovenia is now the second EU member state to have been hit by Bei-
jing’s unannounced trade sanctions. Both European countries have fallen foul of Beijing’s
one China principle and its intransigence over all matters relating to Taiwan. To under-
stand China’s increasing use of coercive measures, we look at how the Beijing-Vilnius spat
is being assessed by Chinese analysts.

Although European officials have only recently begun to allude to Washington’s potential
role in helping foment the Beijing-Vilnius row, the Chinese have shown no such caution.
“Anyone with a discerning eye can see that the U.S. is behind the issue with Lithuania”,
writes Ding Yifan, an academic at Beijing Foreign Studies University. In China, there is lit-
tle doubt that Washington is exploiting Eastern Europe’s visceral fear of Russian aggres-
sion both to goad Beijing and to pressure the EU into taking a more assertive stance on
Taiwan. Vilnius, for its part, is condemned by the Chinese for prioritizing its own security
interests at the expense of both EU unity and Brussels’ relations with Beijing.

Making an example of Lithuania

But Chinese concerns go beyond this. With the US and Lithuania purportedly calling on
other European countries to increase their overt support of Taipei, Chinese analysts reg-
ularly express their dread of a potential domino effect. Thus, if Lithuania’s behavior is not
met with the sternest of response, it risks “setting an example” (77 2E 7~ B XU M) for others
to follow, they fear. “The most important thing is not so much to hurt Lithuania directly,
but to make our diplomatic red lines clear-cut by hitting back so as to stop countries with
real regional and global influence from ‘playing with fire’”, writes Yao Xu from Fudan Uni-
versity. In November, he and his colleagues argued in favor of imposing strong (5 /1) eco-
nomic sanctions on Lithuania rather than severing diplomatic ties—deemed too harmful
to EU-China relations.
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Exhibit 1

Lithuania, economic coercion and EU-China relations as viewed from China O
Selected quotes by Chinese analysts commenting on the China-Lithuania row and
the EU’s anti-coercion instrument

Zhao Huirong *—
(B2R)

Director of the

Ukraine Department,
Center for Russian,
East European and
Central Asian
Studies, Chinese
Academy of Social
Sciences (CASS)

“US moves [in Lithuania] are also an attempt to rope in newer European
countries, pitting new against old Europe, thereby undermining €U

unity ... and thus hindering the process of advancing European strategic
autonomy as advocated by Germany and France ... [We must] continue to

support Europe’s strategic autonomy.”
NOVEMBER 2021 .

“The EU is likely to support, both morally and politically, Lithuania's Jian Junbo (EIZE5%)
strengthening of ‘pragmatic’ relations with the Taiwanese authorities, but Deputy Director of
it will not support the ‘establishment of diplomatic relations’ with Taipei. the Center for

It will also do all it can to prevent other member states from going as far China-EU Relations,

as Lithuania.” Fudan University

NOVEMBER 2021

Peng Chongzhou @
(ZER)
Postdoctoral Fellow
and member of
Fudan’s China-
Europe Watch,
School of
International
Relations and Public
Affairs, Fudan
University

US-EU Studies O—
Program Research

“China currently lacks policy tools to counter similar incidents or to carry
out sanctions. Thus, China can use the “Lithuania-Taiwan Representative
Office incident” to create new policy tools at the State Council level
together with all [relevant] ministries and commissions.”

NOVEMBER 2021 .

“[We should] let the EU know that the interests surrounding China-EU e Liu Zuokui (XI{EZ)
relations are so much more important than the Taiwan question, and that
economic interests outweigh political ones in China-EU relations. This
might perhaps help mitigate the risk of a domino effect taking place.”

Deputy Director of
the Institute of
European Studies,

Group

( “EEFFRmA"
IRELA)

Center for
International Security
and Strategy at
Tsinghua University
(CISS)

Source: MERICS

NOVEMBER 2021 Chinese Academy
of Social Sciences
(CASS)
"The substantive role of the EU's anti-coercion instrument is not yet
known ... Are the EU’s current economic conditions good enough to
support its use? Does the EU's repeated emphasis on this being a‘last
resort’ instrument mean that it still lacks the will to use it in the face of
current ‘coercive behavior?”
JANUARY 2022 .
“If China’s handling [of such crises] becomes too harsh, this will be |—e Huang Zonghao
detrimental to China's international reputation and would enable the U.S. (E=2)
and NATO to propagate the idea of China as a bully that oppresses small Researcher at the
countries. Center for Taiwan

JANUARY 2022 Studies, Shanghai
Jiao Tong University

© MERICS

MERICS | Mercator Institute for China Studies 15



MERICS Europe China 360° February 3, 2022

EU reaction in line with Chinese expectations

Throughout Beijing’s row with Vilnius, Chinese analysts have remained confident in the
EU’s ability to strike the right balance between support of a member state and avoiding
going too far in confronting Beijing. More surprisingly, perhaps, neither the EU’s recent
WTO case against China nor its anti-coercion instrument seem to have overly perturbed
them. The former is largely viewed as a measured (and perhaps even understandable)
reaction to perceived threats to the EU’s internal market. As for the latter, “the proposal
has been in the pipeline for some time and is by no means aimed [solely] at China ... EU-
US economic and trade friction has been the most important driver,” say Tsinghua re-
searchers Sun Chenghao and Wang Yexu. Reading between the lines, this new instrument
is considered good for the EU’s strategic autonomy and therefore not necessarily bad for
China — not least because many doubt Brussels’ willingness to make use of it.

Towards a new sanctions law in China?

Finally, several analysts in China expect that crises such as those involving Lithuania and
Slovenia will re-occur and therefore recommend formalizing Beijing’s recent use of polit-
ical and economic sanctions into a new law. Jian Junbo, another academic from Fudan Uni-
versity, argues that such legislation “would have a deep and long-lasting deterrent effect
on countries, groups and individuals who recklessly seek to undermine China's core in-
terests with regards to Taiwan”. Were Beijing to heed such calls, this could augur the for-
malization of a Chinese equivalent to America’s secondary sanctions. A more obvious take-
away from these analyses, however, is that Taiwan remains the issue on which Beijing is
unwilling, and perhaps can least afford, to compromise.

Read more:

m Opinion piece by Zhao Huirong [CN]: Lithuania's role as "the daring anti-China van-

guard” reflects the intensifying geopolitical competition among major powers
(Quote 1)
m Opinion piece by Jian Junbo [CN]: A small episode in the great powers game: Lithua-

nia's manipulation of the Taiwan issue will eventually dissipate into thin air (Quote
2)

m Roundtable with Peng Chongzhou [CN]: After the [diplomatic] "downgrade" of Lith-
uania, what other contingency plans should China prepare? (Quote 3)

m Interview with Liu Zuokui [CN]: Lithuania draws chestnuts from the fire in_the Sino-

US game (Quote 4)
m Analysis piece by CISS [CN]: The EU's anti-coercion instrument: A new lever in the

[great] political game (Quote 5)

m Interview with Huang Zonghao [CN]: Slovenia intends to set up representative of-
fices with Taiwan (Quote 6)
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BUZZWORD OF THE WEEK

Economic Security

The respondents to a survey conducted by MERICS identified economic security as what

should be the top focus of EU-China relations in 2022. The French Presidency has already
placed important related items on its agenda, such as the anti-coercion instrument and
the due-diligence mechanism. Whether economic security means defending the EU way of
life remains up for debate. In a recent interview Sabine Weyand, Director General for DG
Trade, offered an interesting new paradigm that embeds and goes beyond economic se-
curity, that of dual integration — “to combine several instruments aimed at revitalizing
multilateralism, but also to develop autonomous instruments to defend our interests in
the absence of cooperation from others”.

The EU’s China policy: MERICS
Economic security and climate cooperation CHINA FORECAST

. . A | 2022
should be main drivers
Q: What should Europe focus on in its China policy in 20227*

® China experts Wider public

Enhance EU's economic security 74%

Enhance climate cooperation

Criticize information manipulation
and disinformation

Raise human rights related issues

Strengthen regional cooperation
outside of the EU

Restart ratification process of the CAl
Enhance economic exchange

Broaden cultural exchanges

Enhance science, technology and
innovation cooperation

Impose further economic sanctions
Other

Remove / soften standing sanctions
N/A

None of the above

0% 20% 40% 60% 80%

* Multiple answers were possible

© MERICS

Source: MERICS
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Read more:

m MERICS: MERICS China Forecast 2022
m Le Grand Continent: Doctrine de la double intégration, une conversation avec Sa-

bine Weyand
m MERICS: Europe China 360 January 20, 2022

REVIEW

€U launches a WTO dispute with China

On January 27, the EU raised the Beijing-Vilnius dispute to a multilateral level by launch-
ing a complaint against China’s economic coercion with WTO. While the move is unlikely
to change China’s behavior in the short-term, it can help to facilitate a more effective EU
response down the line.

What you need to know:

m Letter of complaint: Launching the complaint, the EU referenced recurring, unof-
ficial customs clearance obstacles specifically pertaining to Lithuania. These
measures allegedly targeted exporters of products originating from or transiting
through Lithuania, as well as importers shipping goods from China to Lithuania.
While emphasizing the EU’s resolve to follow through with the complaint, the EU
Commission Vice-President Valdis Dombrovskis stated that the bloc could drop the
case should Beijing cease its practices.

m The process: The initial step is to request for consultation through the WTO frame-
work, which may take up to 60 days. Should dialogue fail, the EU could request the
establishment of a dedicated arbitration panel. While the WTO’s Appellate Body re-
mains blocked, the EU and China are both signatories of an alternative appeal arbi-
tration procedure that allows the complaint process to be completed even if Beijing
were to appeal the panel’s decision.

m Reaction: Beijing denies pursuing sanctions against Lithuania and maintains that
the EU’s move is misguided as the issue is a “political one, not an economic one”.
But despite Beijing’s efforts to discredit the case, Canberra, Washington and London
are reportedly considering joining the WTO consultation process.

Quick take: The launch of the WTO case is an important gesture signifying EU solidarity
with Lithuania. However, the dispute resolution process is likely to take years and may
only have a limited impact on Beijing’s behavior. It is, therefore, paramount that the
launch of the case does not hinder the current sense of urgency for a rapid introduction of
a robust anti-coercion instrument. The instrument paired with measures cushioning Bei-
jing’s economic coercion remains the EU’s best bet.

Still, the WTO process provides Brussels with a framework for building a legal case against
China’s targeting of Vilnius and with a platform for similarly aggrieved parties to collectively
oppose Beijing’s economic coercion practices by joining the WTO consultation process.

MERICS | Mercator Institute for China Studies
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Read more:

m European Commission: EU refers China to the WTO following its trade restrictions

on Lithuania

Forced labor ban and Due Diligence Mechanism: A two-pronged approach

On January 25, Sabine Weyand, Director General for DG Trade, presented a proposal for a
forced labor ban to the European Parliament Trade Committee.

What you need to know:

m What is it? [t is a regulation that would prevent goods produced using forced labor
from being sold in the EU market. The US has already adopted a ban on a list of
Xinjiang forced labor products and is in the process of adopting the Uygur Forced
Labor Prevention Act. But the EU does not seem keen on adopting the same blue-
print for two reasons in particular: One, an outright ban increases the burden of
work on customs, which the EU does not want. Two, the US’ ban is based on both
product and origin, meaning it applies to products that originate from Xinjiang as

well as products that have components from Xinjiang (i.e. Xinjiang cotton).

m Areas of contention: Within the EU, the main debate is happening between the
European Commission, who would like to see a ban on forced labor to be integrated
in the incoming due diligence mechanism, and some members of the European Par-
liament, who would prefer ad hoc legislation. According to the Commission, the in-
clusion of provisions to ban forced labor products in the due-diligence regulation
would speed up the process and lift some burden of duty from customs, as compa-
nies would have to comply with one regulation instead of two. However, the crux of
the problem lies in the fact that supply chain auditors have not been permitted to
enter Xinjiang to carry out audits. Therefore, the due-diligence mechanism would
be effectively implemented and as a result, this lack of oversight weakens efforts to
definitively prevent forced labor products from entering the EU market.

m Why China? Chinese products will not be the sole target of this regulation, which
seeks to tackle a much broader and geographically expansive issue. However, the
cotton picked and processed in Xinjiang has fomented the debate and will, if the
regulation passes, be impacted by the new provisions. After all, Xinjiang cotton ac-
counts for 20% of global supply.

Quick take: A forced labor ban is overdue and luckily the debate within the EU seems to
revolve around how it should look like rather than whether one is needed. However, since
it is overdue, to include it in the incoming due-diligence legislation would allow the EU to
kill two birds with one stone. It would make sure that the legislation progresses, and that
the EU finally has a forced labor ban. Proposing an ad-hoc forced labor ban from scratch
would add to the already numerous instruments and regulations in the pipeline and it
appears to be a less efficient solution that would drag on the issue.
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Read more:

m Legislative Train Schedule: Ban on imports produced using modern forms of slav-

ery and force labour, including that of children

m South China Morning Post: Citing Xinjiang, EU commits to ban forced labour goods

but is divided on how to do it.

SHORT TAKES

The EU released an outline of a more assertive action plan for boosting its position on
setting international standards for high-tech and green-tech products. The move is seen
as counter to China’s growing position in this space.

m European Commission: New approach to enable global leadership of EU standards

promoting values and a resilient, green and digital Single Market

m FT: EU to outline tech standards plan to counter China influence

Despite recent comments by Slovenia’s Prime Minister Janez Jansa, the country will not
follow Lithuania in opening a Taiwan Representative Office, but rather a Taipei Economic
and Cultural Representative Office following the practice of other EU states.

m SCMP: Slovenia tries to head off row with Beijing over Taiwan office

m Euractiv: ‘No divergence’ from one-China policy in Slovenia

The French Presidency released a list of 30 foreign affairs ministers invited to take partin
an EU-Indo-Pacific forum planned in Brussels on February 22. China is not among the in-
vited countries.

m Politico: France snubs China with its Indo-Pacific forum

The EU and the US are planning to conduct two Trade and Technology Council meetings
this spring - one virtual and one in person, expected to take place in Europe in May.

m Bloomberg: EU Eyes May In-Person Meeting of U.S. Technology Council

According to data from Rhodium Group and Baker McKenzie, Chinese foreign direct in-
vestments in Europe increased by 25 percent in 2021 reaching USD 12.8 billion but in-
vestments in high-tech continued to shrink over increased scrutiny.

m Baker McKenzie: Chinese Outbound FDI Held Steady In 2021, As Global FDI Re-
bounded
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Richard O’Halloran, an Irish businessman who was denied the right to leave China for
close to three years over an aircraft leasing dispute, was allowed to return home and reu-
nite with his family.

m The Irish Times: ‘A day of great happiness’ - Irish businessman Richard O’Hal-

loran reunited with family

Huawei announced that it has initiated an arbitration process against Sweden under the
World Bank Group’s International Centre for Settlement of Investment Disputes over ban
of its 5G equipment.

m SCMP: Huawei takes Sweden to court after Nordic country bans Chinese tech giant’s
5G products

MERICS | Mercator Institute for China Studies
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