Zentrum fur Europaische Integrationsforschung
Center for European Integration Studies

Rheinische Friedrich-Wilhelms Universitat Bonn

Muhammad Murad

Geo-economics of the
European Union and the
China Challenge

ZE!

a

ISSNOSI

laded uo



Muhammad Murad completed the "Master of European Studies
— Governance and Regulation® at the Center for European
Integration Studies (ZEl), Class of 2020. Prior to this, he
received a masters degree, "Master of Science in Social
Science with Specialization in International Relations” from
Shaheed Zulfikar Ali Bhutto Institute of Science and
Technology (SZABIST), Karachi Pakistan in 2019. He also
studied a cerificate course in Journalism, Media and
Globalisation from Aarhus University, Denmark in 2015, He
has co-authored a paper, "Nuclear Suppliers Group (N3G)
Membership: The Case of India and Pakistan” as the main
author in 2018. He has also published various articles on world
affairs in International Relations magazines.




Muhammad Murad

Geo-economics of the European Union and
the China Challenge

Introduction

The world order is changing, the probable threat to the United States of
America’s superpower status with the imminent rise of China and Russian
President Vladimir Putin’s ambitions of a global role for Russia, might give
rise to a multipolar world order; the European Union (EU) cannot sit back
and be a silent spectator in this transformation of world politics. The EU
holds immense importance in the current geopolitical order as well as the
geo-economics of the world. Despite Europe’s internal struggles, it is a gen-
uine super power and is likely to remain so for the times to come. Europe
either rivals or exceeds the US and China in its capability to project a full
spectrum of global economic, military and soft power. Europe regularly de-
ploys military force within as well as beyond its neighborhood. With unique
skills and a success rate unmatched by any other region, Europe manipulates
its economic and soft power to persuade other countries to change their be-
havior.! In the similar terms, while emphasizing the geopolitical importance
of the EU, President of the European Commission Ursula Von Der Leyen
stated in her letter to the High Representative of the Union for Foreign Af-
fairs and Security Policy and Vice-President of the European Commission,
Josep Borrell, that her Commission would be “Geopolitical Commission.”
She, furthermore, stressed in her mission letter that changes in geopolitics

1  Moravcsik, Andrew. “Europe Is Still a Superpower And It's Going to Remain One
for Decades to Come.” Foreign Policy, April 13, 2017.
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along with changes in digital technologies and climate are impacting the eve-
ryday lives of Europeans. In the context of shifts in local and global power
structures, she wants her Commission to show determination and ambition
in its response to these global transformations, which according to her will
define the place of Europe in the world. She placed importance on multilat-
eralism of the EU but at the same time she urged upon the need for leadership
of Europe in the world.> However, the European Commission is primarily a
“Geo-economic” rather than a Geopolitical Commission according to its
structure, priorities and set-up. The Commission is an executive laser-fo-
cused on the economic power of the EU.’

Geo-economic Relevance of the EU and the China Chal-
lenge

The EU is equally capable of instrumentalizing economic interdependence
for geopolitical objectives. The EU did not send military force in defense of
Ukraine when Russia annexed Crimea in 2014. Instead the EU broached a
range of sanctions including commercial measures targeted at specific sec-
tors of Russia’s economy such as energy exploration financing and freezing
assets of targeted individuals along with visa bans.* Moreover, the EU is not
completely absent from geo-economics. The EU’s trade agreements exter-
nalize labor and environmental rules to the third countries. The regulatory
and market power of the EU shape technical standards which undertakings
across the world adopt. Under various circumstances, these practices of the
EU can produce advantageous geopolitical value along with creating ease for
doing business for the EU’s undertakings. For instance, the technology and

2 Leyen, Ursula von der. “Mission Letter to Joseph Borrell High Representative of the
Union for Foreign Policy and Security Policy/Vice-President designate of the Euro-
pean Commission.” September 10, 2019.

3 Puglierin, Jana, and Niklas Helwig. “Europe's Geo-Economic Commission.” Berlin
Policy Journal, October 9, 2019. https://berlinpolicyjournal.com/europes-geo-eco-
nomic-commission/.

4  Leonard, Mark. “Introduction: Connectivity Wars.” Essay. In Connectivity Wars:
Why Migration, Finance and Trade Are the Geo-Economic Battlegrounds of the Fu-
ture, 13—27. London: European Council on Foreign Relations, 2016.
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industry standards, along with data rules that third countries and undertak-
ings may adopt to gain access to the markets of the Union, can not only ex-
ternalize the EU’s values and security interests but can also support compet-
itiveness of the undertakings based within the EU.> Thus, the EU holds great
relevance within an international order engulfed by geo-economics. Despite
its importance and power, the EU is prone to challenges from China. In her
interview with Die Zeit in January 2019, Von Der Leyen said that the EU
often overlooked how cleverly China pursued its goals. While talking rather
openly about her views on China’s politics, military and economy, she lik-
ened Russia’s threat to China’s influence. She added that the guide EU has
for Russia must also apply to China. In comparison, former Commission
President Jean-Claude Juncker, during his presidency of the Commission,
trod carefully when it came to criticizing policies of China. He maintained a
fine balance between China’s politics and human rights and economic poli-
cies.® Similarly, where the rising influence of China offers great cooperation
opportunities, it also poses a great challenge to the EU. It may not only
threaten the EU’s relations with other global powers but it may also create
challenges for the EU in maintaining integration among the Union members.
The EU and China maintain closer economic relations, yet they are antago-
nistic and distant when it comes to normative discourses.’

This discussion paper aims to address the main question of the China chal-
lenge to the European Union. In this context, firstly, it addresses the geo-
economics of the EU. In order to understand geo-economics of the EU, it is
pertinent to understand its geopolitics; therefore, this discussion paper also
highlights the geopolitics of the EU. Moreover, it highlights what geo-eco-

5  Gehrke, Tobias. “What Could a Geo-economic EU Look Like in 2020?” EGMONT
Royal Institute for International Relations, 2020.

6 Lau, Stuart. “German Nominee for Top EU Job Could Be Tough on China.” South
China Morning Post, July 3, 2019
https://www.scmp.com/news/china/diplomacy/article/3017023/ursula-von-der-
leyen-nominated-lead-european-commission-will.

7  Christiansen, Thomas, and Richard Maher. “The Rise of China—Challenges and Op-
portunities for the European Union.” Asia Europe Journal 15, no. 2 (April 2017):
121-31. https://doi.org/10.1007/s10308-017-0469-2.



Muhammad Murad

nomic instruments the EU uses to pursue its interests in global affairs. Sec-
ondly, this research addresses the China challenge to the EU. In this regard,
it highlights the relationship between the two and presents perspectives from
both sides along with highlighting the China challenge to the EU’s geo-eco-
nomics. Lastly, this paper addresses the question of the EU’s China chal-
lenge at home, within the EU discussing the 17+1 Initiative of China and its
challenge to the EU.

Understanding Geo-economics

Edward N. Luttwak was the first to coin the term geo-economics. He theo-
rized that the significance of military power in world affairs would steadily
reduce with the waning of the cold war. As states are spatially defined enti-
ties structured to compete with each other in the global scenario to employ
war logic in the grammar of commerce, thus they have to act geo-economi-
cally. Military methods are being replaced by methods of commerce i.e.,
firepower is replaced by disposable capital, technical military advancement
is replaced by civilian innovation and bases and garrisons are replaced by
market penetrations. However, the states will reorient themselves toward
geo-economics rather than completely disappearing in world politics.® More-
over, in determining the subordination or primacy of states, economic power
will be increasingly significant when military conflict between major powers
is improbable. As opposed to an instrument for exceeding power competi-
tion, trade becomes a power competition instrument.” Geo-economics can be
defined as state intervention in order to secure a privileged economic posi-
tion in a market which results in the utilization of economic power instru-
ments to achieve political gains. Geo-economics is the economics of geopol-
itics. Rather than territory, the power derives progressively from control over
transportation corridors, financial institutions and strategic markets in a

8  Luttwak, Edward N. “From Geopolitics to Geo-Economics: Logic of Conflict, Gram-
mar of Commerce.” The National Interest 20 (1990): 17-23.

9 Huntington, Samuel P. “Why International Primacy Matters.” International Security,
Spring, 17, no. 4 (1993): 68—83. https://doi.org/10.2307/2539022.
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globalized world with more lethal weapons and growing economic interde-
pendence.!® Moreover, it can also be defined as use of economic instruments
to defend and promote national interests that as a result produce geopolitical
benefits. Geo-economics is the use of economic instruments to achieve geo-
political goals.!!

States use economic means to increasingly conduct their power politics in
world affairs. Contrary to territory based geopolitics, geo-economics pro-
vides an alternative method to states to practice power politics instead of
relying on military power. The predominant driver of world politics appears
to be competition in which the methods used in order to engage in strategic
competition by the states are not primarily military as often considered in
academic debates, but are rather economic in nature. As a result of the Cold
War, states would have given up power politics in favor of cooperative inte-
gration and foreign policy into rule-based liberal world order. These convic-
tions of interdependence are still attractive in world politics. A simultaneous
increase in strategic competition and interdependence has been witnessed in
the past few years. Today, economic means largely derive such interdepend-
ence and strategic competition in world politics.'? In a world with more de-
structive weapons and increasing economic interdependence, power derives
progressively from control over transportation corridors, financial institu-
tions and strategic markets rather than territory which is a main deriver of
geopolitics. In order to maximize their influence and autonomy, states gain
power by building economic partnerships with disproportionate interdepend-
ence. Therefore, “balance of dependence” is conceptualized as Geo-eco-
nomic equivalent of balance of power logic. States can obtain favorable sym-
metry by building a monopolistic position for their own undertakings to
maintain the dependence of others along with denying them similar benefits.
By obtaining political favors from dependent states, consequently states alter

10 Diesen, Glenn. Russia’s Geo-economic Strategy for a Greater Eurasia. Routledge,
2017.

11 Blackwill, Robert D., and Jennifer M. Harris. War By Other Means Geo-economics
and Statecraft. CFR, 2016.

12 Scholvin, Séren, and Mikael Wigell. “Geo-Economic Power Politics - An Introduc-
tion.” Essay. In Geo-Economics and Power Politics in the 21st Century - The Revival
of Economic Statecraft, 1-13. London and New York: Routledge, 2019.
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economic leverage into their political capital. Moreover, economic connec-
tivity has become the primary method to obtain Geo-economic power in
world politics.!

Geo-Economics of the European Union

The EU holds immense importance in the current geopolitics, as well as geo-
economics, of the world. In order to understand geo-economics of the EU, it
is pertinent to first take a glimpse at its geopolitics.

Geopolitical Importance of the EU

Contemporary geopolitics often tends to focus unsurprisingly on Asia and
Africa, ranging from China to the Middle East. However, often limited to an
economic and financial story, Europe is mistakenly left out of the focus when
it comes to the discourse on current geopolitics. With its economy of 17 tril-
lion USDs and a population of more than 450 million, the EU’s economy is
larger than the economy of the US and its population is the third-largest in
the world after China’s and India’s respectively. Therefore, the focus of
global political discourse should not leave the EU out; it should rather start
with it.'* This reflects the significance of the EU in contemporary geopolitics
as well as geo-economics.

States competing for resources and power are the subjects of geopolitics in
the classical sense. As a key instrument of international politics, the conjec-
tures of interstate power struggles for resources pave the way for empirical
focus of geopolitical writing on what statesmen do, think or say.!> Owing to
the growing attention on the role of Europe as an actor in the international

13 Diesen, Glenn. Russia’s Geo-economic Strategy for a Greater Eurasia. Routledge,
2017.

14 Kaplan, Robert D. The Revenge of Geography: What the Map Tells Us About Com-
ing Conflicts and the Battle Against Fate. New York: Random House Trade Paper-
backs, 2013.

15 Kuus, Merje. “Policy and Geopolitics: Bounding Europe in EUrope.” Annals of the
Association of American Geographers 101, no. 5 (2011): 1140-55.
https://doi.org/10.1080/00045608.2011.577362.
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arena mainly since the beginning of the new millennium, European politi-
cians and the EU have started speaking eloquently about “European Geopol-
itics” or a distinctive geopolitical vision for the EU. Such political and pop-
ular attention to the significance of the EU’s geopolitics has been supported
by the changing nature and dynamics of EU power.!® The EU is a great geo-
political power which it can project through its Overseas Countries and Ter-
ritories (OCTs). The OCTs have gained significant political meaning during
a strategic repositioning of the EU and the geopolitical revival of the EU as
a global power. What the EU can put claim to, no other power in the world
can claim, the European Union is a global archipelago. The member states
of the EU have territories which are spread across all the oceans and conti-
nents in the world. The European archipelago defined by its assets remains
essential. The return of maritime geopolitics in the global affairs enhances
the strategic significance of the European Archipelago exponentially. Eu-
rope’s strategic return to Asia-Pacific geopolitics via France, which firmly
stood against China’s expansion in South China Sea or elsewhere and talked
about Indo-Pacific, rebrands the region in Asia Pacific. This reinforces to the
views that the EU holds a great geopolitical significance in world affairs.!”
The EU can make use of its geopolitical significance in its external relations
and promote European interests and values around the world.

The EU as a Multilateral and Ethical Normative Power

In her Agenda for Europe as the Presidential candidate for the European
Commission, Von Der Leyen put great emphasis on the EU’s multilateral-
ism. She said that multilateralism was in Europe’s DNA as it was its guiding
principle in world affairs. She added that her “Geopolitical Commission”
would keep championing the EU’s multilateralism. Similarly, in her letter to
High Representative Josep Borrel, she stressed upon the fact that the Union
believed in multilateralism. The EU is all about working and cooperating

16 Bialasiewicz, Luiza. “Introduction: Europe in the World?” In Europe in the World:
EU Geopolitics and the Making of European Space, 1-18. New York, NY:
Routledge, 2016.

17 Kiihnhardt, Ludger. The European Archipelago: Rebranding the Strategic Signifi-
cance of EU Overseas Countries and Territories. Bonn: ZEI, 2019.
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with others, therefore, it believes in multilateralism because it works towards
this approach. Moreover, while stressing upon the importance of multilater-
alism, she highlighted that it makes the EU better by utilizing the major tran-
sitions of the time along with making it more prosperous and safer. Such
multilateral approaches will make the Europe uphold the rule-based global
order.'® In order to stabilize the geopolitically contested regions in the world,
the EU recognized the need for diplomatic initiatives in its 2016 Global Strat-
egy. Such a strategy puts global governance on the agenda of the EU. In the
2016 Global Strategy, the EU identified effective multilateral cooperation as
a vital interest along with democracy, prosperity and European Security.
Therefore, multilateralism can and it definitely will, enable the EU gain a
leadership role in the world order along with securing its own interests and
promoting its values.!” The EU must not give up on multilateralism. Its com-
mitment to multilateral cooperation is not a fashion of the past. Rather it de-
rives from the EU’s nature. The EU will never be completely comfortable
with global power politics due to its complex and diverse entity.?’ Therefore,
the EU remains the torchbearer of multilateralism in global power politics.

What passes for normal in global politics has changed with the creative ef-
forts of the European integration process. The EU has changed the normality
of International Relations (IR) by simply existing as a different player in a
world of states and the interstate relations among them. Such change in nor-
mality has made the EU a normative power. The EU has changed the pre-
scriptions, standards and norms of world politics from the bounded state-

18 Leyen, Ursula Von Der. “A Union That Strives for More My Agenda for Europe: My
Agenda for Europe,” 2019.

Also, see “Mission Letter to Joseph Borrell High Representative of the Union for
Foreign Policy and Security Policy/Vice-Presidentdesignate of the European Com-
mission.” European Commission, September 10, 2019.

19 Biscop, Sven. “The EU and Multilateralism in an Age of Great Powers.” In Multilat-
eralism in a Changing World Order, 39—48. Singapore: Konrad-Adenauer-Stiftung,
2018. Also see: “A Global Strategy for the European Union’s Foreign And Security
Policy.” European Union, June 2016.

20 Lehne, Stefan. “How the EU Can Survive in a Geopolitical Age.” Carnegie Europe -
Carnegie Endowment For International Peace, 2020.
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centric expectations.?! The EU’s external role is manifested in universal eth-
ics discourse which delineates it as a “peacebuilder” and a “power for good”
in world politics. The EU’s emphasis on “force for good” has gone hand in
hand with the acquisition of a military capability. Moreover, the EU seeks to
develop a strategic role for Europe by looking to become capable of engaging
in conflict prevention. By becoming a global player in world politics, the EU
seeks to exercise its normative power proactively.?

However, this policy of the EU changed with the 2016 Global Strategy where
the EU defined “Principled Pragmatism” as its policy method. With such a
policy method, the EU is from its long-standing claim of being a normative
power. This shift combined with hard power methods, complements EU’s
traditional multilateral creed.?® The EU as a multilateral and ethical norma-
tive power promotes its values and interests in its geo-economics. Its use of
geo-economic instruments is also based on rule-based principles.

Geo-economics of the European Union

The EU is a regulatory super power. It is the largest single market in the
world, so in order to gain access to the region, most multinational undertak-
ings have to comply with EU standards. In the economic realm, the EU has
utilized its regulatory power at various times such as challenging the US agri-
business on the continent of Africa and other markets over the usage of ge-
netically modified organisms, forcing Microsoft to unbundle its Explorer
browser and blocking the merger of General Electric and Honeywell. Such
export of regulations is not only limited to the economic realm. It has been
extended into political issues such as climate change and most obviously on
the process of accession into the EU and neighborhood policy. Theoretically,
the EU would perform better in a geo-economic world rather than in a classic
geopolitical world. The EU is an economic giant. It is located at the heart of

21 Manners, Ian. “The Normative Ethics of the European Union.” International Af-
fairs 84, no. 1. 2008: 45-60. https://doi.org/10.1111/j.1468-2346.2008.00688.x.

22 Aggestam, Lisbeth. “Introduction: Ethical Power Europe?” International Affairs 84,
no. 1 (2008): 1-11. https://doi.org/10.1111/j.1468-2346.2008.00685.x.

23 Kiihnhardt, Ludger. The New Silk Road: The European Union, China and Lessons
Learned. Bonn: ZEI, 2018.
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80-state Eurosphere that are dependent on it for investment and trade and
align themselves with the Euro currency.?* Therefore, the EU is a regulatory
superpower. Within the context of the EU’s Common Foreign and Security
Policy (CFSP), the great significance of the EU’s geo-economics is vividly
visible where the application of geo-economic instruments such as economic
integration agreements (EIA) and the financial sanctions to achieve geopo-
litical objectives are among the most popular and tangible external actions
of the EU. To a certain extent, the willingness of the Union to use geo-eco-
nomic instruments has been parallel with a reorientation of the EU both at
the EU institutional as well as at the European Capital level.?

EU’s Use of Geo-economic Instruments

In terms of their geopolitical application in contemporary world politics,
there are seven geo-economic instruments. The seven geo-economic instru-
ments are: 1. Trade policy, 2. Investment policy, 3. Financial Aid or Eco-
nomic Assistance, 4. Financial Sanctions, 5. Cyber, 6. Financial and mone-
tary policy, and 7. National Policies Governing Energy and Commodities.*
All instruments are discussed below along with their application within the
context of the EU.

1. Trade Policy

The difference between geo-economic and economic logic would seem
fairly clear in the realm of trade. The trade policy with an economic
approach would pursue profit maximization of the states involved in
trade without giving much consideration to factors which are not eco-

24 Leonard, Mark. “Introduction: Connectivity Wars.” Essay. In Connectivity Wars:
Why Migration, Finance and Trade Are the Geo-Economic Battlegrounds of the Fu-
ture, 13-27. London: European Council on Foreign Relations, 2016.

25 Olsen, Kim B. “The Domestic Challenges of European Geo-economic Diplomacy.”
Stiftung Wissenschaft und Politik (SWP), 2017.

26 Blackwill, Robert D., and Jennifer M. Harris. War By Other Means Geo-economics
and Statecraft. CFR, 2016.
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nomic in nature. On the other hand, the trade policy with a geo-eco-
nomic approach would seek to achieve not only profit maximization but
will also seek to maximize political (geopolitical) returns owing to the
trade policy. In a geo-economic approach, states might chose specific
partners for trade and arrange trading agreement terms to weaken op-
ponents, favor certain constituencies and strengthen allies and so forth.
These states might introduce such trade terms at the cost of profit max-
imization deviating from the logic of total absolute gains maximization
approach which is the core of economic approach of trade policy.?” The
EU holds immense importance when it comes to trade. The Union is the
third largest global trade player following the US and China respec-
tively. The EU’s trade with the world accounts for approximately
15.6% of the world’s exports and imports. As the top trading partner of
80 countries, the EU member states have the second largest share of
global exports and imports of goods in the world. Moreover, the EU is
also one of the most outward-oriented economies in the world. Besides
this, it is also the largest single market area of the world. One of the
founding principles of the Union was free trade among its member
states which the EU is committed to opening up to world trade. The EU
negotiates trade agreements for the member states and is also responsi-
ble for their trade policy. Moreover, based on the World Trade Organi-
zation (WTO) rules, the EU has exclusive power to conclude interna-
tional trade agreements and legislate trade matters on behalf of it mem-
ber states. The Union’s trade policy does not only cover trade in goods
and services but it also covers matters of commercial aspects of foreign
direct investment and intellectual property rights. In order to protect EU
businesses from barriers to trade, the Union has enacted market access
and trade defense instruments. Additionally, the EU also assists devel-
oping countries (such as Pakistan) to trade within the EU by means of
support programs and lower duties under the EU’s Generalized Scheme

27 Rose, Gideon. “Trade.” Essay. In The Age of Economic Coercion: How Geopolitics
Is Disrupting Supply Chains, Financial Systems, Energy Markets, Trade and the In-
ternet, 11-12. World Economic Forum, 2016.

11
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of Preferences (GSP). Products entering into the EU market from vul-
nerable developing countries are duty free under the EU’s GSP policy.
Such EU policy helps the developing countries create jobs and alleviate
poverty based on international principles and values including human
and labor rights. There are three types of EU trade agreements. The first
type of the EU trade agreement is the Customs Union which establishes
a joint customs tariff for foreign importers and eliminates customs du-
ties in bilateral trade. The example would be the EU Customs Union
with Turkey which is in force since 1995. The second type of EU trade
agreement are Stabilization Agreements, Association Agreements, Eco-
nomic Partnership Agreements and (Deep and Comprehensive) Free
Trade agreements. Such trade agreements reduce or completely remove
custom tariffs in bilateral trade. The examples of such agreements are
the EU-Republic of Korea Free Trade Agreement which was signed in
2010, Association Agreement with Ukraine which was concluded in
2017 and replaced the EU-Ukraine Partnership and Cooperation Agree-
ment and Stabilization and Association Agreement with Montenegro
which is in force since 2010. The last type of EU trade agreement are
Partnership and Cooperation Agreements, which leave customs tariffs
as they are and provide a general framework for bilateral economic re-
lations. An example of such agreement is the EU-Russia partnership
and cooperation agreement which is in force since 1997 and provides a
framework for EU-Russia relations. Another important partnership
agreement is the Cotonou Agreement which is the backbone of the part-
nership between the EU, EU countries and 79 African, Caribbean and
Pacific Countries (ACP). The Cotonau Agreement is in place since
2000 and will terminate at the end of 2020.%®

28 Various Sources available on the EU Official Website. Accessed September 2020.

https://ec.europa.eu/info/index_en.

Note: It was pertinent to briefly highlight the types of EU agreements with some examples

12

in order to describe EU’s trade policy as its Geo-economic instrument. However, it
is beyond the limit of this discussion paper to analyze them in detail.
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2. Investment Policy

In the year 2014, the 90 percent of all cross-border flows were financial
investments which were trade-based forty years ago. Either as a long
term direct investment or as a short term more liquid portfolio invest-
ment, a huge part of current cross-border flows comes from investment.
From the perspective of geo-economics, investment matters more today
than it mattered previously because both in absolute and relative terms,
there is plainly a great deal of it passing among the states. Today the
patterns of investment, the capitals of capital so to speak, are different
from the previous eras. Moreover, states today directly control or own
a greater share of the cross-border investment as compared to the past.
Owing to this direct control by the states, concentration of the outbound
foreign direct investment has now extended beyond the investments
into the energy sector. All kinds of state owned investment vehicles and
companies are investing abroad and in many instances as an effort of
state-financed campaigns. A greater diplomatic sway comes with such
investments abroad and the plausibility of geopolitical leverage at times
of crisis.?

The Union is world’s top global destination and the main provider of
foreign investment. By the end of 2018, the foreign direct investment
(FDI) stocks that were held in rest of the world by investors based in
the EU amount to 8,750 billion euros. Meanwhile, those held by the
investors of third countries in the EU amounted to 7,197 billion euros
by the end of 2018. The EU handles FDI on behalf of its member states
since 2009. The stated aims of the EU’s investment policy are to create
a transparent and predictable business environment in order to make it
easier for others to invest, to regulate the economies in the public inter-
est in order to preserve home and host countries, to protect the EU’s
vital interests while attracting international investments into the EU, to
protect EU investors abroad from mistreatment and discrimination by

29 Blackwill, Robert D., and Jennifer M. Harris. War By Other Means Geo-economics
and Statecraft. CFR, 2016.
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securing a level playing field and most importantly, to promote invest-
ments that respect environmental and labor standards, respect human
rights and support sustainable development.*°

High Representative of the Union for Foreign Affairs and Security Pol-
icy in its joint Communication Report, “Connecting Europe and Asia -
Building blocks for an EU Strategy” highlighted the importance of the
EU financing for connectivity. It highlighted that in supporting connec-
tivity, the Union already has a solid track record. Geographical invest-
ment facilities such as Asia Investment Facility (AIF), Investment Fa-
cility for Central Asia (IFCA) and the Neighborhood Investment Facil-
ity (NIF) have been providing technical and financial assistance for
connectivity and infrastructure. Between 2010 and 2018, more than 4.2
billion euros of investments have been leveraged in the AIF and IFCA
through a blending of grants and loans. The Commission’s proposal of
several innovative measures could provide impetus for public and pri-
vate investment in connectivity for the next MFF 2021-2027. In order
to provide financing to catalyze other public and private capital, such
investments could include an investment framework for external action,
working on the existing European Fund for Sustainable Development
which as a part of the External Investment Plan of the EU focuses on
the Neighborhood and Africa. Despite its primary focus on the neigh-
borhood and Africa, a part of the investment can also be allocated to
other geographical regions, the report added.’! However, it is unclear
whether with such a plan the EU will be able to gain political leverage.
Since the current “Geopolitical Commission” seeks a global role for the
EU, it can utilize EU’s External Investment Plan as a geo-economic
instrument for geopolitical leverage.

“Investment - Trade - European Commission.” European Commission Directorate-
General for Trade, 2020. https://ec.europa.eu/trade/policy/accessing-markets/invest-
ment/.

Commission, European.® Connecting Europe and Asia - Building blocks for an EU
Strategy.” FEuropean Comission, 2018. https://www.eesc.europa.eu/en/our-
work/opinions-information-reports/opinions/connecting-europe-and-asia-building-
blocks-eu-strategy
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In addition to this, as a source of global foreign direct investment
stocks; the EU contributes the most with 38 percent of such investments
followed by the US with 21 percent and China with just 6 percent. De-
spite this huge contribution to the global FDI stocks, the EU is fre-
quently referred to as a payer than a player, failing to gain geopolitical
leverage out of this massive contribution for years.’? Thus, it can be
summed up from the investment policy of the EU that the element of
politics is absent from its geo-economics. However, from one of the
aims of the EU’s investment policy, it can be observed that the EU’s
investment policy follows the rule-based policy which manifests that
the EU is a normative power and may contribute to the EU’s soft power.

3. Financial Aid or Economic Assistance

The practice of providing financial assistance to gain strategic influence
is one of most manifested illustrations of geo-economic instruments and
has been around as long as the diplomacy itself. This financial aid can
be in the form of humanitarian assistance, bilateral development assis-
tance or military aid. It is pertinent to ensure that most humanitarian or
military aid is geo-economic only in the broader sense because the aid
received 1s fungible which means that the financial assistance a state
receives can enable it to save or redirect those funds that it would have
spent otherwise from its own resources. Such fungibility of financial
aid makes it worth including in the conceptual framework of geo-eco-
nomics. However, financial aid can also be included in the conceptual
framework of geo-economics for other reasons. On the one hand, there
are instances where humanitarian and military aid comes with geo-eco-
nomic foundations that do not stick to mere fungibility of official aid
received by the state. On the other hand, there are instances where aid
comes with no geo-economic aspect to it. However, it can overlap with

32 Vlahutin, Romana. “Reconnected: How the EU Can Assert Its Sovereignty after the
Pandemic.” ECFR, April 21, 2020. https://www.ecfr.eu/article/commentary recon-
nected how the eu can assert its sovereignty after the pand.

15



Muhammad Murad

other vivid aspects of geo-economic statecraft.>* The EU is a major fi-
nancial aid provider in the world. The EU and its member states have
provided around 414 billion euros in aid globally in its current seven-
year budget cycle. This global aid by the EU is much higher than that
of the US which provided aid of 173 billion euros in global aid and
approximately 460 billion euros by China which can be considered as
mere concessional loans but they cannot be considered as financial
aid.>* The EU is leading in the provision of official development assis-
tance (ODA) to many states across the world. The external action
budget of the EU helps it to implement its priorities and to advocate the
fundamental values such as human rights, poverty reduction, solidarity,
peace, democracy, stability and sustainable development in the world.
Its expertise and competence such as its economic and political clout,
the geographic range of its external cooperation and its credibility as a
peace player add value to its intervention in external actions. Moreover,
the EU’s external financial action will be covered under Heading 6,
‘Neighborhood and the World’ in the next seven-year EU’s budget from
2021-2027 which would replace heading 4, ‘Global Europe’. The total
expenditure of the current EU budget was set at 1087 billion euros out
of which 66.2 billion euros were to be spent under Heading 4 which
includes development assistance and humanitarian aid. Most of the
EU’s external financing instruments (EFIs) are covered under Heading
4 of the current budget. Some of the EFIs are Development Cooperation
Instrument (DCI) which focuses on Asia, South Africa, the Gulf region
and Latin America, Instrument for Pre-Accession (IPA) which focuses
on Western Balkans and Turkey and provides pre-accession assistance,
Instrument for Democracy and Human Rights (EIDHR) which focuses
on the promotion of human rights and democracy, and European Neigh-
borhood Instrument (ENI) which focuses on 16 neighboring countries
along with Russia for cross-border and regional cooperation. Moreover,

33 Blackwill, Robert D., and Jennifer M. Harris. War By Other Means Geo-economics
and Statecraft. CFR, 2016.

34 Vlahutin, Romana. “Reconnected: How the EU Can Assert Its Sovereignty after the
Pandemic.” ECFR, April 21, 2020. https://www.ecfr.eu/article/commentary recon-
nected how the eu can assert its sovereignty after the pand.
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the biggest external financing instrument is the European Development
Fund (EDF) which is outside of the Multi-financial framework (MFF)
and the EU budget and is managed by the Commission. With a budget
of 30.5 billion euros, the EDF is an intergovernmental fund which fo-
cuses on Overseas Countries and Territories (OCTs) and African, Car-
ibbean and Pacific (ACP) countries. However, the rules of implemen-
tation of EDF are similar to those of the other EFIs.*> The EU may not
use its EFIs as its geo-economic instruments; however, it can overlap
with other vivid aspects of geo-economic statecraft of the EU. Moreo-
ver, provision of financial aid gives the EU leverage to promote its rule-
based values.

4. Financial Sanctions

Financial sanctions are a classic instrument of geo-economics. When
sanctions are imposed, they cannot only redirect international trade
flows but can also impoverish the population, may change the regime,
lead to a possible uprising or affect the technological development of
the country. While highlighting the effectiveness of sanctions, it is ar-
gued that the detriment of sanctions on a domestic market of the state
depend on the trade flow and market size.>® Though the financial sanc-
tions have been imposed in the EU’s foreign policy since the 1980s, it
is only a recent phenomenon that EU citizens have woken up to the
imposition of sanctions in foreign policy of the EU. Following the es-
tablishment of the EU’s Common Foreign and Security Policy (CFSP),
an intergovernmental forum for foreign policy coordination, in 1992,
the imposition of financial sanctions have become more frequent. While
in 1999, the Common Security and Defence Policy (CSDP) was
launched with the intention to break new ground in the EU’s foreign
policy by permitting the Union to carry out joint military operations,
but it was financial sanctions that took central stage in the EU’s foreign
policy. In order to address the EU’s key foreign and security policy

35 Lilyanova, Velina. “Financing EU External Action in the New MFF, 2021-2027
Heading 6 'Neighbourhood and the World'.” European Union, 2019.

36 Damen, Mario, and Wolfgang Igler. “Free Trade or Geo-Economics? Trends in
World Trade.” European Parliament, 2019.
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challenges, financial sanctions are wielded instead of military force.?’
In pursuit of international political influence the EU beyond doubt has
demonstrated that it can utilize its resources in a targeted manner. Hav-
ing been used frequently over the last two decades, sanctions are one of
most robust tools of European Diplomacy. However, the EU’s use of
sanctions have not frequently occurred without the UNSC authoriza-
tion, particularly when it comes to imposing sanctions on a permanent
member of the Security Council or its close allies.*® Moreover, since
the so-called ‘sanctions decade’ of the 1990s, sanctions have been on
the rise in the EU’s foreign policy. Currently the EU upholds approxi-
mately 35 regimes of financial sanctions ranging from financial re-
strictions against targeted countries, travel bans against listed individu-
als to trade embargoes and asset freezes. The most recent examples of
the EU financial sanctions are the sanctions against Russia after the an-
nexation of Crimea in 2014 and the sanctions targeting the nuclear pro-
grams of North Korea and Iran.*

Similarly, sanctions are also an important weapon in the hands of Von
Der Leyen’s “Geopolitical Commission”. The sanctions are the most
potent weapon in the hands of the EU. Under the Juncker Commission,
the EU High Representative Federica Mogherini was in charge of the
European Commission’s unit which looked after the implementation of
the embargoes by the member states. However, in Von Der Leyen’s
Commission, the sanctions officials got a new mission along with a new
boss. The sanctions officials now have to fight for the EU’s “economic
sovereignty” under the auspices of executive Vice-President Vladis
Dombrovskis for the economy. These officials are supposed to ensure

Portela, Clara. “How the EU Learned to Love Sanctions .” Essay. In Connectivity
Wars: Why Migration, Finance and Trade Are the Geo-Economic Battlegrounds of
the Future, 36—42. London: European Council on Foreign Relations, 2016.

Lippert, Barbara, Nicolai von Ondarza, and Volker Perthes. “European Strategic Au-
tonomy - Actors, Issues, Conflicts of Interests.” SWP Berlin, 2019.

Olsen, Kim B. “The Domestic Challenges of European Geo-economic Diplomacy.”
Stiftung Wissenschaft und Politik (SWP), 2017.
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that Europe is more robust to the peril of extraterritorial sanctions.*
Thus, the financial sanctions are a strong weapon in the hands of the
EU not only for its geo-economic statecraft but also for it to pursue its
ruled-based values and interest in its external affairs.

5. Cyber

Even though much remains uncertain about the precise magnitude and
nature of cyberattacks, there still remains good reason to consider
cyberattack as among the most powerful newest instrument of geo-eco-
nomics. Not all cyber related attacks can be considered geo-economic
in nature. A cyberattack needs to meet two basic criteria in order to be
considered of geo-economic nature. Firstly, since geo-economics is es-
sentially concerned with state behavior, the cyber related attack must
be sponsored or at least materially encouraged by the state. Secondly,
there must be involvement of an attempt to gain economic influence. A
cyberattack aimed to wreak economic havoc in the targeted state by
disrupting its internet would be considered geo-economic in nature.
However, a mere cyberattack for the sake of reading emails would not
be considered as such. Moreover, cyberattacks seeking to impose finan-
cial cost and utilizing financial or economic market mechanism as part
of a larger political agenda can be considered as geo-economic cyberat-
tacks. In order to be considered as a geo-economic cyberattack, an at-
tack must involve the component of creating potential or actual geopo-
litical benefits for the attacking country which aims to compromise or
degrade a state’s critical financial or economic infrastructure.* The EU
is aware of the significance of the cyberspace. Instead of getting in-
volved in cyberattacks to wreak havoc in other states’ economies for
geopolitical advantage, the Union has taken measures to secure its cy-
berspace and protect the data of individuals and undertakings. As a re-

40 Puglierin, Jana, and Niklas Helwig. “Europe's Geo-Economic Commission.” Berlin
Policy Journal, October 9, 2019. https://berlinpolicyjournal.com/europes-geo-eco-
nomic-commission/.
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sult, those measures give geopolitical leverage to the EU. The EU in-
troduced General Data Protection Regulation (GDPR) in 2016 which
came into force in 2018 and provides rules regarding personal data pro-
tection and the free movement of personal data (Article 1, paragraph 1
of GDPR).*? The GDPR can play a fundamental role in shaping how
modern digital economies protect citizens’ security and do business.
Such a regulation may compel third countries and their undertakings to
adopt similar data protection standards or else face restrictions on trad-
ing cross border data. Moreover, this regulation has risen to a strategic
significance in geo-economic competition. Voluntary or involuntary,
the adoption of certain EU standards is an expression of the EU’s power
to play its role in a contested world order. This expression of the EU’s
power may not only strengthen its economic competitiveness but it may
also promote European security (e.g., 5G network standards) and Euro-
pean values (e.g., ethics of Artificial Intelligence). Though all standards
may not be of strategic significance but the trade rules and other regu-
lations of the GDPR may offer geopolitical benefits to the Union by
producing sphere of influence for it.** Besides GDPR, the EU has
adopted the Cybersecurity Act in 2019 which aims to ensure proper
functioning of the internal market while aiming to achieve a high level
of trust within the Union, cyber resilience and cybersecurity (Article 1,
paragraph 1 of Cybersecurity Act). Along with this, the EU has also
developed “A Digital Single Market Strategy for Europe” (2015) with
the aim of ensuring that Europe’s society, industry and economy take
complete advantage of the new era of digitalization.** Therefore, the

Regulation (EU) 2016/679 on the protection of natural persons with regard to the
processing of personal data and on the free movement of such data, and repealing
Directive 95/46/EC (General Data Protection Regulation). 2016. Official General. L
119  https://eur-lex.europa.eu/legal-con-
tent/EN/TXT/PDF/?uri=CELEX:32016R0679&from=EN

Gehrke, Tobias. “What Could a Geo-economic EU Look Like in 2020?” EGMONT
Royal Institute for International Relations, 2020.

“A Digital Single Market Strategy for Europe.” European Commission, 2015. Also,
see “A Digital Single Market Strategy for Europe.” European Commission, 2015.
https://eurlex.europa.eu/legalcon-
tent/EN/TXT/PDF/?uri=CELEX:52015DC0192&from=EN
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EU as a normative power has adopted a different but positive geo-eco-
nomic cyber strategy which not only aims to achieve geopolitical influ-
ence for the EU but also creates a win-win situation for third countries
and their undertakings who want to engage with the Union.

6. Financial and Monetary Policy

Global debates about quantitative easing along with a rising renminbi
(RMB), a Euro that may continue to mature over the years and a set of
countries agitating for a smaller role of the US dollar, are reasons to
consider that over the upcoming year the geopolitics of financial and
monetary policy may resurface in a sharpened form. There are three
basic transmission channels that states can utilize to translate monetary
policy instruments into geopolitical influence: 1. The ability to raise
funds at low cost; 2. The global footprints of a country’s currency; 3.
The ability to impact another state’s borrowing costs. Moreover, the
Euro’s launch in 2001 was hailed as the biggest development in world
currency markets since the 1944 Bretton Woods Conference. It marked
for Europe the beginning of a new era.*® In this context, German Chan-
cellor Helmut Schmidt’s speech in the German Bundesbank in 1978
during the European Council gathering which initiated the European
Monetary System (EMS) holds utmost importance. Chancellor Schmidt
urged the central bankers of Germany to encourage a European mone-
tary union vividly highlighting that that was an issue of geopolitics
1.6 The Euro, from the beginning, has been a project to advance
Europe’s interests in the global economy. Its international role as an
external dimension of the Euro remains significant to the Union. On the
world stage, the Euro as a single currency is a symbol of European
Unity. The Euro is an instrument to contribute to the stability of the
international financial system and the global economy along with

above al
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global security standing. The development and the international role of
the Euro increases the strategic significance of the geopolitics of Euro-
pean Financial Markets. Despite being a young currency, Euro is the
world’s second most important currency after the US dollar. With ap-
proximately 36% of the international payments, the Euro is second to
the US dollar with almost 40% of international payments.*’ The Euro
with about 22% share, is the second international currency after the US
dollar and significantly far ahead of other currencies such as Pound
Sterling (5%), Japanese Yen (5%), and Chinese Renminbi (1%).*® De-
spite the fact that the Euro, with a strong regional reach, is an important
international currency, it still has a long way to go to challenge the US
dollar dominance in the global economy. Thus, the EU needs to enhance
its geo-economic strategy vis-a-vis financial and monetary policy to
further strengthen the role of the Euro in the world economy.

7. National Policies Governing Energy and Commodities

In order to help with all sorts of geopolitical needs, states enlist energy
or commodities (such as oil, gas etc.). The symbolic case tends to be
objectively blatant coercion. To make for effective geo-economic in-
struments, energy and commodities need to be coercive. However, for
some states they can be a sort of insurance policy to help them secure
their interests.* The oil producers’ geo-economic power has been
blunted in the energy market due to their hegemonic play. Owing to
attempts to hedge against overdependence on a single source of energy,
the revolution in unconventional energy and the slowing demand has
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weaponized the consumer nations to use energy demand in their favor
against the energy producers.*

The EU member states are dependent on energy imports in order to
meet their energy needs. The largest imported energy product by far is
crude oil which was approximately 71.7% of the total EU energy im-
ports in 2019 followed by natural gas which accounted for approxi-
mately 15.4%. Moreover, the largest supplier of the natural gas and oil
to the EU in 2019 was Russia.’! The Union’s efforts to achieve a car-
bon-neutral economy provide a timely and unique opportunity to
strengthen the energy security of the EU. Commission President Von
der Leyen’s proposal, “European Green Deal” seeks to transform the
EU into climate-neutral economy by 2050 and is EU’s new growth
strategy. It also has great potential to strengthen the energy security of
the EU provided its member states prioritize energy security and put
considerable effort into reducing their carbon emission.>> As an im-
porter of energy and commodities, the EU does not have much leverage
to set geo-economic strategy vis-a-vis energy and commodities. How-
ever, if the Union manages to reduce its energy dependency on Russia
and rely more on renewable energy, it can be in position to set geopo-
litical targets even as an energy consumer.

The China Challenge to the EU

Although formal relations between the EU and China began in 1975, the re-
lations between the two became stronger from the 1990s onwards after
China’s opening up and reform policy. Since 1998, when the first EU-China
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Summit took place, relations between the two have been institutionalized
with several meetings taking place every year including annual summits. In
2003, the EU and China declared — a Comprehensive Strategic Partnership.
Given that the two sides account for approximately 30 percent of world trade,
EU-China relations are one of the most important relations in the world.
From political-strategic, economic and people to people dialogues, the rela-
tions between the two have developed into very regular and dense interaction
at multiple levels despite the various differences in values and political sys-
tems. When Chinese President Xi Jinping visited the EU institutions in 2014
— the first ever visit to the EU institutions by any Chinese President — the
relationship received a boost from a diplomatic point of view.>* One of the
most important relationships of the 21 century is the relationship between
the EU and China. The EU and China enjoy multiple links with each other
and are vast trading partners. There are dialogues across almost every sector
including sustainability, civil society and culture from the member states to
the regions and right up to the central administration of the EU.>* However,
despite the linkages between their economies, the partnership between the
two presents political challenges. Both economies represent one-third of the
world’s gross domestic product (GDP) and are partners in a way that their
economies are interlinked.*

China’s EU Policy

China has published three policy papers in 2003, 2014 and 2018 respectively
on the EU. All three policy papers focused on political, economic as well as
cultural dimensions of the China-EU relations.

The EU is a major global force, according to China’s first paper on the EU,
entitled “China’s EU Policy Paper” and published in 2003 highlighted

53 Christiansen, Thomas, Emil Kirchner, and Uwe Wissenbach. The European Union
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China’s objectives in its EU policy and charted plans and areas for coopera-
tion and related measures to promote a long-term and stable development of
the China-EU relations and to enhance all-round cooperation. The policy pa-
per further highlighted that China attaches significance to the influence and
role of the Union in international as well as regional affairs. It also said that
enhancing and strengthening China-EU relations is a significant component
of Chinese foreign policy. Due to China’s proclaimed commitment for full,
long-term and stable partnership with the EU, the policy paper highlighted
the political, economic and cultural objectives of China’s EU policy. In all
broad objectives, the policy paper highlighted the terms “Principles of Mu-
tual Respect” for political objectives, “Principles of Mutual Benefits” for
economic objectives and “Principle of Mutual Emulation” for cultural objec-
tives. This describes China’s idea of EU policy serving the interests of both
sides. However, despite these clear objectives, the policy paper underlined
that owing to differences in political system, historical background, eco-
nomic development and cultural heritage, there would be differences and
disagreements on some issues which China believed (and still believes) can
be solved with mutual respect. Regarding the One-China Policy, human
rights dialogue and the Hong Kong, Macao and Tibet issue, the Policy paper
drafted China’s terms for the EU. This stance was also followed in policy
papers of 2014 and 2018 respectively. Furthermore, China was committed to
developing a stable and long-term trade and economic cooperation with the
Union and expected the EU would become its largest investment and trading
partnership.>®

The second paper, “China’s Policy Paper on the EU: Deepen the China-EU
Comprehensive Strategic Partnership for Mutual Benefit and Win-Win Co-
operation” published in 2014 highlighted that for the EU, China was its sec-
ond largest trading partner while for China; the EU had been its top trading
partner for 10 years after the Comprehensive Strategic Partnership. It also
highlighted that both China and the EU collectively account for one third of

56 “China's EU Policy Paper.” Ministry of Foreign Affairs of the People's Republic of
China, 2003.
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the world’s economy which makes them two key markets for common de-
velopment. The policy paper’s main emphasis was on Mutual Benefit and
Win-Win Cooperation in order to deepen the China-EU Comprehensive
Strategic Partnership which would contribute to prosperity and peace around
the world along with providing impetus for the further development of both
China and the EU. Unlike the first policy paper in which China considered
the EU as a major global force, China termed the EU as its significant stra-
tegic partner in its pursuit of multi-polarity of the world. Moreover, the pol-
icy paper also portrayed that the EU is considered as one of the significant
investment trade partners for China.>’

The third policy paper “China’s Policy Paper on the European Union” pub-
lished in 2018 highlighted that the EU remained China’s largest trading part-
ner for 14 consecutive years. For China, developing a sound relation with the
Union has long been a priority of its foreign policy. Moreover, it highlighted
the EU’s importance in the world affairs and said that the Union strategically
played a significant role in the international arena. The policy paper vis-a-
vis economic domain of China-EU relations highlighted that the both sides
should unlock cooperation potential, deepen dialogues on macroeconomic
and trade policies and ensure win-win progress of China-EU trade and eco-
nomic relations. It further highlighted that the frictions and disagreement can
be handled in a constructive manner and both sides must avoid politicizing
trade and economic issues.’® Despite China’s strong stance on mutual and
win-win strategic partnership, it wants to maintain political relations with the
EU on its own terms. China wants the EU to follow its positions on the issues
of Taiwan, Hong Kong, Macao and Tibet and human rights. China wants the
EU to abide by One-China policy which for China is a significant political
ground of China-EU relations.
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The EU’s China Challenge

The EU, on its progress towards global power status, faces claims by others,
mainly from China. On the one hand, the EU is following its strategic objec-
tives, increasing its global presence and scope of its actions, China, on the
other hand, is filling the vacuum that existed between a state’s factual content
and its formal status in the world. In addition to this, China’s Belt and Road
Initiative (BRI) also challenges the EU in various ways ranging from re-
gional self-image to policy preferences economically, culturally and concep-
tually. The EU does not have an engaging policy response to China’s far
reaching BRI strategy. Along with China’s increased quality and productiv-
ity, its competitiveness for jobs is persistently growing. China, with its suc-
cess, seems increasingly to threaten the EU’s affluence. The EU’s absence
of economic interests in Asian regions (such as North East Asia) is surprising
and it vividly manifests the limits for its global role.’® Furthermore, China’s
international drive has already impacted many states across the world rang-
ing from Middle East to Europe and from Asia to Africa. If China succeeds,
it would be easy to anticipate long-term connectivity dimensions for China.
China, with capital surplus and industrial capacity, wants to build road and
maritime networks. Along with these networks, new financial institutions
and mechanisms including BRICS’ New Development Bank (NDB) and
Asian Infrastructure Investment Bank (AIIB) would play a significant role
in this regard.® Furthermore, according to a European Political Strategy
Center (EPSC) Brief, “Geopolitical Outlook for Europe” published on June
08 2019, a bolstered China, which has started to flex in a world of flux, will
be a long-term challenge for Europe. The EU will be challenged to defend
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mos, 2010.

60 Corre, Philippe Le. “China’s Rise as a Geo-economic Influencer: Four European
Case Studies.” Carnegie Endowment For International Peace, October 2018.

27



Muhammad Murad

its fair market access and support for fundamental human rights which China
has allegedly been abusing.®!

Economic factors have dominated relations between the EU and China ever
since the beginning of their relationship in 1970s and this is likely to continue
for the immediate future. Regarding human rights disputes, it is argued that
in its relations with China, the EU has put an emphasis on a normative agenda
and portrayed itself as a ‘force for good’, however, China, on the other hand,
insists on its own sovereign decision-making and development path. Thus, it
1s pertinent to discuss whether China is a strategic partner or a challenger for
the EU.%2

China: A Strategic Partner or a Challenger for the EU?

Since the establishment of diplomatic ties between the EU and China in
1975, the relations between the two have developed rapidly. As the result of
2003 EU-China “Comprehensive Strategic Partnership”, the cooperation be-
tween the two has broadened and deepened in different areas including peace
and security, sustainable development, prosperity and people-to-people ex-
change. All these areas encompass different key initiatives.®> Over the last
three decades, the relationship between the EU and China has become more
extensive and intensive. The Comprehensive Strategic Partnership was an-
ticipated to uplift the relationship between the two to the security and politi-
cal domains from the erstwhile limited to the economic domain only. This
strategic partnership with China shows that the EU was ready to adopt a
greater leadership role in international affairs along with supporting China’s
integration into the existing world order. Meanwhile, for China, this com-
prehensive strategic partnership was anticipated to facilitate the development

61 Jancarik, Jonas. “Geopolitical Outlook for Europe.” EPSC - European Commission.
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of a multipolar world order along with facilitating China’s economic devel-
opment, modernization and augmentation of its national power through sup-
porting the stability and transfer of technology from European firms. On the
other hand, the strategic partnership has not been fully materialized even
though it has enabled deeper and greater contacts between the two in the
policy domains of security, diplomacy and economics.*

Moreover, the “EU-China — A Strategic Outlook”, which the former High
Representative for Common Foreign and Security Policy (CFSP), Federica
Mogherini presented in a Joint Communication to the European Parliament,
the European Council and the Council in March 2019, highlights that an en-
during relationship links the EU and China. The EU and China are two of
the largest traders and economies in the world. While referring to the com-
mitment by both partners as expressed in “EU-China 2020 Strategic Agenda
for Cooperation”, it highlights that for China, the EU is its biggest trading
partner and for the EU, China is second to the US, its biggest trading partner.
Furthermore, it referred to the HR CFSP’s 2016 report, “Elements for a New
EU Strategy on China,” which was termed as a “cornerstone of the EU en-
gagement” that provided the foundation for a policy shift of the EU towards
a more assertive, multi-faceted and realistic approach. It also mentioned that
the EU’s adherence to “One-China Policy” while at the same time, confirm-
ing to develop relations with Taiwan. However, such a commitment will
make sure that strategic partnership between the two is based on balanced,
fair and mutually beneficial ways. Moreover, it also highlighted that multi-
lateralism remains the basis for the EU’s commitment to engaging with
China in order to uphold the rule-based world order. However, it referred to
China as a “systematic rival”. The Outlook aptly outlines that promoting dif-
ferent models of governance, China is a systematic rival. Moreover, in order
to enable a principled defense of EU interests and values, a pragmatic and
flexible whole-of-EU approach is required, the Outlook adds.®® Thus, despite
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the increasing strategic partnership between the two, China can pose chal-
lenges to the EU in its geo-economics as a systematic rival.

The China Challenge to the EU’s Geo-economics

By using its economic power, China pursues to become a global leader in
world politics. It is of utmost importance for China to develop economic and
commercial relations with the EU while at the same time pursuing to exclude
opposing viewpoints from the EU in its bilateral relations. The EU’s signif-
icance for China extends beyond that of an economic and commercial part-
ner. China wants to use the EU’s position as an instrument to improve its
relations with the West. Moreover, it also wants to send a message to the US.
Since the US is an important geopolitical actor of Asia, China wants to con-
vey its message to the US that it is a significant actor in Europe insinuating
that without China there can be no Europe.®® Moreover, European sover-
eignty and security are prone to challenges from China. China is not only
active in geographies closer to the EU but it is also leaving its footprints in
the space and cyber security domain. China poses a challenge to Europe in
its strategic autonomy with political de-alignment and disinformation. More-
over, China’s actions have the potential to undermine European development
of a sustainable industrial base and economic security along with European
digital sovereignty.®” Therefore, it is of utmost importance to discuss the
China challenge to the EU’s geo-economics which mainly focuses on three
geo-economic instruments i.e., trade, investment and cybersecurity of the
EU’s geo-economics.
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The EU-China trade relations and the challenge to the
EU’s Geo-economics

Trade and economic relations have long been central to the EU-China rela-
tions. Trade liberalization has also been at the center of the Union’s integra-
tion process. The competence to manage trade with other states is an exclu-
sive and powerful competence of the Union. The trade between the two has
grown massively since the opening of China to the global economy and has
been further accelerated after China’s joining of World Trade Organization
(WTO) in 2001 — a move that the EU strongly supported. With the beginning
of the current century, trading relations between the two have become critical
for the global economy along with being a dominant feature in their bilateral
relations. Despite such strong economic relations, the bilateral trade between
the two has not been without challenges. There is a consistent growing im-
balance in bilateral trade with the EU importing more from China than ex-
porting. Besides this, China exports low quality goods to the EU and imports
high quality goods from the Union which has created a complex trade ar-
rangement between the two. Moreover, both compete in their own markets
as well as in third countries when they produce similar goods. However, Eu-
rope is suspicious of China’s below-cost pricing of exports, which gives rise
to occurrence of trade disputes more often.®® Similarly, China’s increase in
production of different variety of goods poses competitive challenges to the
EU not only at home but also in global markets. Such challenge can be ob-
served in Russian as well as Latin American markets where China has over-
taken the EU in those markets. The EU should take China’s challenge at the
global level seriously in order to maintain its economic strength.® Moreover,
the trade between the two is imbalanced. In areas where China lacks com-
petitiveness, such as manufacturing of advanced manufacturing tools, high
performance motor vehicle, advanced passenger aircraft etc., it has restricted
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the access to the domestic market in order to protect domestic producers. In
addition to this, the labor has also been disorganized along with the lower
cost of compliance with environmental and social regulations in China than
in the EU. However, it is not limited to this; China and the EU have different
approaches to the use of subsidies and competition which may result in un-
fair trade.”® Therefore, such a different approach to trade poses challenge to
the EU’s trade which is an important geo-economic instrument not only in
the EU’s domestic or the Chinese market but also in the third world markets
which gives China a competitive trade advantage.

The EU Investment policy and the China Challenge

According to the Commission’s Impact Assessment Report on the EU-China
Investment Relations”!, EU investment in China was nonexistent before
1993 but since early 1990s European investments in China started increasing
at a considerable pace. However, despite the EU emerging as the single big-
gest investor in China, its overall Foreign Direct Investment (FDI) to China
reduced due to barriers on FDI in China. The impact assessment report fur-
ther highlighted that the EU’s outward flows to China were negatively af-
fected due to lack of a secure and predictable environment both for existing
and prospective investors. As a result, there was a growing imbalance and an
untapped potential given the fact that the relative barriers to Chinese FDI in
the EU were absent. In order to address this imbalance, the EU sought to
produce new investments opportunities for European undertakings with the
launch of Comprehensive Agreement on Investment (CAI) with China in
2014.7 With CAl, the EU seeks to open China’s market for its companies
and eliminate discriminatory practices and laws that create obstacles for
them to compete on an equal basis in the Chinese market not only with Chi-
nese companies but also with companies from third countries. The CAI is
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tions An Uneasy Partnership. London: Palgrave Macmillan UK :Imprint: Palgrave
Macmillan, 2016.
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still in negotiation process. Regarding the EU’s investment challenge from
China, two challenges are pertinent to note: firstly, the restrictions on Chi-
nese sectors where EU firms can invest as certain sectors are excluded for
foreign direct investment and secondly, the challenge with the protection of
Intellectual Property Rights (IPRs) which risks the protection of technical
know-how of manufacturing of certain goods. China is considered a major
source of counterfeit goods and in 2016, one-third of counterfeit products in
the Union were from China. Besides this, in this previous decade Chinese
investments into the EU were not only systematic and targeted but also stra-
tegic, in terms of which the individual firms are pursued by the Chinese gov-
ernment to follow a long-term strategy.”> Another challenge to EU’s invest-
ment policy is that there is a relatively small presence of the European Union
undertakings in the services sector in China. This challenge is enhanced with
a rowing negative mood of EU undertakings present in the markets of China
where they are prone to a lack of equal treatment as compared to state-own
undertakings in most sectors.” Therefore, such investment policies followed
by China not only challenge the EU in the Chinese markets but also in the
third country markets where Chinese firms are operating on their own terms.

EU Cybersecurity and the China Challenge

As mentioned before, instead of getting involved in cyberattacks to wreak
havoc in other states’ economies for geopolitical advantage, the EU has taken
measures to secure its cyberspace and protect the data of the individuals and
undertakings with the measures such as GDPR, Cybersecurity Act and a Dig-
ital Single Market Strategy for Europe. For China, these requirements under
GDPR are a “higher requirements” and it hopes that they will not affect the
business dealings on both sides. Despite the measures taken by the EU to
secure it cyberspace, China can still pose a challenge to the EU in its cyber-
space. Beijing is increasingly moving from a reformer of the existing system
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and an outsider leading the initiatives to set its own rules and norms and
control the agenda. For that, China uses what the Chinese Communist Party
(CCP) refers to as the new strategic frontiers which also includes cyberspace.
China pushes itself into this direction by broaching the concepts such as the
building of a cyberspace community of destiny and internet sovereignty.”
Moreover, China has become more dynamic in its efforts to form the global
internet in order to pursue tighter controls over technological independence
and cybersecurity, international influence and information. Besides this, with
a domestic and international component to its cyber sovereignty, China’s ef-
forts will result in less free and less open internet which can threaten privacy,
the spread of disinformation and concentration of economic and military
power in the big technology firms.”® Owing to Huawei/5G controversy, the
EU can be caught up between the US-Chinese tussle. While the US warns
the EU that getting involved with Huawei would risk losing sensitive data to
China, which can result in vulnerability of the European Communication
system in an international crisis, China, on the other hand, warns the EU that
in case of shutting down Huawei, the EU will face negative consequences
for its trade interests.”” Despite the EU measures to protect its cyberspace, it
remains vulnerable to cyberattacks which does not only pose challenge to its
data security but also to its geo-economics as its trade and investment poli-
cies can be affected.

Besides these three geo-economic instruments, China does not pose much
challenge to the EU’s other geo-economic instruments. As discussed earlier,
the EU is a financial aid provider and China provides soft loans. The EU uses
sanctions as a strong geo-economic instrument and China considers sanc-
tions an abuse of power. Both EU and China are the two biggest energy con-
sumers of the world and are in competition in the international energy market
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at times. The EU’s geopolitical arrangement for energy security will not af-
fect China’s energy supply security. It will, however, definitely be in China’s
favor.”® China may pose an indirect challenge to the EU’s energy security
which is beyond the limits of discussion of this discussion paper. As men-
tioned earlier, the Euro is the second international currency with 22% of
share and Chinese Renminbi accounts for only 1%, thus, there is no immi-
nent China challenge to the Euro. The EU, nevertheless, should strengthen
the Euro and advance its international role which can potentially lose some
of its share to Renminbi in the future.

The EU’s China Challenge at Home

China is not restricted at the gate; it is already inside Europe. Within Europe,
China commands a flexible and comprehensive influencing toolset. This in-
fluencing toolset includes arenas ranging from public opinion to media, from
academia to civil society and from economic to political elites. China makes
the most of Europe’s openness in gaining political influence within the EU.
On the contrary, China does not provide similar openness to the EU within
China as access of external actors, capital and ideas is stymied within
China.” Moreover, 17+1 (erstwhile 16+1 Initiative) Initiative is a major geo-
economic tool of China within the EU. When blamed for pursuing a policy
of divide and rule with this initiative, China gets furious.®® China’s use of
disinformation can also be a threat to the EU’s security. The EU previously
was focused on disinformation only coming from Russia. Disinformation has
taken a new global dimension which includes state-sponsored disinformation
campaigns including from China. These disinformation campaigns should be
treated as a hybrid threat to European, as well as global security. The EU’s
approach in its relations must not be reduced down to one perspective and
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the focus of bilateral relations should be on transparency, reciprocity and
trust.®!

China’s 17+1 Initiative

The 17+1 initiative, officially known as the China-Central and Eastern Eu-
ropean Countries (CEEC) Summit, is an initiative of China. China initiated
itin 2012 to expand cooperation between 12 EU members: Bulgaria, Croatia,
the Czech Republic, Estonia, Greece (joined in 2019), Hungary, Latvia, Lith-
uania, Poland, Romania, Slovakia, and Slovenia and 5 Balkan states: Alba-
nia, Bosnia and Herzegovina, Macedonia, Montenegro and Serbia. The 17+1
Initiative predates China’s BRI, however, it is widely seen as a BRI exten-
sion. China has identified three priority areas which include green technolo-
gies, infrastructure and advanced technologies for cooperation under this in-
itiative. Even though the initiative gives the impression of multilateralism, it
is rather only a forum to strike bilateral deals for China.** Moreover, China
tries to give the outward impression of consensus-building and inclusivity
about its deceptive brand of multilateralism. During the China-CEEC sum-
mit in 2018, China’s Premier Li Keqiang told the attendees that they need to
uphold multilateralism with the official summit statement affirming support
for the two pillars of multilateralism; the WTO and the UN. However, under
the surface, the format of 17+1 fundamentally differs to that of multilateral
institutions. China’s multilateralism relies on flaccid bilateral deals and strik-
ing egos and lacks depth of multilateralism where members subscribe to
common rules. It nevertheless can be called “Flatteralism™ as the deals ac-
crue benefits for China which favors governments with less strict investment
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rules.®® Chinese Premier Li said that the trade volume between China and the
16 CEECs grew from approximately 40 billion to 70 billion USD increasing
at an average of 6.5% annually during the period between 2012 and 2018.
During the same period, trade share of them with China increased from 9.3%
to 11% as compared to their trade with Europe. Chinese imports from these
countries increased by 25%. With the initiative, there is an uneven invest-
ment distribution as 95% of the investments were contributed to 6 CEEC
countries Bulgaria, Czech Republic, Hungary, Poland, Slovakia and Roma-
nia. For China, Greece’s joining was of a great significance as it will extend
the 21° Century Maritime Silk Road. It will also enable China to demonstrate
the compatibility of the initiative with Western systems, leading to a more
integrated Eurasian economy.* Therefore, the 17+1 Initiative holds an ut-
most importance for China to increase its geo-economic influence within the
EU.

Challenge to the EU

There is serious concern in the EU about China’s 17+1 Initiative. The EU
recognizes China’s direct investment in Southeast Europe. However, there
are permanent and growing complaints regarding the content of the invest-
ments. For instance, issues related to political influence following the invest-
ment from China’s Cosco Company in the port of Piraeus, transparency in
the procurement of the Belgrade-Budapest railway project, and the environ-
mental standards in the building of a thermal power plant in Bosnia-Herze-
govina. These suspicions were confirmed when Greece rejected a UN Hu-
man Rights Commission resolution against China and sidelined the usual EU
consensus on the resolution. Despite this, when blamed for pursuing a policy
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of divide and rule of the EU with this initiative, China gets furious.® In ad-
dition to this, China’s position towards the role of the EU in the framework
of 17+1 has been at times contradictory and complex. The mention of the
EU was conspicuously absent from the announcement of China’s former
Premier Wen Jiaboa’s 12 measures related to the framework of 17+1 in War-
saw in 2012. Such inroads from China into the region caused apprehension
in Brussels and the capitals of the member states (particularly Berlin and
Paris) regarding China’s attempts to divide Europe and circumvent the EU
norms and rules in member states.®® Furthermore, in order to build and exer-
cise influence, China commands a flexible and comprehensive toolset in Eu-
rope. This toolset ranges from the covert and overt strategies which are stra-
tegically deployed in various arenas ranging from political and economic
elites to media, academia and civil society. China utilizes investments in
public utilities and infrastructure to create its political leverage. The 17+1
initiative serves to aggravate the East-West divide and weaken the solidarity
of the EU.?” Hence, there is a major China challenge to the EU at home from
the 17+1 Initiative. Besides this Initiative, it is also pertinent to discuss
China’s BRI and its implications for the EU.

The Belt and Road Initiative (BRI) and the EU

Although the 17+1 Initiative slightly predates the BRI-the most notable Chi-
nese mega project which was launched in 2013, it became an integral part of
the wider BRI project. Through the improvement of infrastructure develop-
ment, the BRI is designed to increase China’s connectivity, which would
make it one of the omnipresent global powers. The BRI has penetrated into
markets with its numerous construction projects and financial agreements
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around the world, including Europe where CEE states provide a gateway to
the rest of Europe. With the BRI and 17+1 Initiative, China ensures that the
CEECs are prepared to upgrade their economic and as a resultant political
relations with it.3® The BRI highlighted that as a unilateral Chinese initiative,
BRI sees China in the service of a wide set of partnerships based on net-
works. Even it recognizes different world power centers yet it claims to be a
practical alternative to alliance formations. While trying to reconfigure
power relations in the world, it simultaneously claims to treat partners
equally. This approach of China is definitely a challenge to the US global
hegemony and also challenges the EU culturally, economically and concep-
tually in terms of regional self-images and policy preferences.® Moreover,
China’s BRI has caused controversy within the Union. On the one hand, con-
cerning the BRI, the EU member states praise the vision of the Chinese gov-
ernment while on the other hand; they also demand from China that it should
open its markets in order to increase bilateral trade. There are some EU mem-
ber states that prefer to work with China in the framework of the EU such as
France, Germany and Spain while there are members who are included as a
part of the BRI such as the Czech Republic, Greece, Italy and Poland. The
member states that prefer to work with China in the framework of the EU,
criticize the member states that are part of the BRI. They are concerned that
the policies which China pursues are aimed at creating economic dependency
for the member states part of the BRI through various means. Such Chinese
policy clearly manifests that China assertively pursues its geo-economics in
the EU and thus, poses a challenge to the EU’s geo-economics not only glob-
ally but also at home which might give rise to a division and disintegration
of the Union.”® Besides this, the resolution the European Parliament adopted
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on the state of EU-China Relations in 2018 noted that China’s investments
under the BRI are part of its overall strategy to take energy and banking sec-
tors along with other supply chains under the control of Chinese state-funded
or state-owned companies. Moreover, the resolution also highlighted that
from 2008 to 2018, China acquired assets of worth 318 billion USD in Eu-
rope.

The EU’s Dealing with the China Challenge at Home

EU officials worry that the mechanism of 17+1 Initiative could further
weaken EU unity on its policies towards China. They also highlight the 2016,
“Elements for a new EU strategy on China” and argue that it asserted that
the Union’s bilateral relations with China, including the 17+1 Initiative
should be coordinated by the EU in order to ensure that relevant aspects ad-
here to the EU rules, policies and laws and the resulting outcome of the re-
lationship is lucrative for the Union as a whole.’! This same stance was reit-
erated in the Parliament’s 2018 resolution on EU-China relations in which
the members expressed their apprehensions due to China’s increasing eco-
nomic and political weight that has put the shared EU-Commitments under
Comprehensive Strategic Partnership to the test. While referring to Europe’s
much greater collective bargaining power with China, the members urged
that the Union should defend its democracies in order to face China’s efforts
to influence its civil society and politicians. Moreover, the Parliamentarians
also supported the call on China to obey principles of social and environ-
mental standards along with transparency in public procurement. It was sug-
gested that data on infrastructure investments from China in the EU member
states and the states in EU accession negotiations should be shared with the
institutions of the Union and other member states. They also stressed the
importance of Chinese compliance with human rights in the BRI projects.”
Furthermore, the EU attends 17+1 summits as an observer and in 2016 the
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Union agreed on a strategy (Elements for a new EU strategy on China) for
China which sketches the principles such as a level playing field, transparent
public tenders and reciprocity for the EU’s engagement with China. The EU
works towards cooperation with China and sticks to the principles ofits 2016
strategy on digital and physical infrastructure through the platform of the
EU-China connectivity. Moreover, the EU invested more than 8.9 billion eu-
ros in the Western Balkans from 2007-2017 through the Instrument for pre-
Accession Assistance.”

In order to cater to the growing presence of China in the Western Balkans,
the EU launched the Berlin Process™ in 2014 which under the EU’s connec-
tivity agenda for the Western Balkans created new regional dynamics and by
2018 it had provided grants for 31 infrastructure projects in the Western Bal-
kans, which reached to 39 projects by 2019 with 3.2 billion euros investment.
A multiannual action plan for the development of the regional economic area
including investment, trade, digital market and mobility was adopted in 2017
at the Berlin Process Summit. Besides the China Strategy and the Berlin Pro-
cess, the EU has also adopted Foreign Investment Screening Regulation. The
EU Foreign Investment Screening Regulation®® entered into force on April
10, 2019 and is fully applicable from October 11, 2020. This regulation will
safeguard Europe’s public and safety order vis-a-vis the FDI into the EU.

Policy Steps for the EU to Promote its Geo-economics
and Deal with the China Challenge

Besides the aforementioned policies that the EU adopted as a response to the
17+1 initiative, the EU should also pursue a different toolset to deal with the
China Challenge and promote its geo-economics. The following policy steps
are recommended for the EU:
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1. Throughout the world, the EU needs to conduct foreign and security
policies determined, as per the suggestion of the EU’s Security Strat-
egy, by unfolding globalization opportunities and changes in threat as-
sessment. With the existence of European Economic Community
(EEC), the global performance of the EU is best defined as a multilat-
eral trade negotiator. Moreover, with the contribution of approximately
more than sixty percent to the global development aid, the EU and its
member states have earned a great repute in international development
cooperation. The EU’s policy towards the developing countries is the
instrument which it uses for developing and maintaining its relations
with the developing and poorest countries in Caribbean, the Pacific and
Africa. Moreover, in order to project its potential for economic diplo-
macy in Africa and Asia, the EU should adopt forward-looking ambi-
tions. Staying on the sidelines and remaining equivocal about its own
aims and ambitions will not serve the EU.?® Since trade and interna-
tional aid are two of its major geo-economic instruments, the EU must
make the most of its recognition as a trade negotiator to enhance its role
as a global geo-economic player and also, use its great repute in inter-
national development cooperation to promote its geo-economics along
with its values and interests in different regions of the world, thus coun-
tering China’s influence in those regions.

2. The EU must balance, engage and retrench in order to respond to
China’s augmented military and economic capabilities. It must adopt
this strategy towards the Asia Pacific and China over next two decades
approximately.”” The EU must penetrate into the region where China is
increasing its dominance, just like China has already entered into the
Union. In this regard, the EU also needs to implement its EU-Asia Con-
nectivity Strategy proactively and materialize the strategy completely
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which can help play a stronger role for the EU’s geo-economics in the
region.

3. The symbol of the EU as a uniting force is a great deal of soft power.
Taken as a whole, the EU has a population greater than that of the US.
It is a force to be reckoned with. Where unilateralism gets heavily crit-
icized in the world, the EU’s adherence to multilateralism attracts many
states towards it.”® The EU should materialize its soft-power as a torch-
bearer of multilateralism and a normative power in order to project its
values and interests and promote its geo-economics.

4. The EU in its economic, trade and foreign policy vis-a-vis China
sought to make bilateral relations more reciprocal and fairer. The prin-
ciple objective was to expand bilateral trade and open the Chinese mar-
kets for European investments. Despite its efforts to toughen its ap-
proach towards China, the EU still wants to deepen the bilateral rela-
tions.”” The EU must convey its message to China that the Foreign In-
vestment Screening Regulation is a necessary step to protect European
markets and aims to create closer investment cooperation.

5. Chinese leaders are no longer content with only preventing European
values and principles from making their grounds in China but they also
seek to prevent their spread internationally. Therefore, the EU’s policy
on China should be based on serious recognition of China’s sustained
and frequent non-convergence with the best practices, principles and
values that strengthen the European project. European leaders must ac-
cept that Chinese leaders have internally long concluded that Europe’s
economic and political system poses a challenge to China’s political
preferences and strategic priorities. Moreover, despite many challenges
posed by China, it is also a key to meeting the EU’s ambitions in many
respects. In order to create sovereign, digital, green, competitive and a
more geopolitical Europe that the Von Der Leyen’s Commission

98 Nye, Joseph S. Soft Power: The Means to Success in World Politics. New York:
Public Affairs, 2004.

99 Leonard, Mark. “The End of Europe's Chinese Dream.” ECFR, May 27, 2020.
https://www.ecfr.eu/article/commentary the end of europes chinese dream.
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(which is a Geo-economic Commission by its set up as highlighted be-
fore) has pledged to accomplish, the EU needs to make its bilateral re-
lations with China an accomplishment. This is because of four reasons:
first, dealing with China’s growing influence in regions of interest to
the EU, second, establishing Europe as a third global digital actor in
competition with the US and China, third, incorporating China in a
global green deal and fourth, developing a strong position against the
strategic competition between the US and China.'® Therefore, the EU
must adopt a preventing strategy vis-a-vis China in order to counter
China’s efforts to prevent European principles and values internation-
ally.

Conclusion

Geo-economics is a hybrid strategy in which politics and economics go hand
in hand. Geo-economics can simply be defined as a strategy which uses eco-
nomic means to meet political ends. Without the element of politics, there is
no geo-economics. Its relevance to the European Union is pertinent in the
sense that the EU is not absent from global geo-economics. The EU is a nor-
mative power and a torchbearer of multilateralism which follows rule-based
strategy not only in its geopolitics but also in its geo-economics. As the third
largest market and the biggest economy, the EU holds immense importance
in world politics and plays a significant role as a geo-economic player. It
follows the rule-based strategy and promotes its values of democracy and
human rights in its use of geo-economic instruments. In its trade policy, the
EU follows the international principles and values of human and labor rights.
The EU is the major source of global foreign direct investment stocks. De-
spite being a major source, the EU has failed to gain political leverage out of
its investment policy. Thus, the element of politics is missing from this geo-
economic instrument which can just be termed as a mere business or eco-
nomic policy. Nevertheless, the EU’s investment policy manifests its soft

100 Huotari, Mikko, and Jan Weidenfeld. “Introduction: Pursuing a Principles-First Ap-
proach in EU China Policy.” Essay. In Towards a Principles First Approach in Eu-
rope's China Policy 9, 9:8—18. Berlin: MERICS, 2020.
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power as a normative power. Moreover, the EU is also a major global finan-
cial aid provider which gives the EU leverage to promote its rule-based val-
ues. Financial sanctions are a major foreign policy and the most practiced
geo-economic instrument of the EU. Additionally, the EU is aware of the
significance of cyberspace. Instead of getting involved in cyberattacks to
wreak havoc in other states’ economies for geopolitical advantage, the EU
has taken measures such as GDPR and Cybersecurity Act to secure its cy-
berspace and protect the data which also give a geopolitical leverage to the
EU as it secures its digital markets. Furthermore, the role of the Euro is sig-
nificant for the EU’s geo-economics. However, the EU needs to enhance its
geo-economic strategy vis-a-vis financial and monetary policy to strengthen
the role of the Euro in the world economy. Lastly, the EU does not have
much leverage to set geo-economic strategy vis-a-vis energy and commodi-
ties. Nevertheless, if the EU manages to reduce its energy dependency on
Russia in the near future and rely more on renewable energy, it can definitely
be in a position to set geopolitical targets and achieve its geopolitical objec-
tives. Despite such geo-economic positions, the EU is prone to the China
challenge. China poses challenges to the EU’s three geo-economic instru-
ments namely; trade, investment and cybersecurity. Besides this, the EU is
also prone to the China challenge at home. China, with its 17 + 1 Initiative
which is considered an extension of BRI, is already present inside the EU.
China’s 17+1 initiative can be termed as a policy to divide and disintegrate
which is strongly denied by China. In order to neutralize the China challenge,
the EU must follow the aforementioned policy steps which will not only help
the EU deal with the China challenge but will also strengthen its global geo-
economic footprints.
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