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‘Relations with China – the European approach’*

James Moran, European Commission
17th February 2005

First, a few words on how we in Europe see China today:

Deng Xiao Ping’s dictum of economic reform first and last has in recent years been giving
way to a new and more sophisticated Chinese approach to the world.

China’s accession to the WTO in 2001, strongly supported by the US and the EU, was a key
event in this, and Beijing is now a crucial partner in the management of the world economy.
China also moved quickly to adapt to the post 9/11 environment, fully committing herself to
the fight against terror, albeit with some domestic considerations in mind, and has been
increasingly active in the campaign for non-proliferation.

Indeed at last month’s EU-China summit we signed our first joint declaration in this field, and
we are following up with bilateral consultations in key areas such as dual-use and export
controls.

At the UN, China is no longer in the margins, speaking up only when national interest is
touched upon. These days, she frequently takes positions and tries to offer solutions to global
problems that require management by the international community. Examples: Chinese
peacekeepers have been deployed to far flung places: a 95-man unit joined the UN effort in
Haiti late last year, a place that in Deng’s time was hardly on Beijing’s map. China has even
appointed a Middle East envoy and hosted a UN conference on Middle East peace. And the
2008 Beijing Olympics and 2010 Shanghai world expo beckon as jewels in the crown of this
new ‘peaceful rise’ of the Middle Kingdom.

Closer to home, China has engaged virtually all its neighbours, signing Free Trade
Agreements with ASEAN, taking a moderate stance on the South China Sea territorial
disputes, driving the new Shanghai Cooperation Organisation in Central Asia and perhaps
above all hosting the six party talks with North Korea.

We have seen the first peaceful transition of power since 1949 to the fourth generation
leadership of Hu Jintao and Wen Jiabao, men who among other things have in the last two
years made more foreign trips than all of their predecessors combined.

At the same time, Europeans are of course concerned about the downside: to name but a few:
slow implementation of parts of the WTO compliance programme, a dysfunctional banking
system, alarming disparities in wealth, the plague of corruption, growing social unrest,
environmental degradation, the lack of political reform, continued problems with human
rights, and Beijing’s approach to the cross-straits problem with Taiwan and democratisation in
Hong Kong. These and more all point to massive challenges ahead that could well threaten
the survival of the regime and indeed regional stability.

That said, the Beijing leadership is seemingly of the view that all of these problems are in fact
manageable if growth rates can be kept at somewhere around the 6-8% level for the next 20
years or so, and it must be said that the great majority of China-watchers tend to agree.
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No question that a large part of this new international activism is driven by the fact that
China’s economic progress is uniquely dependent on trade and FDI, which make up close to a
third of GDP. Indeed, China’s total trade flows will have exceeded one trillion dollars in
2004. That means that China’s rulers, now so dependent on continuing economic success for
their legitimacy, have every interest in being fully engaged, especially with the US and
Europe. Indeed, together, we account for close to half of China’s total trade.

And the country’s breakneck growth is bumping up against a raft of constraints that could
threaten development, whether it be rapidly growing energy and raw material shortages,
(which among others requires good neighbour policies with regional partners such as Russia
and ASEAN), or threats of instability on her borders, notably the case of the DPRK. All this
means that Chinese diplomacy is very much in demand.

So far as the EU is concerned, some also say that China’s new multilateralism, which involves
a pronounced effort to engage with Europe, cloaks a balance of power or multipolar strategy
aimed among other things at reducing the influence of the US in the Asia-Pacific region and
indeed the wider world. That may be part of the story, but let me return to this a little later.

A snapshot of the EU-China relationship

Whatever the reasons behind China’s rise, and with all due respect to Napoleon, who had
predicted that the world would ‘quake’ when the sleeping giant awoke, Europeans, like many
here in the US generally regard it above all as an opportunity rather than a threat. For some
time now the EU and its Member States have been on a clear course of engagement with the
Chinese.

Trade is of course in many ways the most visible sign of this. Indeed, the EU, partly thanks to
enlargement, has just surpassed the US to become China’s largest trading partner with
estimated two-way flows last year of over €160 Billion, or $210 Billion. And China is now
our second largest partner, albeit a long way behind EU-US commerce, where the figure is
twice that. As with US-China trade, the balance is very much in China’s favour, at €64 Billion
in 2003, rising to over €70 Billion last year.

We accept that a part of this deficit is structural and likely to persist for some time to come.
And we should not forget that tens of thousands of EU companies have invested in China. But
we also put a great deal of emphasis on the further opening of China’s markets through
ensuring that she lives up to her WTO commitments, using policy dialogue and our financial
assistance programmes to this end. And we continually engage China in our efforts to come
through with the Doha round at the WTO. As Peter Mandelson, the new Trade Commissioner,
has said, the success of Doha is in China’s own interest and China is one of the WTO’s four
or five most important members. There seems little doubt that China has been a, perhaps the,
big winner from globalisation over the past five years.

But engagement today goes well beyond trade and economics. Formal agreements, dialogues
and aid programmes range across the board, from human rights, through migration issues to
myriad economic, industrial, social and scientific sectoral matters.

Recent high level contacts have been unprecedented: Premier Wen Jiabao was twice in
Europe on EU business last year and a host of EU Heads of State and Government, including
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the Commission President were in China. Visits to China by European Commissioners are
running at one a month. Only the US receives more!

People-to-people exchanges, aided by new EU agreements on tourism and education are
exploding. Chinese tour groups have been arriving in force since September, and industry
analysts expect their numbers to run into millions by 2006/7. The number of Chinese at EU
universities has doubled since 2000, with perhaps 100,000 students now in the Union.

EU contacts in the security field, complementing those of our Member States are also on the
rise. China features as a key strategic partner in the European security strategy, and as I
mentioned, an active dialogue on non-proliferation is well underway on arms export controls
(first exchange last month).

At the summit last month, we signed new agreements on peaceful nuclear research, science &
technology and customs cooperation, and both sides undertook to work for a comprehensive
new framework agreement to steer this increasingly complex relationship.

In a nutshell, the latter will involve:

• political expression of ‘strategic partnership’
• important joint political commitments, notably on Human Rights, WMD, anti-terror,

migration
• much greater operational scope and coherence. Rapid expansion of relations in recent

years has far outpaced the existing framework (the current 1985 EC-China agreement
is limited to trade & development cooperation)

• elevation of relations to a higher political level allowing us to better translate summit
and political dialogue conclusions into practice.

Of course, there are tensions. Above all, China has been lobbying hard for the lifting of the
EU Arms Embargo, in place since Tiananmen, claiming that it is a relic from the Cold War
and has no place in our partnership. Indeed so long as the embargo is in place, things like the
new framework agreement will not be possible, for obvious reasons. Absent such a
partnership, we are not getting all that we should from our relationship.

And it’s true that in EU terms, China finds itself in some pretty odd company. I doubt anyone
would seriously argue that it should be placed in the same category as others who have
embargoes on them, a rather tawdry group that includes regimes such as Burma, Sudan,
Zimbabwe and so on. Indeed even Iran and North Korea do not have an embargo.

We shouldn’t forget either that other key US partners, such as Australia, Canada and Japan
have either already lifted restrictions or never imposed a specific embargo in the first place.

This need to move toward a more normalised relationship drives the move toward lifting.

So, where are we now?

As you know, at the summit, we said that we were working towards lifting; adding that the
European code of conduct on arms exports was being strengthened. That was reaffirmed at the
European Council of 17th December, when EU Leaders also stated that any decision on the
embargo should not result in a quantitative or qualitative increase in arms sales to China.
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Council also called for the early adoption of the revised code of conduct, stressing the
importance of its criteria on human rights, regional stability and the national security of allied
countries. Moreover, Council looked forward to further progress in all areas of the
relationship, especially on ratification of the International Covenant on Civil and Political
Rights.

There has of course been much debate on this issue between us, and the US position against
lifting and the reasoning behind it is very well known. Much of that discussion focuses on the
future effectiveness of the code of conduct, although it was instructive that human rights
featured strongly in Mrs Rice’s recent trip to Brussels.

The Code has been in place since 1998, and is the instrument at the European level which
allows us to promote convergence of Member State export control policies through applying a
system, based on common criteria, of arms export denial and notification. The strengthening
that is under discussion now will include more extensive criteria, including those on end use,
before granting a license, the inclusion of activities not currently covered, such as licences for
ITT, and greater transparency on arms transfers. Also under discussion are a set of special
enhanced provisions that will be applied to post-embargo countries, known as the ‘toolbox’.

Agreement on this strengthened code is a key element in the internal debate that we are
having on the embargo, and constitutes the operational means of ensuring that the European
Council’s statement that any lifting should not lead to any increase in arms sales to China.

It is important to understand that the Code is already the dominant instrument in the arms
control regime at European level. And Member States themselves have extensive national
controls. As such, the arms embargo is already to a large extent ‘depasse’, and given this and
the very general terms of its language, its real impact is very limited.

I know that the Code is frequently criticised for being non-legally binding, but it does have a
high degree of precision and carries considerable political and moral value, and not only for
Governments. European civil society and parliaments play a strong watchdog role. The
embargo is also not legally binding, by the way.

Work on the new Code is well advanced, and internal agreement is expected fairly soon. I
think it’s fair to say that there is now much greater understanding here in Washington of what
the Code means, although it seems that the message has not yet reached Congress, and we
have work to do on the Hill. (We’re well aware of the recent resolution against lifting passed
overwhelmingly a week or two ago and the new resolution tabled today at the Senate.)

And it’s quite possible that we’ll see much enhanced dialogue with the US on the matter of
arms supplies to China in the near future, especially as regards the high tech sector, where we
have listened carefully to US concerns. We’re open to that.

I am confident that the newly strengthened Code will be more efficient than the embargo ever
was in regulating the arms trade, with China and elsewhere, insofar as we are able to do that
at the European level, although we should not forget that the EU’s authority, or ‘competence’
in this area remains limited. Final decisions on what arms are sold to who rest with the
individual EU Member States.
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Indeed the arms control part of the embargo puzzle has been coming together quite effectively
in recent months, and I think we’re close to getting this right.

But let me add that we are equally concerned about human rights. There has been progress in
economic and social rights but lifting of the embargo implies, among other things, the turning
of the page on Tiananmen, and it is entirely valid to question whether that is justified,
especially as regards progress on civil and political rights. We must take full account of how
any lifting will be perceived by our public opinion (not least our own European Parliament),
our partners and above all by the Chinese themselves.

That is why the European Council statement that I referred to earlier on ICCPR ratification
remains very important. We need a more helpful approach from the Chinese on this, and we’ll
be listening very closely to what they say to us at the next session of the EU-China human
rights dialogue due next week in Luxembourg.

On regional stability aspects, we’re concerned about the anti-secession law slated for
presentation to the NPC next month. We don’t yet know the contents, but it’s likely that such
a move at this time will be perceived negatively, insofar as it may affect the status quo in the
Strait. Indeed, we underlined the need for both sides to avoid that sort of thing when we
welcomed the New Year flights initiative two weeks ago.

So we’re not quite there yet. Work still remains on both European and Chinese sides.

On other issues

The Chinese are also very keen for us to grant them Market Economy Status, something that
would give them the benefit of the doubt in Trade dumping investigations. They have
launched a similar campaign here. For us, this is essentially a technical issue and we have told
the Chinese that further reforms, such as in the financial sector are needed before MES can be
granted. We, like the US, are however working with them to see how best the process can be
facilitated.

The real economic significance of the issue is in doubt, given that less than 1% of EU-China
trade flows are in play, but for the Chinese, this is a political matter, less about commercial
considerations, more about having some sort of ‘stamp of approval’ for their reforms.

On our side, apart from WTO compliance, we are as ever concerned to see greater progress on
human rights and want to see more progress on the ground coming out of our regular human
rights dialogue with China.

We’re also keen to forge an agreement with the Chinese to control illegal migration, notably
through the readmission of illegal overstayers. Chinese ‘snakehead’ gangs continue to operate
in the EU, often with tragic consequences (recent Morecambe example in UK) and we are
insisting on better interdiction of this activity.

Going forward, the EU-China relationship looks a little like a gigantic patchwork quilt, many
coloured, many splendoured in places, but in need of greater coherence. The new agreement
of which I spoke will help to add some order, but more than that, we’re keenly aware that we
will soon need to take a long deep look at where we want this critical relationship to be in 5,
10 or 20 years from now. Indeed, we’ve produced four strategies over the past 11 years and
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the last one is now 18 months old and already looking a little dated. Such is the pace of
change these days in China.

One thing is for sure. Engagement will remain the watchword for Europeans. We have the
advantage; some over here would say luxury, of not having to be too concerned about the
other side of the coin, what some here call containment. But on that, I would ask: is it really a
serious option to imagine that China in the twenty first century can be contained? Isn’t it
better to accept that a new and very sophisticated dragon is among us, and that we had better
learn to live peacefully – and hopefully prosper – with it, and to make sure that we accentuate
the many positive trends, in terms of future world order and stability, that the new China
exhibits?

China in the transatlantic dialogue

EU troikas at Official level have regular exchanges with the State department on China and
Asian issues, and there is growing interest in academic circles on both sides of the Atlantic: in
addition to this CSIS/SVP initiative, an EU-US dialogue on China run jointly by IFRI, Paris
and GWU here in Washington and including a mix of Officials and Sinologists is also in
place. China regularly features at the political level: in the last two weeks both Javier Solana
and the Commissioner for External Relations, Benita Ferrero-Waldner have discussed China
with US counterparts and Mrs Rice took it up last week when in Brussels and Luxembourg.
There are also regular contacts with Congress. We have twice had lengthy exchanges with the
Commission on China in recent months.

All this is good but one wonders if it is enough, given the growing importance of the rise of
China, the underlying need to understand it, and the common cause involved. This is not just
about joint interests. I share the view of those who say that the next few years could provide
us with a unique opportunity to work together with positive elements in the Chinese
administration to ensure that this infant superpower really does emerge onto the world stage
as a responsible and reliable global player, fully committed to international order and the rule
of law. Let me suggest some areas for common cause with the US:

As I mentioned, on the embargo we need to keep in very close touch before, during and after
any move is made. There are ideas for a consultative process on arms export controls and
these are being reflected on now.

Harking back to multilateralism, there is certainly more than one school of thought about the
nature of China’s international engagement. However, we should not underestimate the
genuine commitment to international order in Beijing. As I said, China’s future prosperity –
and the associated survival of its Government – is heavily locked into the success of the
multilateral system and will be for the foreseeable future. Hu and Wen appear to be very
conscious of that, and the more that the EU and the US can encourage effective multilateral
processes, whether it be within the UN, Specialised International Agencies, Core Groups of
countries or WTO the better. If on the other hand, Europe or America is seen to be less than
committed to those processes, the Chinese ‘multipolarists’ will have grist for their particular
mill. That gets us into a much broader debate about how multilateralism is viewed on both
sides of the pond, but I would simply say that, among other reasons to improve EU-US
coordination in this context, there is China.
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And multilateralism is linked to my third area of common concern, which is human rights. An
essential part of helping to shape China’s emergence is to encourage it to buy into basic UN
instruments, especially the ICCPR. The US has indeed cited China’s failure to ratify, or at
least to declare its intention to ratify, this Convention, as a major indicator of performance in
this area, including in its assessment of the EU arms embargo. As I said, so have we. Greater
coordination of our respective messages and approach within the transatlantic dialogue could
help here.

The fourth area is that of trade. I am well aware that while we both have very considerable
deficits, and I daresay for broadly similar reasons related as much to economic structures as
anything else, the issue is differently coloured by the respective domestic debates, and by
differences of views about the importance of currency valuations. In Europe, the deficit is less
politicized, and while there is concern about the renminbi question, it has not caught fire in
the way that it is has here. I would add that that is a little odd, as it is Europe, with its rapidly
rising Euro, where you might have expected more noise. Be that as it may, both the US and
the EU agree on the overriding need for China to keep up the effort with its WTO compliance
programme and we need to intensify our coordination here.

One area where we could do this would be in the area of assistance programmes. The EU is
by far the largest contributor of expertise and funding to the Chinese Government. I know that
the US is prevented by current legislation from doing likewise, but I would have thought that
given the considerable interests involved, there would be a strong case to argue in Congress
for an exception here.

The same goes for our respective commitments to the Doha round and for the debate on
market economy status, where China has made similar requests to us both and where our
constraints are broadly similar. A move by either the US or the EU on this would certainly
affect the other, and we need to keep in touch on this.

Then there are the crucial questions of Taiwan and North Korea. In the Strait, the Chinese
military build up and talk of new ‘anti-secessionist’ legislation on the one hand and Chen Shui
Bian’s rather mercurial statements about Taiwan’s status on the other continue. For all that,
there are perhaps a few green shoots in the desert. The recent Taiwan parliamentary election
result is a vote for relative moderation and the recent New year direct air links hold out some
promise. The US obviously has a central role in this, and I know is working hard to promote
dialogue. The EU has had a consistent position of encouraging both parties to go for peaceful
resolution through dialogue and I am sure that, should such a process come into view, we
would be fully supportive. We need to deepen our exchanges on this. Likewise, on the six
party talks, we are fully supportive and as has been made clear by EU leaders many times,
stand ready to help in any way possible.

Finally on Burma, where we again have very similar positions, greater coordination in
sending our messages to Beijing, which is perhaps the only country that the Burmese regime
really listens to, could help them to resonate more loudly.

There is no shortage of potential ‘win-wins’ here, and while we all understand its immediate
importance, it is to be hoped that the embargo discussion will not prove to be the first and last
reason why we should be talking so much about China in the transatlantic context.


