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EU-China relations: insist on reciprocity and a level-playing field 
 

 

During its 5th meeting on 12-13 June 2019 in Brussels, the tripartite, independent High Level Group on 

Innovation in Trade Policy continued to ‘think outside-the-box’ on how to innovate trade policy-

making in the EU. This task was given to these temporary think tanks, set up following an initiative in 

the Competitiveness Council.1  

The High Level Groups are an ‘open innovation’ approach between governments, business and 

academia, to inject innovative policy ideas into the EU system.2 

 

 

Executive summary 

 

As a trading partner China presents great opportunities but also great challenges for the EU. Access to 

the Chinese market is in Europe’s long-term interest, but this must not come at the expense of 

upholding the EU’s fundamental principles e.g. the integrity of the single market, mitigation of climate 

change and protection of human rights.  

 

Far from replicating the antagonistic, clash-of-civilizations mentality of the US, the EU should take a 

proactive strategy towards China focussed on mutual benefits, reciprocity and strict conditionality. On 

one hand, concrete action is needed to counteract the more problematic Chinse practices (forced 

technology transfer, opaque subsidisation and financing, bilateral deals with individual Member 

States); on the other hand, cooperation with Beijing on WTO reform, climate change and African 

growth should be actively pursued. A balanced approach, reflected in the ‘recommendations’ and 

‘warnings’ outlined in this paper, would allow the EU to construct a genuine level-playing field with 

China while upholding its own interests and capacity to manage its trade policy autonomously. 

 

 

 

 

 

                                                      
1 Council of the EU, 5-6 December 2011, Presidency Note.  
2 Members participate in their personal capacity. All recommendations for action and all ideas for further 
consideration have not always been agreed on by all members, but advice is based on a very wide consensus. 
The final version is written under responsibility of the chairman and the secretary general.  
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Introduction  

 

The EU should focus on ensuring mutual benefits of economic and ecological interdependence, 

harnessing the potential of the “Fourth Industrial Revolution” and placing the welfare of the citizen at 

the forefront. It should also show a degree of understanding for different governance systems and 

cultures, instead of seeking to impose models on other actors. Notwithstanding this, the EU should 

also be much firmer and proactive in upholding its own interests, whether on climate change, social 

welfare, human rights, or the need for clear and consistent interpretation and enforcement of 

multilateral rules. It must also work to establish a level-playing field with its trading partners by 

insisting on equivalence and mutual market access. This approach should apply especially to China. 

 

Access to the Chinese market is, in the long term, very important for Europe’s interests. The EU is 

China’s largest trading partner; China is the EU’s second largest trading partner. By the end of 2018, 

bilateral trade was estimated to be worth around € 390 billion, which is four times the figure when 

the two sides first developed their Strategic Partnership back in 2003. The EU and China have both 

signalled their wish to uphold the multilateral trading order in the face of U.S. protectionism, but this 

apparent rapprochement conceals a number of fundamental divergences between the two sides. The 

unique nature of the Chinese political and economic system, combined with the specific geopolitical 

and commercial objectives being pursued by Beijing, present the EU with several threats:  

 

 The externalities of recurrent Chinese overcapacities in the steel and aluminium sectors, and 

potentially in other sectors, caused by generous public subsidies from the government that 

are lacking transparency;  

 

 Aggressive Chinese industrial policies that result in the acquisition of European intellectual 

property while sealing off its own research and development capacities and strictly controlling 

media;  

 

 The roll-out of the “Belt and Road Initiative” which has allowed China to acquire vital 

infrastructure across Eurasia and Africa and greater control over key trading hubs, 

strengthening its imperial hold over other economies, in ways which lack transparency and 

absence of a proper development component;  

 

 Beijing’s policy of granting low-interest loans to finance infrastructure projects in certain 

European states and allies (mainly in Africa), perceived by many as a “divide and rule” strategy 

undermining EU unity; 
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 The lack of a level playing field for European companies in other continents where China is 

investing too. This includes Africa in particular, where the possibility of well-defined areas of 

co-operation between Brussels and Beijing should be seriously explored;  

 

 China’s refusal to respect the bare minimum of human and civil rights both at home and 

abroad, which is at odds with the Union’s proclaimed value-driven approach to trade. 

 
While the situation is challenging for the EU, it must be as constructive as possible in its response and 

avoid the temptation to view China as a civilizational or ideological rival, as certain US diplomats 

apparently do.3 A balanced approach is desirable, whereby the EU can build a mutually beneficial 

commercial relationship while upholding its own self-interests and its capacity to manage its trade 

policy autonomously.  

 

 

 

RECOMMENDATIONS 

 

I. Adopt a proactive policy and a “package” approach to negotiations with China 

 

EU policy towards China should be guided by the following four principles: 

 

 Instead of following the antagonistic US approach of trying to contain China’s economic 

development, the EU should be proactive and compete with China on technology; 

 

 EU unity is a basic condition for the success of the level-playing field strategy; 

 

 The EU should continue co-operation with China, including on the African continent, but under 

strict conditionality; 

 

 Europe must protect the fundamental integrity of the single market. 

 

On the third point, there is consensus within the EU that due to Chinese protectionist policies in 

various fronts, the time is not ripe for a move towards an FTA. Alternatively, it would be advisable to 

adopt a “package approach” to negotiations, based on a wider selection of criteria than just the 

investment agreement to measure progress and hence take steps towards deepening our relations 

with China.  

                                                      
3 See article by Martin Wolf, “The Looming 100-year US-China Conflict”, Financial Times, 6 June 2019 
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These criteria could include bilateral progress particularly in the following areas: concrete removal of 

trade and investment barriers in priority sectors; adoption of competition policy principles in general 

and especially in case of sectors where direct competition occurs between Chinese and EU companies 

either in the EU or Chinese market; protection and implementation of EU operators’ intellectual 

property rights and refraining from subsidisation in bilateral trade; improvements of human rights in 

China; and clear measurable progress in achieving climate change-related objectives (indeed, the EU 

and China have a common interest in co-operating to uphold the Paris Agreement). 

 

If the EU deems that sufficient progress has been made on the Chinese side concerning the substantive 

elements of these criteria, it should launch a feasibility study or cost-benefit assessment to determine 

the added value of moving forward. It is important that there be implementation and monitoring 

mechanisms attached to these commitments and that any further deepening of bilateral relations and 

any commitments on the EU side would be withdrawn should the Chinese revert to restrictive 

practices. 

 

 

II. Better understanding and policy coherence towards China 

 

The late Professor Jean-Pierre Lehmann of IMD once remarked that Europeans still perceive the world 

from their own, once-dominant perspective, and hence have difficulty in negotiating with different 

systems. This is certainly true with China. There is a real need for the European Union to improve its 

understanding of the Chinese political system, its long-term economic policy and its geopolitical 

objectives. China tends to think in generational terms, an approach largely alien to the comparably 

short-term European mentality and based more on their own historic experiences, stretching back to 

the Ming dynasty when China considered itself the centre of the world.4 

 

In the West, we are often too wedded to our traditional labels like “capitalist” and “statist”; in reality 

the Chinese economy has evolved in a manner that defies these classifications. There is not only the 

State, but also the Chinese Communist Party, a distinct political actor that is deeply involved in the 

management of state-owned enterprises (SOEs).5 This has knock-on implications at international level, 

as the rules of the WTO were drafted at a time when the singular features of the Chinese economy 

had not yet fully materialised. In the era of “China, Inc.”, what entities now qualify as an extension of 

the State? Is the term “market economy” still appropriate?  

 

 

 

                                                      
4 See for instance Bruno Maçães “Belt and Road: A Chinese World Order”, Hurst 2018 
5 Mark Wu, “The China Inc. Challenge to Global Trade Governance”, Harvard International Law Journal, Volume 57, Number 
2, Spring 2016, p. 323 
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The EU should review its current approach and move to a more pragmatic one. The growing pool of 

Chinese speakers in Europe should be more involved as experts within the EU Institutions. It would 

also help if there were a determined effort to move the minds of those responsible for trade 

negotiations towards a cosmopolitan paradigm, based on Europe’s own rich history before 19th 

century nationalism and mercantilism took over.6 While the current Commission has made efforts in 

this direction, there has not yet been a game change. But it is important to clarify that “understanding” 

does not necessarily mean “accommodation”. Europe should seek to build its expertise and engage 

with China as much as possible, but without compromising its own fundamental values and interests.  

 

The EU should equally improve its understanding of the wider economic dynamics. When considering 

the appropriate EU response, it is important to note that China’s progress is not linear: with a rapidly 

developing home market, rising levels of production costs, China’s production and trade structures 

are about to change in the coming years and decades. Some analysts even predict that China will in 

the medium term turn from net exporter to net importer. These are aspects the EU must take into 

account and even use as leverage in its China policy.  

 

 

III. Co-operate and engage with China within the WTO framework 

 

As already stated, it is all about striking a balance. Robust defence of EU interests does not necessarily 

exclude the possibility of finding common ground with Beijing on specific topics. Working together to 

maintain the multilateral rules-based order should be a top priority.  

 

Inside the World Trade Organisation, the EU should engage China (and the United States) on a number 

of issues requiring attention: Appellate Body reform, notification of subsidies, industrial subsidies and 

the G20 forum on steel.  

 

 

WARNINGS 

 

I. Ensure better protection of European innovation and intellectual property 

 

According to a recent report by the European Political Strategy Centre, China’s recent advances in 

innovation and technology are partly due to “a lengthy track record of unfair trade practices, 

commercial espionage and intellectual property right infringements.”7 The evidence suggests that the 

EU has been a victim of such practices. Chinese acquisition of European intellectual property (IP) is  

                                                      
6 Nada Korac-Kakabadse & Nadeem Khan, Society and Business Review, 2016, vol 11, p 234-241. 
7 https://ec.europa.eu/epsc/sites/epsc/files/epsc_industrial-policy.pdf p. 8 

https://ec.europa.eu/epsc/sites/epsc/files/epsc_industrial-policy.pdf
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often achieved by requiring European firms to enter the Chinese market as part of a joint venture with 

indigenous companies.8  

This situation is a source of growing concern, reflecting an urgent need to restore a level-playing field. 

Europe is already in danger of falling behind international partners in innovation, whether on artificial 

intelligence, electric cars and buses or digitalisation and e-commerce. Therefore, it is absolutely vital 

to stimulate our progress and competitiveness in this field, above all by protecting the substantial 

investments European players have made and are making in research and development of innovative 

products and services. In the words of Trade Commissioner Cecilia Malmström: “We cannot let any 

country force our companies to surrender this hard-earned knowledge at its border.”9 A starting point 

would be to develop a genuine EU policy on artificial intelligence, e-commerce and know-how 

transfer; in particular, outlining what we can do to protect our own sensitive information, if necessary 

by reviewing the current openness of the European research sector.  

A more robust and targeted application of EU competition rules could serve to sanction Chinese-

owned companies that are suspected of engaging in unfair practices, as would closer scrutiny of 

planned mergers between European and Chinese players.  

Moreover, in any future EU-China trade or investment agreement, the EU should ensure that the 

question of market access is inextricably linked to criteria on competition policy, as a way of 

incentivising Beijing to improve conditions for European companies investing in China. But this 

requires first of all that EU competition policy be made more coherent with its trade policy, including 

on the question of “European champions” and how we can support them (although this would require 

first that China accepts and implements competition policy principles similar to those of the EU). 

 

II. Counteract the effects of Chinese state subsidies and improve financing transparency 

 

Referring to the subsidies provided by the Chinese state at the WTO General Council in May 2018, the 

EU ambassador to the WTO declared that the current problems of global economic distortions and 

overcapacity are due to production methods that are not based on market principles (non-market-

based production).10 These effects are most marked in the steel and aluminium sectors, where 

subsidies and loans from state-owned banks on commercial terms have placed heavy pressure on 

employment in the industries of European states that receive Chinese exports.11 

                                                      
8 European Union Chamber of Commerce in China, “Business Confidence Survey 2018”, p. 39. 
9 DG TRADE press release “EU launches WTO case against China’s unfair technology transfers”, 1 June 2018. 
10 https://eeas.europa.eu/delegations/world-trade-organization-wto/44201/eu-statements-ambassador-marc-
vanheukelen-general-council-8-may-2018_en  
11 Jörg Wuttke, “The Dark Side of China’s Economic Rise”, Global Policy Volume 8, Supplement 4, June 2017 

https://eeas.europa.eu/delegations/world-trade-organization-wto/44201/eu-statements-ambassador-marc-vanheukelen-general-council-8-may-2018_en
https://eeas.europa.eu/delegations/world-trade-organization-wto/44201/eu-statements-ambassador-marc-vanheukelen-general-council-8-may-2018_en
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If China insists on furnishing its companies with generous subsidies that are inconsistent with its 

obligations under WTO law, then the EU should take compensatory action in accordance with WTO 

rules to redress the imbalances created. Better implementation of EU countervailing duty 

instruments, for example by providing better resources for officials to investigate and pinpoint the 

exact source of subsidies, would be a good first step.  

In addition, the EU should be more proactive on screening of foreign direct investment (FDI) to help 

determine if projects managed by Chinese investors are benefiting from state-granted subsidies. 

Chinese companies have to live up to the transparency rules of the EU market, and any conduct that 

does not respect EU standards should be tightly controlled.  

While the recent agreement by the EU Institutions on a reinforced screening mechanism is welcome, 

its significance in practice is likely to be limited since it will be national governments that ultimately 

decide on reviewing or blocking FDI.12 Therefore, the EU would benefit greatly from a more unified 

system of economic intelligence that would allow for peer review on investment scrutiny, raising 

European players’ awareness of Chinese investment and providing us with much-needed evidence 

about the actual effects of these investments. Furthermore, once we have the necessary information, 

we must be clear about what we intend to do with it in order to establish a level-playing field. 

 

 

III. Promote human rights as a lever  

 

Fundamental rights are enshrined in the EU treaties13 and form an integral part of the EU’s identity in 

the eyes of its citizens. Therefore they and other over-arching principles ought to be a cornerstone of 

EU commercial relations, a point echoed by the opinion of European Court of Justice on the Singapore 

agreement14. A consistent policy towards third countries would help improve the internal legitimacy 

of the Union as well as serve its soft power externally. 

It is widely recognised that China has a poor record of upholding human rights within its own borders, 

particularly in how it treats the Uighur and Tibetan peoples. They have also shown a tendency to 

cultivate ties with European countries with the expectation that those governments will defend China 

against international condemnation for its human rights abuses.15 There have been open attempts to 

stifle freedom of opinion in Europe. In its dialogue with Beijing, the EU must protect Europe’s core 

values and project its soft power by strengthening the focus on violations of fundamental rights and  

                                                      
12 Council press release “Council greenlights rules on screening of foreign direct investments”, 5 March 2019. 
13 Article 6, Treaty on the Functioning of the European Union. 
14 See Opinion 2/15 of the Court of Justice. 
15 See for example “Greece blocks EU statement on China human rights at U.N.”, Reuters, 18 June 2017. 
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cultural repression. The Chinese view that such discussion is entirely optional and without 

consequences should be challenged. 

Having said that, the EU should balance this approach by showing sensitivity to China’s historic and 

cultural identity, and making clear that it is not seeking regime change, thereby distinguishing its 

rhetoric from that of the United States.  

    

 

IV. Resist Chinese bilateralism in Europe 

 

China’s Belt and Road Initiative (BRI) presents a special challenge to the EU in many respects. The 

initiative appears to follow the model of the old Spanish and British empires, in that it is based on 

control of worldwide trading hubs. 

 

In its drive to implement the BRI, Beijing has shown a marked preference for dealing directly with 

individual EU Member States on a largely one-to-one basis, bypassing the EU as an interlocutor. China 

has struck bilateral agreements on investment and infrastructure with several countries such as 

Greece, Hungary and Portugal. The 16+1 summits have become an annual event, the most recent held 

in Dubrovnik on 12 April 2019. 

 

Needless to say, these developments are of great concern in Brussels. There are valid suspicions of a 

conscious attempt to “divide and rule” Europe by undermining internal political unity and the integrity  

of the internal market. The granting of low-interest infrastructure loans has resulted in some countries 

becoming heavily indebted, and there is a general lack of transparency and impact assessment 

surrounding these deals. The BRI might also threaten Europe’s wider economic autonomy by 

controlling the continent’s key trading routes with Africa.  

 

There are a number of ways to counter this strategy. At a minimum, national as well local politicians 

should be informed and educated about the potential negative implications of Chinese investment in 

Europe. Lessons can be learned from specific Member States: Sweden is the second largest recipient 

of Chinese investment in the EU, and yet it has not developed the same reliance on infrastructural 

loans that we have seen in other countries. In this regard, it is a model for other Member States to 

follow. However, to remain on the safe side, EU Member States should share economic intelligence 

(as already mentioned above in the context of FDI) to avoid a weakening of the single market or EU 

competitiveness through the backdoor of one country. Therefore, a mechanism of mutual 

information, consultation and peer review should be established.   
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Much of the problem stems from lack of socio-economic solidarity across the EU, as many of those 

states that have resorted to Chinese assistance are also those that were hardest hit by the financial 

crisis which occurred ten years ago.16 With better and more constructive use of structural and 

cohesion funds as well as European Investment Bank and connectivity funding to support European 

regions, especially in those Member States affected by austerity policies, dependence of countries on 

such investments can be reduced in strategic sectors. 

 

The EU should also not be shy about putting forward its own alternative schemes. In a recent 

Communication, the Commission put forward a counterweight to the Belt and Road Initiative, 

outlining a strategy for connectivity between Europe and Asia that is “sustainable, comprehensive and 

rules-based”; in other words, based on respect for labour rights and absence of financial 

dependencies.17   

 

 

 

 

 

July 2019 

  

                                                      
16 Garrie van Pinxteren, “China’s Belt and Road Initiative: nice for China, not for Europe”, Clingendael Netherlands Institute 

of International Relations (July 2017) 
17 “Connecting Europe and Asia: Building blocks for an EU Strategy”, Joint Communication to the European Parliament, the 
Council, the European Economic and Social Committee, the Committee of the Regions and the European Investment Bank, 
19 September 2018. 


