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Abstract

The UK has played a critical role in shaping EU—China relations. Policymakers need to carefully
consider the extent to which Brexit will weaken the EU’s collective power — shifting the balance in
China’s favour — and impact prospects for increasing EU involvement in East Asia. Brexit arrives at a
moment when negotiations for an ambitious bilateral investment agreement continue — with an eye on
an eventual free trade agreement — while EU policymakers increasingly perceive challenges arising from
the expansion of China’s global presence, exemplified by the Belt and Road Initiative, the creation of
alternative international institutions, and its behaviour in the South China Sea disputes. As both the EU
and China emerge as global powers, the significance of their relationship’s trajectory extends beyond
bilateral confines. I analyse how the relationship’s contemporary dynamics are playing out and likely to
evolve. Assessing the impact of Brexit on the relative power balance, specifically the EU27’s collective
economic, military and political power, sets the scene for mapping out the ‘state of play’ in four crucial
issue areas, highlighting the UK’s preferences and input. This leads to consideration of how the loss
of resources and shifting constellation of preferences among the EU27 could affect the attainment of
strategic objectives. I argue that while Brexit does not fundamentally disrupt the EU-China relationship,
it will weaken the EU’s capacity to respond to China’s rise and necessitates a recalibration to the new
constellation of Member State preferences and reduced resources.
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1. Introduction

The rise of China is one of the defining features of the post-Cold War era. Rapid economic
transformation has propelled China to the centre of global politics, with leaders who are increasingly
confident in advancing their interests and pursuing greater influence in the governance of the international
system. In the same period, the EU extended to 28 Member States and deepened integration across an
expanding array of policy domains. Foreign and security policy integration remains relatively limited
and often beset by tensions, especially due to differing levels of willingness to use force and between
pro-Atlanticists and those favouring greater European autonomy.' Nevertheless, the search for a coherent
set of collective foreign policies towards major international partners has been ongoing since the 2003
European Security Strategy identified select countries as ‘strategic partners’ — key interlocutors with
whom cooperation would be a prerequisite for the attainment of the EU’s global objectives.

The UK has played a critical role in shaping EU-China relations; Brexit will weaken the EU’s
collective power and shift the balance in China’s favour. European policymakers will need to take stock
of the implications for the EU’s ambition to expand its role as an actor in East Asia. Brexit arrives at a
moment when negotiations for an ambitious EU-China bilateral investment agreement continue, with an
eye on an eventual free trade agreement. Simultaneously, the public record indicates that EU policymakers
increasingly perceive challenges arising from China’s expanding global presence, exemplified by the
Belt and Road Initiative (BRI) and investment in European critical infrastructure. Aspects of China’s
behaviour — particularly in the South China Sea disputes — test the durability of the rules-based order and
have fostered further concern among European policy elites, leading to recognition that the EU’s approach
needs ‘to be more realistic, assertive and multi-faceted’.” As both the EU and China emerge as global
powers, the significance of their relationship’s trajectory extends well beyond the bilateral context.

I analyse how the relationship’s contemporary dynamics are playing out and likely to evolve, with
respect to the EU as a collective actor in the international arena. First, I assess the impact of Brexit on
the relative power balance, specifically the EU27’s collective economic, military and political power,
using quantitative and qualitative metrics. Thereafter, I review the ‘state of play’ in three crucial bilateral
issues — the negotiation of a bilateral investment agreement; the development of the BRI and the Asian
Infrastructure Investment Bank (AIIB); and the ongoing South China Sea disputes — highlighting the
UK’s preferences and input. I evaluate how the loss of resources and shifting constellation of preferences
among the EU27 could affect the attainment of EU strategic objectives.

Following the Brexit referendum, the UK government was slow to articulate its vision for the
extent of cooperation with EU on foreign and security policies.’ Indeed, the Political Declaration that
accompanied the 2019 Withdrawal Agreement stated that the two sides supported ‘ambitious, close and
lasting cooperation on external action’ and stipulated that ‘the future relationship should provide for
appropriate dialogue, consultation, coordination, exchange of information and cooperation mechanisms’.*
This is slated to include a Political Dialogue on Common Foreign and Security Policy (CFSP) and
Common Security and Defence Policy (CSDP), along with sectoral dialogues. Selective participation
in informal Ministerial meetings — at the invitation of the High Representative — was also outlined.
The Political Declaration suggests an ad hoc cooperative relationship without structured, institutionalised
participation in dedicated policy spaces. In a letter to Member States, the European Council Legal Service
sought to allay concerns by asserting that the UK ‘as a third country, is not a party to any institutional

Vicki L Birchfield, John Krige and Alasdair R Young, ‘European Integration as a Peace Project’ (2017) 19 The British
Journal of Politics and International Relations 3 <http://journals.sagepub.com/doi/10.1177/1369148116685274> accessed
24 February 2020.

2Council of the European Union, ‘Foreign Affairs Council, 18/03/2019” (2019) <https://www.consilium.europa.eu/en/
meetings/fac/2019/03/18/> accessed 1 July 2019.

3Richard G Whitman, ‘Epilogue: European Security and Defence in the Shadow of Brexit’ (2016) 2 Global Affairs 521.

4Department for Exiting the European Union, ‘Political Declaration Setting out the Framework for the Future Relationship
between the European Union and the United Kingdom’ (2019) <https://assets.publishing.service.gov.uk/government/uploads/
system/uploads/attachment_data/file/840656/Political_Declaration_setting_out_the_framework_for_the_future_relationship_
between_the_European_Union_and_the_United_Kingdom.pdf> accessed 25 March 2020.
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deliberation at whatever stage’ and signalled its intent to remain ‘very vigilant in all future processes in
which [there is] a need to protect the autonomy of decision-making of the Council’.’

At the time of writing (February 2020), how the future UK-EU relationship in the foreign policy
domain will be operationalised remains indeterminate; however, this paper assumes that the UK and EU
will cooperate informally when interests overlap. This will be limited to areas where the legal framework
of the EU’s external relations permit non-members to participate (such as the CFSP and CSDP), therefore
areas of exclusive EU competence will be off limits. The UK’s statement on negotiations on the future
relationship with the EU stipulated that while cooperation in the foreign policy domain would endure,
it would not require an ‘institutionalised relationship’.® The EU’s negotiating mandate spelled out that
the ‘envisaged partnership should preserve the autonomy of the Union’s decision-making’ and ‘respect
the [EU’s] legal order’. While clear that there would not be an institutional framework — but rather, the
existing legal framework is interpreted as permissive of UK participation in EU initiatives when invited —
the document is significant as it holds open the door for cooperation on sanctions policy, collaboration
with the European Defence Agency, and ‘on an exceptional basis’ participation in individual projects
under the Permanent Structured Cooperation (PESCO) framework.” The UK is explicitly identified as a
third country, but one with which the EU envisages considerable scope for continued cooperation in the
foreign, security and defence domains.

The departure of the UK from the EU is unlikely to disrupt the EU-China relationship. However,
there are several key implications evident from the following analysis. The absence of the UK’s diplomatic
service will be detrimental to the EU’s understanding of China, potentially impacting policymaking, too.
The EU’s economic position relative to China will be weakened, decreasing its leverage in investment
and trade negotiations. The EU’s ability to respond to the BRI and act collectively within the AIIB
will be diluted. Finally, Brexit will curtail the expansion of the EU’s development as a security actor in
the Asia Pacific, thereby limiting its input into the resolution of the ongoing South China Sea disputes.
The EU is more than the sum of its parts, but to understand the EU collective, the capabilities and
preferences of Member States in the foreign policy domain need to be examined closely. As will be shown,
although before the referendum President Xi had indicated a preference for the UK to remain in the EU®
undoubtedly Brexit presents numerous strategic gains for the PRC.

2. Relative power in the EU-China relationship

Brexit will diminish various facets of the EU’s power, both in aggregate terms (individual Member
States) and pooled (supranational) resources. Measuring what qualifies as ‘EU power’ is inherently
complicated due to the limited nature of foreign and security policy integration, and the varied competences
of EU institutions across issue areas. Nevertheless, aggregate measures can be useful proxies by
encapsulating the collective’s potential/latent power. I present snapshots of the economic, military and
soft power of the EU — with and without the UK — relative to China to give an idea of the altered balance.

2.1. Economic power

Economic power is the key component of the EU’s international presence. The existence of the Single
Market and the common external trade policy entails that it is possible to treat the EU as a single economic
entity for the purposes of international comparison. China’s economic performance has been critical to
the development of its new-found political and military power. Although the EU-China relationship is

5Tony Connelly, ‘EU Rules out UK Role in Foreign, Defence Decisions Post-Brexit’ (RTE, 2018) <https:/www.rte.ie/news/
brexit/2018/1125/1013219-uk-eu-security/> accessed 6 February 2019.

HM Government, ‘The Future Relationship with the EU: The UK’s Approach to Negotiations’ (2020) 8
<https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/868874/The_Future_
Relationship_with_the_ EU.pdf> accessed 25 March 2020.

7General Secretariat of the Council, ‘Directives for the Negotiation of a New Partnership with the United Kingdom of Great
Britain and Northern Ireland’ (2020) <https://www.consilium.europa.eu/media/42736/st05870-ad01re03-en20.pdf> accessed
25 March 2020.

8Celia Hatton, ‘Does China Care If the UK Leaves the European Union?’ (BBC News, 2016) <https://www.bbc.co.uk/news/
world-asia-china-36545639> accessed 10 April 2019.
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much more than economic in nature, it is indubitably the central component. Comparing across standard
measures of economic power — gross domestic product (GDP), GDP per capita, share of world GDP —
we can draw inferences regarding the bilateral balance. Further, trade and investment figures — including
bilateral flows of goods and services, trade balance, and foreign direct investment — help contextualise the
extent of interdependence.

The EU’s aggregate GDP — even subtracting the UK — is substantially greater than that of China
(Figure 1). The more telling aspect is relative change over time, with China’s rapid economic expansion —
thanks in part to a comparatively low starting point — as confirmed by annual GDP growth rates (Figure 2).
As a percentage of global GDP (Figure 3), the EU’s share has shrunk while China’s has grown; post
Brexit, the relative gap will shrink further. Here, the relative balance of economic power remains in the
EU’s favour, but it is nevertheless being eroded. The EU remains firmly ahead in terms of GDP per capita
(Figure 4), entailing greater societal wealth, and so despite its overall economic success China remains a
much poorer country, consistently below the world average: in 2018, China’s GDP per capita was ~71%
that of the global figure; meanwhile, the EU28’s was ~345%. Although EU27 data was not available,
given that the UK is consistently higher than the EU28 average, then ceteris paribus Brexit will cause a
slight decrease in the EU figure. Regardless, the considerable gap between the EU and China is likely to
persist on this measure.
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Figure 1 GDP (constant 2010 US$ [billions]), 2008—18. Source: The World Bank, ‘DataBank’ (2020)
<http://databank.worldbank.org/data/home.aspx> accessed 27 February 2020.
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Figure 2 GDP annual growth (%), 2008-18.

Source: The World Bank,
worldbank.org/data/home.aspx> accessed 27 February 2020.
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Figure 4 GDP per capita (constant 2010 US$), 2008—18. Source: The World Bank, ‘DataBank’ (2020)
<http://databank.worldbank.org/data/home.aspx> accessed 27 February 2020.

Turning to trade, the EU is China’s primary partner, while China is second to the US for the EU.’
The relationship is one of the world’s largest, and even without the UK, the EU is set to remain China’s
most important partner. EU goods exports to China have grown over the past decade (Figure 5), although
the UK’s contribution (11.1% for 2018) is small compared to Germany’s (44.4%). The gap is less
pronounced for imports from China (Figure 6): in 2018, 13.5% of China’s EU exports went to the UK,
behind Germany (19.1%). In the same year the UK received 2.4% of China’s global exports, whereas the
EU27 took 15.3%. The UK is by no means an insignificant export destination, but the EU will remain far
more important with a clear implication for where Beijing’s priorities will lie for future trade agreements.
The EU and the UK run trade deficits with China (Figure 7), thus the absolute size of the deficit will
decrease after Brexit — albeit the relationship will still be imbalanced in China’s favour. Overall, Brexit
makes a slight dent in the absolute size of the trade relationship, but not the relative importance for either
side. The story for the UK will be much different, having exited the sizeable EU bloc to face an economic
superpower in China, hoping to come up with a favourable deal. The UK may have to come to terms with
having ‘plutoed’ itself.'”

9Europf:an Commission, ‘China — Trade’ (2018) <http://ec.europa.eu/trade/policy/countries-and-regions/countries/china/
index_en.htm> accessed 14 September 2018.

1030ris Larik, ‘EU external relations law and Brexit: “When Pluto was a planet”” (2020) 4(1): 3. Europe and the World: A law
review. <http://doi.org/10.14324/111.444.ewlj.2020.21> accessed 2 April 2020.
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24 February 2020.
500,000 -
EU28
450,000
400,000 _ EUZ7
350,000 -
300,000 -
]
E 250,000 -
@
%
200,000
150,000 -
100,000 - o
e UK
50000 { o, e
—_— e ——
0 -
2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018
—=—FEU28 | 364,301 | 300,533 | 375,250 | 410,117 | 374,965 | 372,011 | 400,674 | 389,735 | 389,439 | 424,497 | 465,921
— —EU27 | 316,752 | 257,868 | 325,028 | 356,262 | 321,221 | 317.495 | 340,121 | 328,508 | 330,588 | 364,943 | 403,150
——Trance | 28,067 | 24.839 | 30.766 | 34,921 | 32,769 | 32,685 | 33.784 | 30,681 | 29305 | 31,701 | 34,662
Germany| 75,189 | 63,043 | 83452 | 89,534 | 78.557 | 76,578 | 80,758 | 76,685 | 77.458 | 81817 | 89,091
——UK 47,549 | 42,665 | 50221 | 53,856 | 53,744 | 54516 | 60,553 | 61227 | 58.851 | 59,554 | 62,771

Figure 6 Goods imports from China (US$ [millions]), 2008-18. Source: International Monetary Fund, ‘Direction
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Figure 7 Trade balance with China (US$ [millions]), 2008—-18. Source: International Monetary Fund, ‘Direction
of Trade Statistics’ (2020) <http://data.imf.org/?sk=9D6028D4-F14A-464C-A2F2-59B2CD424B85> accessed
24 February 2020.

China’s Foreign Direct Investment (FDI) in Europe has increased significantly in recent years, which
Meunier attributes to the European economic crisis not only creating new opportunities for Chinese
investors (more assets and depressed prices), but also having contributed to ‘lessening political resistance
and making Chinese FDI less controversial and more palatable than would have been the case in flusher
times’.!! While the EU3 of France, Germany and the UK have accounted for a significant share, China
also invested heavily in southern Member States, particularly during the Eurozone crisis. Figure 8 reveals
the distribution of China’s FDI in the EU (2010-18) and Figure 9 shows cumulative FDI (2000-18).
Both demonstrate the primacy of the UK as FDI recipient, with France, Germany and Italy as other
notable destinations. The implication of Brexit in this sense will be to decrease the totality of China FDI
into the EU. How attractive the UK remains for FDI post Brexit remains to be seen, although Dhingra
et al’s analysis suggests that EU membership is a vital component of its appeal: ‘FDI in the UK is
often motivated by the ease of selling to the high-income and nearby consumers in the rest of the EU.’'?
However, the EU’s overall attractiveness from China’s perspective is unlikely to be affected. The EU
stands to potentially benefit from the negotiation of a new bilateral investment agreement with China
(Section 3.1), creating the possibility for greater two-way FDI flows. Figures 10 and 11 show just how
the balance has shifted in the bilateral relationship: Chinese investment in Europe has rocketed since the
onset of the Eurozone crisis, whereas European investment in China has been falling since then. This has
resulted in a situation where cumulative FDI in each other’s economies has reached parity. Europe is no
longer the dominant actor in the context of their bilateral investment relationship.

11Sophie Meunier, ““Beggars Can’t Be Choosers™: The European Crisis and Chinese Direct Investment in the European Union’
(2014) 36 Journal of European Integration 283.

12Swati Dhingra, Gianmarco Ottaviano, Thomas Sampson, Catherine Thomas and, Veronica Rappoport, ‘UK Trade and FDI:
A Post-Brexit Perspective’ (2018) 97 Papers in Regional Science 9, 10.
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Source; Rhodium Group. The "Big 3" indludes France, Germany, and the UK. "Benelux” includes Belgium, Netherlands,
and Luxembourg. "Fastern Europe” includes Austria, Bulgaria, (zech Republic, Hungary, Poland, Romania, and Slovakia.
"Southern Europe” includes Croatia, Cyprus, Greece, Italy, Malta, Portugal, Slovenia, and Spain. "Northern Europe”
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Figure 8 China’s FDI in the EU (2010-18). Source: Thilo Hanemann, Mikko Huotari and Agatha Kratz,
‘Chinese FDI in Europe: 2018 Trends and Impact of New Screening Policies’ (2019) <https://www.merics.org/sites/
default/files/2019-03/190311_MERICS-RhodiumGroup_COFDI-Update_2019.pdf> accessed 25 March 2020.
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Chinese FDI transactions in the EU by country, 2000-2018 ?
Cumulative value, EUR billion

Source: Rhodium Group.

Figure 9 China’s cumulative FDI in the EU, 2000-18. Source: Thilo Hanemann, Mikko Huotari and Agatha
Kratz, ‘Chinese FDI in Europe: 2018 Trends and Impact of New Screening Policies’ (2019) <https://www.merics.org/
sites/default/files/2019-03/190311_MERICS-RhodiumGroup_COFDI-Update_2019.pdf> accessed 25 March 2020.
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Chinese FDI flows to the EU were more than three times higher than EU FDI in China in 2017 ?
Annual value of EU-China bilateral FDI transactions (EUR billion), 2000-2017
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Figure 10 Bilateral FDI flows (2000-17). Source: Thilo Hanemann and Mikko Huotari, ‘EU-China FDI:
Working Towards Reciprocity in Investment Relations’ (Mercator Institute for China 2018).

Cumulative Chinese FDI in the EU has now caught up with EU FDI in China (?
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Figure 11 Bilateral Cumulative FDI (2000-17). Source: Thilo Hanemann and Mikko Huotari, ‘EU-China FDI:
Working Towards Reciprocity in Investment Relations’ (Mercator Institute for China 2018).

The EU’s ‘strategic partnership’ with China in a post-Brexit world: Recalibrating internal dynamics and facing up
to external challenges



2.2. Military power

I should clarify that in this analysis there is no expectation of military confrontation between the EU
(or Member States) and China. I also avoid the assumption that intentions can be essentially inferred from
capabilities, as espoused by some realists, for example Mearsheimer.'? Nevertheless, military power is
still widely regarded as a component of ‘great power’ status,'* contributes to international prestige, and
cultivates political influence. The Chinese leadership has prioritised the modernisation of the county’s
military since the early 1990s and undoubtedly regards military power as a prerequisite for influence on the
world stage.'> Consequently, the relative military standing between the EU and China is not insignificant.
Further, the EU’s stated intentions of increasing its presence in the Asia Pacific — for example, to support
the rules-based order in the South China Sea'® — implies that it conceptualises military power projection
as one component of a broader toolkit of policy instruments at its disposal. In recent years, the People’s
Liberation Army Navy (PLAN) has undertaken joint training exercises with Russia in both the Baltic
and Mediterranean seas, and a solo live-fire exercise in the latter.!” The relative power balance between
European and Chinese navies may come to receive greater political attention in the future if the frequency
of these types of activities increases. Of course, the absence of a joint EU force is significant in this
respect as common action of this type will require case-by-case agreements.

As a measure of input, defence expenditure'® on its own conveys little about power capabilities.
However, trends over time can be indicative of the expected direction of national power (strengthening
versus weakening) and of the level of political priority. Figure 12 displays trends in European and Chinese
defence expenditure during 2008—18.'” An aggregate EU expenditure is presented to give an idea of what
pooled resources look like, alongside individual defence budgets of the EU’s three biggest spenders —
France, Germany and the UK.

China’s military defence expenditure more than doubled over the time period. By contrast, the EU28
in 2018 spent roughly the same as the EU25 in 2008.” China’s military expenditure far outstrips any
of the individual countries, though continues to lag the EU28. Modelling the EU without the UK, the
EU27’s figures drop below China’s, indicating the UK’s importance to the overall picture of European
expenditure; in 2018, it accounted for 18% of the EU28’s figure. While the UK will remain in NATO as
Europe’s primary defence structure, Brexit presents a blow to the collective weight of the EU if it ever
seeks to develop its security/defence presence through pooled resources. As it stands, the EU collectively
constitutes the world’s second-largest military spender after the US; following Brexit, it slips to third.
China’s share of world total expenditure has also been increasing as the EU’s decreases, but Brexit will
see the EU drop below China on this measure sooner than it otherwise would have (Figure 13).

13John J Mearsheimer, The Tragedy of Great Power Politics (1st edn, WW Norton & Company 2001).

14Gadi Heimann, ‘What Does It Take to Be a Great Power? The Story of France Joining the Big Five’ (2015) 41 Review of
International Studies 185; Deborah Welch Larson, ‘Will China Be a New Type of Great Power?’” (2015) 8 Chinese Journal of
International Politics 323; Walter Mead and Sean Keeley, ‘The Eight Great Powers of 2017’ (2017) <https://www.hudson.org/
research/13270-the-eight- great-powers-of-2017> accessed 20 February 2020; Thomas J Volgy, Renato Corbetta, Keith A Grant
and Ryan G Baird, ‘Major Power Status in International Politics’ in J Volgy, Renato Corbetta, Keith A Grant and Ryan G Baird
(eds), Major Powers and the Quest for Status in International Politics (Palgrave Macmillan US 2011); Manjeet S Pardesi, ‘Is
India a Great Power? Understanding Great Power Status in Contemporary International Relations’ (2015) 11 Asian Security 1
<http://www.tandfonline.com/doi/abs/10.1080/14799855.2015.1005737> accessed 20 February 2020.

M Taylor Fravel, ‘China’s Search for Military Power’ (2008) 31 Washington Quarterly 125.

165ee Section 3.3.

7Richard Weitz, ‘Assessing the Sino-Russian Baltic Sea Drill’ (2017) 17 China Brief 24 <https://jamestown.org/program/
assessing-the-sino-russian-baltic-sea-drill/> accessed 9 April 2019.

8Data obtained from Stockholm International Peace Research Institute, ‘Military Expenditure Database’ (2019)
<https://www.sipri.org/databases/milex> accessed 12 February 2020. It is widely asserted that the Chinese government
underreports its annual defence expenditure — see Adam P Liff and Andrew S Erickson, ‘Demystifying China’s Defence
Spending: Less Mysterious in the Aggregate’ (2013) 216 The China Quarterly 805. Using third-party data ensures the consistent
application of calculation methodology and exchange rates.

19Bylgaria, Romania and Croatia are included from their respective years of accession onwards.

20While labelled ‘EU28’, The figures for Bulgaria and Romania are included from 2009 onwards, and from 2013 onwards
for Croatia.
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Table 1 provides a snapshot of select capabilities. A comprehensive overview of absolute military
strength is beyond this paper’s scope; instead power projection capabilities serves as a useful heuristic
for identifying which components to focus on. For simplicity, only the capabilities of the EU3 (France,
Germany and the UK) are presented alongside China. What is immediately noticeable is that on certain
capabilities, China is quantitatively equal to, or already pulling ahead of, the European powers. This is
not to say that China’s capabilities are qualitatively equal, and its forces are less experienced than their
European counterparts. Nevertheless, China has a greater baseline for undertaking power projection
capabilities into Europe (should it choose to do so) than the reverse scenario. Of potential importance,
China’s naval and air force capabilities would likely give Beijing the option of denying European powers
the ability to deploy and operate within the Asia Pacific — if it perceived the need to do so.

Table 1 Select military capabilities, 2019.

France Germany UK China
Nuclear-powered ballistic missile submarines (SSBN) 4 0 4 4
Nuclear-powered attack submarines (SSN) 5 0 6 6
Attack submarines with ASW capability (hunter-killer) 0 62 0 48
Aircraft carriers ® 1 0 2 2
Destroyers 11 8 6 28
Frigates 11 7 13 52
Patrol and coastal combatants 60 9 25 234
Naval combat-capable aircraft 54 8 17°¢ 404
Air force combat-capable aircraft 284 228 222 2,517
Active military personnel (total) 203,750 181,400 148,450 2,035,000
Intercontinental ballistic missiles (ICBM) 0 0 0 98
Submarine-launched ballistic missile (SLBM) 64 0 48 48
Nuclear warheads 9 300 0 200 290

Notes: @ Three are currently non-operational. ® In December 2019, both China’s Shandong and the UK’s HMS
Prince of Wales were commissioned into service, although neither were counted in the Military Balance report.
¢ The UK ordered 138 F35-Bs via the Joint Strike Fighter programme. Although not recorded in the Military
Balance report as operational naval combat-capable aircraft, the figure cited is based on recent reports (see Dominic
Nicholls, ‘Britain’s New F35 Stealth Jets Used on Operations for the First Time’ (The Telegraph, 25 June 2019)
<https://www.telegraph.co.uk/news/2019/06/24/britains-new-{35-stealth-jets-used-operations- first-time/> accessed
2 February 2020). The UK’s two aircraft carriers will eventually carry 24-36 F35Bs each. ¢ SIPRI estimates. Source:
International Institute for Strategic Studies, ‘Chapter Six: Asia’ (2020) 120 The Military Balance 220; International
Institute for Strategic Studies, ‘Chapter Four: Europe’ (2020) 120 The Military Balance 64; Stockholm International
Peace Research Institute, ‘Modernization of World Nuclear Forces Continues despite Overall Decrease in Number of
Warheads’ (2019) <https://www.sipri.org/media/press-release/2019/modernization-world-nuclear-forces-continues-
despite-overall-decrease-number-warheads-new-sipri> accessed 2 February 2020.

China has already surpassed individual Member States with respect to the amount it is spending on
its military capabilities and has been on a trajectory to overtake the EU collective. As defence expenditure
and policy are still the domaine réservé of Member States,”' Brexit will have minimal impact on the
actual defence situation, unless the UK’s economy suffers as a result and a political decision to cut back
on expenditure is taken. However, the absolute balance of power between the EU (in aggregate) and China
will shift towards the latter as the UK was one of the EU’s largest military powers in terms of spending,
power projection capabilities and, in many regards, qualitative superiority. China’s capabilities have
expanded from a low starting point at the end of the Cold War and it is increasingly closing the qualitative
gap with European militaries, which have traditionally enjoyed technological and qualitative advantages.

2IDespite the development of the Common Security and Defence Policy, national defence priorities and postures are still
determined by Member States. Per Adrian Hyde-Price, despite the changes to the institutionalisation of CSDP under the Lisbon
Treaty, the EU’s military effectiveness and operational performance remains ‘disappointingly poor’. Talk of an ‘EU army’ will
remain just that for the foreseeable future; Hyde-Price also argues that prospects for such a force ‘remains distant’. Adrian
Hyde-Price, ‘The Common Security and Defence Policy’ in Hugo Meijer and Marco Wyss (eds), The Handbook of European
Defence Policies and Armed Forces (Oxford University Press 2018).
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2.3. Soft power

Lacking a dedicated hard (military) power presence, a common assumption is that the EU is primarily
a soft — and even ‘normative’ — power.”” China, however, has amassed considerable soft power resources
in recent years, translating its economic power into political power, but also increasing its diplomatic
efforts and cultivating influence through persuasive means and efforts to project a positive image of China.

Various definitions of soft power exist, and cover a range of tools and attributes, some of which lend
themselves to quantification and others which necessitate qualitative description. A full analysis of the
components of soft power is outwith this paper’s scope. Handily, a composite measure of soft power has
recently been developed to facilitate comparative analysis. This specific conceptualisation transcends the
economic/non-economic components of foreign policy, grounding the concept in domestic characteristics
that shape the actorness of States. Since 2015, Portland — the self-described strategic communications
consultancy — has produced the Soft Power 30 index, which attempts to define and quantify soft power
metrics. The analysis combines a variety of independent variables covering various aspects with different
weightings.”® In the 2019 report 17 of the 30 were EU States — with France, the UK and Germany
occupying the top three rankings.”* China ranked 27th, down from its previous best of 25th in 2017.%
The UK has ranked in the top two in all five years, holding the number one spot in 2018.?° While no
combined EU weighting is presented, Member States’ dominance of the list is indicative of the soft power
capacity which can be pooled or tapped into by the EU collective.

The Lowy Institute has developed a measure of the diplomatic reach of individual countries, which
can serve as an indicator of soft power. The Global Diplomacy Index ranks the diplomatic networks of
60 countries based on the quantity of representations in third countries and multilateral organisations.”’
Although the Index does not contain data on the EU’s delegations, 24 of the (then) 28 Member States
are included, occupying four of the top 10 spots (Table 2). In 2019 China surpassed the US to take the
top spot, with France in third. According to the European External Action Service (EEAS), there are
172 EU Delegations and Offices providing diplomatic representation to third countries and multilateral
organisations.”® Incorporating this data, the EU places behind China and five Member States, but ahead of
many others. Placed into the full Lowy Institute ranking, it would occupy 13th position, just behind India.
Moreover, the EU’s delegations have carved out an interesting diplomatic role; while they ‘do not aim to
replace or compete with EU member states’ national embassies’, they do conduct ‘traditional diplomatic
practices and tasks in order to represent the EU’ and have added ‘the “extra-national” task of coordinating
the European actors on the ground’.”” Arguably, the past decade has witnessed the development of the
EU’s soft power diplomatic resources and enhanced the collective weight of its Member States. The unique
character of the EU/European diplomatic networks transcends mere quantification.

Taken together, these two indexes reveal the EU’s substantial soft power advantage over China —
largely thanks to the resources and status of Member States, including the UK. While China has now
established considerable global reach that allows it to exert soft power, going by the Soft Power 30 index
the extent of success is comparatively limited. Taking the UK out of the EU’s soft power equation will
undoubtedly be detrimental for the EU, but it does not significantly alter the balance in China’s favour.
The increased ability of the EU to coordinate Member State embassies in third countries stands to enhance
its soft power further when the relevant diplomatic actors speak with a single voice.

221an Manners, ‘Normative Power Europe: A Contradiction in Terms?” (2002) 40 Journal of Common Market Studies 235.

23 Jonathan McClory, ‘The Soft Power 30° (2019).

2ibid.

25 Jonathan McClory, ‘The Soft Power 30° (2017).

26See Jonathan McClory, “The Soft Power 30° (2018).

Z'Lowy Institute, ‘Lowy Global Diplomacy Index’ (2019) <https:/globaldiplomacyindex.lowyinstitute.org> accessed
19 February 2020.

Z8European External Action Service, ‘EU in the World® (2019) <https:/eeas.curopa.eu/headquarters/headquarters-homepage/
area/geo_en> accessed 20 February 2020.

29Heidi Maurer and Kristi Raik, ‘Neither Fish nor Fowl. How EU Delegations Challenge the Institution of Diplomacy:
The Cases of Moscow and Washington’ (2018) 13 The Hague Journal of Diplomacy 57.
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Table 2 Modified Global Diplomacy Index, 2019.

Total Embassies/High Permanent Other

Country Posts Commissions Consulates/Consulates-General Missions Representations Rank
China 276 169 96 8 3 1
France 267 161 89 15 2 3
Germany 224 150 61 11 2 7
Spain 215 115 89 10 1 9
Italy 209 124 71 8 0 10
UK 208 152 44 9 3 11
EU 172 - - - - 13
Netherlands 152 107 29 12 4 16
Poland 136 88 36 9 3 19
Greece 135 82 43 9 1 20
Hungary 131 86 35 7 3 22
Portugal 128 71 48 8 1 23
Belgium 118 82 22 9 5 26
Czech Rep. 116 90 19 5 2 29
Sweden 104 88 8 7 1 33
Austria 98 80 9 7 2 36
Denmark 89 67 14 6 2 39
Ireland 87 66 14 6 1 40
Finland 85 70 6 6 3 42
Slovak Rep. 81 63 8 8 2 43
Lithuania 61 40 12 8 1 47
Slovenia 54 41 5 7 1 48
Latvia 47 37 3 7 0 51
Estonia 44 36 2 6 0 52
Luxembourg 37 26 7 3 1 59

Source: European External Action Service, ‘EU in the World’ (2019) <https://eeas.europa.eu/headquarters/
headquarters-homepage/area/geo_en> accessed 20 February 2020; Lowy Institute, ‘Lowy Global Diplomacy Index’
(2019) <https://globaldiplomacyindex.lowyinstitute.org> accessed 19 February 2020.

2.4. Relative power standings before and after Brexit

In absolute terms, Brexit is not disastrous for the various facets of the EU’s power. Key States such
as France and Germany will continue to contribute much to the economic, military and political (soft)
power components of the EU’s aggregate strength, and the overall whole still puts the EU as one of the
wealthiest and strongest actors in the international arena (usual caveats apply). The EU will continue to
retain key advantages, such as the relative strength of the euro, technological advantages, low levels of
corruption, and a free and open society where doing business is relatively easy. However, in the context
of bilateral relations, if we assume that all other things remain equal in the trends observed above, the
EU loses ground to China with the UK’s departure. This shifts the balance of power further in China’s
favour, which may have implications for the negotiation of the bilateral investment agreement and, further
down the line, a free trade agreement. The EU will have fewer capabilities at its disposal for influencing
security dynamics in external regions, such as along the Belt and Road or in the Asia Pacific. China is,
arguably, still rising, and thus its potential has yet to be fully realised. Any subtraction from the EU’s
overall power decreases its standing relative to China. The UK is a significant loss in this regard.

3. Bilateral issues in EU-China relations

This section considers a selection of salient bilateral issues in the EU-China relationship.
In each, I briefly outline the ‘state of play’ to provide contextual grounding, then identify the UK’s
position/preferences and input into policy formation. I then contemplate how the issue will evolve post
Brexit, considering how the EU’s position or ability to act may change, as well as whether the UK is likely
to act independently towards China or in coordination with the EU where interests overlap.
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3.1. Bilateral investment agreement

3.1.1. State of play

Negotiations on bilateral investment launched in 2014 and are shaping up as the Comprehensive
Agreement on Investment (CAI).*" Due to limited progress in the political relationship since the Partnership
and Cooperation Agreement negotiations effectively halted in 2011, there was hope among European
policymakers that the CAI would provide an impetus for moving the bilateral relationship forward.>' A key
goal for the EU is improving market access for investors in China, given the gap in investment openness
resulting from ‘strategically limit[ed] access for foreign companies in many sectors and ...rampant
informal discrimination against foreign firms’.>

The EU-China 2020 Strategic Agenda for Cooperation — adopted at the 2013 bilateral summit as a
framework for the relationship — emphasised the importance of the agreement for ‘securing predictable
long-term access to EU and Chinese markets respectively and providing for strong protection to investors
and their investments’.*> At the time of writing, the negotiations are ongoing; at the 20th EU-China
Annual Summit in July 2018, the Join Statement identified the agreement as a ‘top priority and a key project
towards establishing and maintaining an open, predictable, fair and transparent business environment’.**
In late 2019 the two sides indicated their intent to conclude negotiations in 2020.%> Notably, in policy
documents and joint statements, the prospective agreement often features as part of the wider discussion
around bilateral trade and investment, which is relatively easy for the two sides to agree on due to
the dominance of economic issues in the relationship, an area where they can point to tangible results
and goals.

One issue that has emerged in recent years is the increasing attention on the security implications
of China’s investment in Europe, especially with respect to high-end technology companies, often with
strategic importance — such as robotics and sensors.*® In April 2019 the EU established a new screening
system to ensure more robust consideration of FDI acquisitions to protect European security interests.’’
This is not directed solely at China, but undoubtedly the country’s activities have been a catalyst for
the creation of this new policy instrument.’® A report from the Mercator Institute for China Studies
modelled the approximate potential application of the new screening mechanism based on Chinese
inbound investments in 2018, finding that 83% of transactions would have been subjected to screening
(Figure 14).%

30 Although the title CAI appeared relatively late in the process, for consistency I use the acronym retrospectively through
discussion of the bilateral investment agreement/treaty.

3lnsa Ewert, ‘The EU-China Bilateral Investment Agreement: Between High Hopes and Real Challenges’ [2016] Egmont
Security Policy Brief 1.

32Thilo Hanemann and Mikko Huotari, ‘EU-China FDI: Working Towards Reciprocity in Investment Relations’ (Mercator
Institute for China 2018).

3European External Action Service, ‘EU-China 2020 Strategic Agenda for Cooperation’ 1.

34European External Action Service, ‘Joint Statement of the 20th EU-China Summit’ (2018) <https:/ecas.europa.cu/
delegations/china_en/48424/Jointstatementofthe20thEU--ChinaSummit> accessed 18 September 2018.

33 European Commission, ‘EU to Evaluate Chinese Offer for European Investors’ (2019) <https:/trade.ec.europa.eu/doclib/
press/index.cfm?id=2096> accessed 20 February 2020.

30Friso Stevens, ‘Europe Ponders How to Curb China’s High-Tech Buying Spree’ (The Diplomat, 2018) <https:/thediplomat.
com/2018/02/europe-ponders-how-to-curb-chinas-high-tech-buying-spree/> accessed 29 September 2018.

37European Commission, ‘Foreign Investment Screening: New European Framework to Enter into Force in April 2019’ (2019)
<http://europa.eu/rapid/press-release_IP-19-1532_en.htm> accessed 23 June 2019.

3Reuters, ‘EU Will Screen Foreign Investment from April” (2019) <https://uk reuters.com/article/us-eu-investment-screening/
eu-will-screen-foreign-investment-from-april-idUKKCN1QM1A3> accessed 23 June 2019.

39Thilo Hanemann, Mikko Huotari and Agatha Kratz, ‘Chinese FDI in Europe: 2018 Trends and Impact of New Screening
Policies’ (2019) <https://www.merics.org/sites/default/files/2019-03/190311_MERICS-RhodiumGroup_COFDI-Update_2019.
pdf> accessed 25 March 2020.

The EU’s ‘strategic partnership’ with China in a post-Brexit world: Recalibrating internal dynamics and facing up 17
to external challenges


https://eeas.europa.eu/delegations/china_en/48424/Joint statement of the 20th EU--China Summit
https://eeas.europa.eu/delegations/china_en/48424/Joint statement of the 20th EU--China Summit
https://trade.ec.europa.eu/doclib/press/index.cfm?id=2096
https://trade.ec.europa.eu/doclib/press/index.cfm?id=2096
https://thediplomat.com/2018/02/europe-ponders-how-to-curb-chinas-high-tech-buying-spree/
https://thediplomat.com/2018/02/europe-ponders-how-to-curb-chinas-high-tech-buying-spree/
http://europa.eu/rapid/press-release_IP-19-1532_en.htm
https://uk.reuters.com/article/us-eu-investment-screening/eu-will-screen-foreign-investment-from-april-idUKKCN1QM1A3
https://uk.reuters.com/article/us-eu-investment-screening/eu-will-screen-foreign-investment-from-april-idUKKCN1QM1A3
https://www.merics.org/sites/default/files/2019-03/190311_MERICS-Rhodium Group_COFDI-Update_2019.pdf
https://www.merics.org/sites/default/files/2019-03/190311_MERICS-Rhodium Group_COFDI-Update_2019.pdf

The EU screening framework potentially covers a large share of Chinese investment ?
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Figure 14 Potential application of the new FDI screening mechanism to Chinese merger and acquisition (M&A)
activities in Europe (2018). Source: Thilo Hanemann, Mikko Huotari and Agatha Kratz, ‘Chinese FDI in Europe:
2018 Trends and Impact of New Screening Policies’ (2019) <https://www.merics.org/sites/default/files/2019-03/
190311_MERICS-RhodiumGroup_COFDI-Update_2019.pdf> accessed 25 March 2020.

Although some have suggested that the EU’s approach should keep the CAI negotiations on a
separate track from the FDI screening mechanism,*” the EU cannot control how China will respond. It is
possible to imagine a situation in which China slows or pulls back from negotiations in response to these
new measures if they are perceived by the government as directed at, or discriminating against, China.
This may open new fault lines among EU actors — between those who feel the need for greater monitoring
of FDI acquisitions and those who want to see a more liberalised regime that encourages greater Chinese
investment. At the time of writing the CAI negotiations had proceeded through 25 rounds,*' with Brexit
seemingly having no adverse impact on the timetable.

40Thilo Hanemann and Mikko Huotari, ‘EU-China FDI: Working Towards Reciprocity in Investment Relations’ (Mercator
Institute for China 2018).
41European Commission (n 34).
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3.1.2. The UK’s position and input

The UK had been a strong supporter of the CAI, owing to the prominence of financial and investment
services in its domestic economy that would stand to benefit from increased access to China’s market.
As Figures 8 and 9 revealed, the UK is one of the top European destinations for Chinese FDI, alongside
France, Germany and Italy. Consequently, while an EU member, the UK had strong reasons to support
an improved investment relationship with China. Increased market access would increase investment
opportunities for the UK’s finance and high-tech companies.

Since 2010 the Conservative Party-led governments have consistently adopted a stance of opening
both the UK’s and European markets to China. From 2012 onwards, Chancellor Osborne was largely
driving the UK’s China policy, advancing economic gains while side-lining political issues such as
human rights.*” Explicit support for the advancement of the CAI was expressed on several occasions,
although public statements are the most illustrative. In a 2015 joint statement, Prime Minister Cameron
and President Xi pledged to ‘enhance bilateral trade and investment, and support mutual economic
competitiveness and innovation’, committing to create ‘a fair, transparent, positive and business-friendly
policy environment for two-way investment and addressing business concerns regarding market access
and regulations’.** With reference to the EU level, the statement confirmed Cameron and Xi’s ‘support
[for] the early conclusion of an ambitious and comprehensive China-EU Investment Agreement, and call
for the swift launch of a joint feasibility study for a China-EU Free Trade Agreement’.**

In the months following the Brexit referendum the new Prime Minister, Theresa May, appeared
to signal a cooling of the UK’s positive disposition towards China by pausing finalisation of a deal for
investment in the nuclear energy sector. Hinkley Point C, a planned nuclear power station, was to be
part-funded by Chinese investment, alongside France. Potential security concerns had been flagged by
some,*> which Cameron largely sidestepped. Ultimately, however, May’s government approved the deal
with no further public scrutiny of security concerns. By this point it was known that the UK would leave
the EU, therefore shifting attitudes in the UK were unlikely to influence other EU actors. The government’s
subsequent pronouncements indicated that China will be a priority for the UK post-Brexit, with May and
Xi announcing a joint trade and investment review in 2018.%°

The UK is moving forward with proposals to modify its own FDI regime to allow for government
intervention in merger deals where national security is perceived to be at stake. The government has
collected feedback on a set of proposals set out in a white paper to inform future primary legislation.*’
Although the UK has been one of the most favourable to the liberalisation of trade and investment in
relations with China, there now appears to be a reconsideration of its priorities just as it leaves the EU.

3.1.3. Post-Brexit outlook

China already has bilateral investment treaties with all EU Member States, except Ireland.*®
The Lisbon Treaty conferred competence for FDI to the EU, as part of the Common Commercial
Policy (Article 207 TFEU).*’ A new EU bilateral agreement would supersede these, while UK—China

42Scott AW Brown, ‘Free Trade, Yes; Ideology, Not So Much: The UK’s Shifting China Policy 2010-16" (2018) 8 British
Journal of Chinese Studies 92.

43Foreign & Commonwealth Office, ‘UK-China Joint Statement 2015’ (2015) <https://www.gov.uk/government/news/uk-
china-joint-statement-2015> accessed 17 September 2018.
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4TDepartment for Business, Energy & Industrial Strategy, ‘National Security and Investment: Proposed Legislative Reforms —
GOV.UK’ (2018) <https://www.gov.uk/government/consultations/national-security-and-investment-proposed-reforms> accessed
24 June 2019.

48Shannon Tiezzi, ‘Beijing Pushes For China-EU Free Trade Deal’ (The Diplomat, 2014) <https://thediplomat.com/2014/01/
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arrangements will continue as before unless there are separate negotiations for an updated version.
Operating outwith the collective negotiating power of the EU, the UK would be unlikely to have the
ability to extract concessions around market access. In light of comparative market size, the EU will
be unlikely to perceive the UK as a competitor in seeking Chinese investment, therefore its approach to
negotiations with China is likely to remain unaltered in that respect. While Brexit shrinks the EU’s market
and shifts the relative balance slightly in China’s favour, it is unlikely to diminish the perceived importance
of the European market for Chinese policymakers and businesses. The post-Lisbon competence over
investment policy enjoyed by the Commission is important because ‘bringing trade and investment matters
into the same hands contributes to ensuring the development of a strong, coherent and efficient external
economic policy’;*" this is the far more significant factor when considering the EU’s capacity vis-a-vis
China. Consequently, Brexit presents a new set of challenges to the UK—China investment relationship,
but less so the EU-China one. The EU and the UK will still have overlapping interests with respect to
addressing China’s market restrictiveness — according to the OECD, China remains one of the most closed
nations for FDI°! — therefore coordinating their approaches to negotiations would be mutually beneficial,
even if the logic of competition wins out in reality.

3.2. Belt and Road Initiative and the AIIB
3.2.1. State of play

As major foreign economic policy initiatives of Xi Jinping’s presidency, the BRI and AIIB are often
touted as evidence of China’s ambitions to play a more prominent role in the world, including global
economic governance. The BRI was announced in 2013, and the AIIB in 2014 as the former’s main
funding vehicle. Reactions from individual EU Member States have varied but, on the whole, they were
— at least initially — positive about both initiatives.”” In theory, most would benefit from the BRI at a
minimum by virtue of Single Market membership and the improved trade connections between China and
Europe, but there would also be opportunities for inward infrastructure investment from the BRI for the
poorer Central and Eastern European (CEE) States. Those with the economic resources could contribute to
the AIIB’s funds and participate in its governance as China deliberately sought to make it an international
institution. Europe is the main ‘endpoint’ of the BRI, reflecting China’s recognition of the importance
of the European market as an export destination. Both initiatives present clear opportunities for the EU,
not just economically but also in terms of creating new opportunities for closer political engagement
with China. However, both initiatives also spawn new challenges to the EU-China relationship, not least
because of the concern that China could be seeking to ‘extend to a large part of the world its model of
development both political and economic’,’* thereby undermining the EU’s self-styled role as a model for
others to emulate.

BRI

What exactly qualifies as part of the BRI remains somewhat ambiguous; even its geographic scope
has expanded since first launched, with connections to Latin America now included under the term.>*
The BRI lacks a specific legal framework, differentiating it from a traditional free trade agreement, and
participation is open rather than exclusive.”” The European Bank for Reconstruction and Development
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cites an estimated ‘US$900 billion in projects ... already planned or underway’ as of 2017.°° Figure 15
illustrates the European end of the BRI, plotting both existing and planned infrastructure networks.
We can see that most EU States will be directly impacted by the creation of the BRI, provided the vision is
implemented as intended. Inevitably, the BRI has become an item on the EU’s external relations agenda.
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Figure 15 The BRI in Europe. Source: Mercator Institute for China Studies, ‘China Creates

a Global Infrastructure Network™ (2018) <https://www.merics.org/en/bri-tracker/interactive-map> accessed
23 September 2018.

The EU has been relatively slow in reacting to the BRI, with Member States formulating their own
positions. As recently as the 2018 Munich Security Conference, calls for a unified EU response to the BRI
were voiced by Germany’s Foreign Minister Gabriel, France’s Prime Minister Philippe, and Commission
President Juncker.’” Undoubtedly, the fact that some Member States perceive greater opportunities than
others makes forging a common position more difficult. In April 2018 the ambassadors from EU States in
Beijing worked on a document that was to critique the BRI; the leaked version asserted that the project
‘runs counter to the EU agenda for liberalizing trade, and pushes the balance of power in favour of
subsidized Chinese companies’.”® However, the Hungarian ambassador refused to endorse the document,
ending the initiative.”” Hungary has been one of the main recipients of Chinese investment among the
CEE countries,”” with the Budapest-Belgrade high-speed railway — part-funded by Chinese enterprises —
a significant component of the development of the BRI in Europe.°'

In September 2018, High Representative Federica Mogherini unveiled the new Connectivity Strategy
paper,®” widely accepted as the EU’s policy response to the BRI*® — although the official position is that it
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is complementary rather than oppositional. When asked if the intent was to challenge China, Mogherini
responded that ‘[o]ur proposals, our policies and our calendar are not determined elsewhere ... It is not a
reaction . .. to another initiative’.** The paper indicated that the EU is not offering simply a competing
source of funding, but a qualitatively different approach to ‘connectivity’, emphasising environmental
sustainability, digital infrastructure, promoting mobility and securing the interests of residents of areas
undergoing infrastructure development.®> The vision laid out arguably resonates with the major and minor
norms claimed to be at the centre of the Normative Power Europe model,’® which embodies the notion
that the EU represents a distinct type of value-driven international actor.

References to the EU’s successful internal market are used to frame the logic behind the values-
and rules-based approach to connectivity. The externalisation of the EU’s internal practices is thus
offered as a proven, reliable approach to achieving objectives shared with Asian countries.®” China is
mentioned only a few times — primarily in relation to cooperative endeavours®® — although the BRI is
conspicuous by its absence, other than affirmation that the EU would work to ‘strengthen the existing
cooperation on the respective infrastructure and development cooperation initiatives’.®” However, the
strategy seems more aspirational than substantive, lacking details on specific future projects or financing.
That the title stipulates that the document contains ‘building blocks for an EU strategy’ is indicative of its
embryonic status.

AIIB

As of December 2019, the UK and another 19 EU Member States are AIIB members; although the
EU is not represented this collective presence is not insignificant, accounting for 21.4% of the voting
power (when including the UK — 18.5% without) (Table 3). Only China has a greater share of voting
power (26.7%) and the next-closest individual countries — India (7.6%) and Russia (6%) — lag some way
behind (albeit holding more than any one EU country). Neither China nor the EU has enough votes to
wield an institutional veto. In terms of subscriptions paid to the AIIB, the EU (20.4%, 17.3% without the
UK) trails China (30.8%) despite greater relative wealth.”” However, since some EU actors have been
pushing for a collective policy on the BRI, it is not out of the question that the very nature of the AIIB as
a vehicle for funding projects may entail cooperation, including voting in the Board of Governors.

The EU has been well represented within the AIIB’s senior management team. The bank’s president,
Jin Liqun, is a Chinese national but three of the original five vice-presidents were from the EU — specifically,
France, Germany and the UK.”' The organisation’s Chief Risk Officer is currently a German national.
Although these individuals work for the AIIB as private individuals rather than national representatives,
they nevertheless could offer an avenue of influence for their home governments (and potentially the EU)
to some extent. Their own professional backgrounds, in theory, could help with the process of translating
European values and standards into the practices of the AIIB. Yet the institution is still in its infancy, and
there have been few real tests of its governance standards to date. The extent to which European presence
within it will shape its operations — and thereby influence the implementation of the BRI — remains to
be seen.
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Table 3  AIIB subscriptions and voting power.

Total Subscription Subscription Percentage of
AIIB Member Amount (US$ millions) Percentage of Total Number of Votes Total Votes
China 29,780.40 30.79 300,134 26.69
Austria 500.8 0.52 7338 0.65
Belgium 284.6 0.29 4576 0.41
Cyprus 20 0.02 1930 0.17
Denmark 369.5 0.38 6025 0.54
Finland 310.3 0.32 5433 0.48
France 3375.60 3.49 36,086 3.21
Germany 4484.20 4.64 47,172 4.19
Greece 10.00 0.01 1830 0.16
Hungary 100 0.10 2730 0.24
Ireland 131.3 0.14 3043 0.27
Ttaly 2571.80 2.66 28,048 2.49
Luxembourg 69.70 0.07 3027 0.27
Malta 13.60 0.01 2466 0.22
Netherlands 1031.30 1.07 12,643 1.12
Poland 831.80 0.86 10,648 0.95
Portugal 65.00 0.07 2980 0.27
Romania 153.00 0.16 3260 0.29
Spain 1761.50 1.82 19,945 1.77
Sweden 630.00 0.65 8630 0.77
UK 3054.70 3.16 32,877 292
Total EU 19,768.70 20.44 240,687 21.40
EU minus UK 16,714.00 17.28 207,810 18.48

Source: Asian Infrastructure Investment Bank, ‘Members and Prospective Members of the Bank’ (2019)
<https://www.aiib.org/en/about-aiib/governance/members-of-bank/index.html> accessed 12 February 2020.

3.2.2. The UK’s position and input

The UK has generally been supportive of China’s efforts with the BRI and was proactively engaged
with the establishment of the AIIB. President Xi’s 2015 UK visit resulted in a joint statement endorsing
cooperation at the UK—China and EU-China levels:

Both sides have a strong interest in cooperating on each other’s major initiatives, namely China’s
‘Belt and Road’ initiative and the UK’s National Infrastructure Plan and the Northern PowerHouse.
They will further discuss a UK-China infrastructure alliance under existing mechanisms and explore
cooperation in light of the China-EU Joint Investment Fund and Connectivity Platform.’”

In the same statement, the UK’s support for the AIIB was reiterated: ‘[The UK and China] look
forward to the AIIB’s early operation and integration into the global financial system as a “lean, clean and
green” institution that addresses Asia’s infrastructure needs.’’® At this time, the UK government was fully
committing itself to the notion of a ‘golden era’ in bilateral relations, driven by Chancellor Osborne, who
viewed economic engagement as the only viable path.”*

While the UK has been a strong supporter of both the BRI and AIIB, many other EU Member States
are equally (or more) enthusiastic. The UK acting as ‘first-mover’ on AIIB created pressure for other
EU Member States to quickly follow suit, but these governments were already considering membership.
There is little evidence to suggest that the UK has shaped EU collective positions on either of these issues
to any real extent, even as an enthusiastic proponent. Those EU Member States that stood to gain most
from investment through the BRI — the CEE countries — have embraced the plan even more strongly.
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The institutionalisation of Chinese coordination with 17 States’> known as the ‘17+1° format is evidence
of the extent of China’s growing influence in Europe. The UK government had not made any specific effort
to direct the evolution of this new partnership, despite its apparent influence with many of these States.

3.2.3. Post-Brexit outlook

With respect to the AIIB, Brexit will have almost no direct implications unless the EU members
eventually opt to coordinate their activities within the institution but exclude the UK. Still, it would be
in the UK and EU’s interests to cooperate to increase their collective leverage. If China reneges on its
stated commitment to uphold international standards of transparency and rules-based governance of the
AIIB, then the European actors would be compelled to band together. In this hypothetical scenario, Brexit
would not preclude UK-EU cooperation.

With the UK out of the EU, the latter will have fewer resources at its disposal for the implementation
of its Connectivity Strategy although it remains possible that, depending on the negotiated future UK-EU
relationship, there may be opportunities for the UK to cooperate with specific projects. Even if this is
the case, it is unlikely that the Connectivity Strategy will rival BRI in scope or speed of implementation.
The BRI already has a head-start of over five years, and it is not clear what appetite there will be for EU
initiatives if China is already financing projects, particularly if there are additional regulatory restrictions
around environmental standards. The Connectivity Strategy was notably lacking in detail of funds that
will be committed, a key detail that will likely be revealed with future EU budgetary plans. Consequently,
the EU’s commitment to following through on this strategy has yet to be tested.

On the BRI, Brexit does not necessarily entail greater coherence between the remaining EU Member
States. The division between the larger States — particularly France and Germany — and the 17+1 group
with respect to their openness to China’s investment in national infrastructure is likely to persist. The UK
was often perceived as a counterbalance to the Franco-German duo in EU foreign policy and held influence
with the CEE States due to common pro-Atlanticist leanings. Absent the UK, the larger, Western States
might encounter greater obstacles to exerting influence over these States, especially if the latter perceive
economic opportunities presented by China as lucrative enough to ignore attempts to build a collective
EU response to the BRI.

If, as Rolland argues, the BRI must be understood as part of China’s ‘grand strategy’ designed to
facilitate an ‘unimpeded rise to great-power status’,’® then the EU needs to go beyond the Connectivity
Strategy and have a plan for ensuring that China’s great-power behaviour is compatible with the rules
and dominant norms in the international system. This task will be more daunting as the EU is unlikely to
have the means to influence China’s relationships with neighbouring Asian countries. Without the UK —
still a significant diplomatic actor in its own right — contributing to such efforts, the EU’s efficacy will be
further reduced.

In the AIIB, the collective presence of the EU will drop, with a reduction in voting power and a
smaller share of the overall financial contributions to the bank’s funds. While it is possible that other
EU States may join and make up for this to some extent, it is unlikely that their combined contribution
would equal that of the UK. Any future efforts at policy coordination — and attempts to use their economic
and institutional voting weight to influence China and/or the direction of the bank itself — will be less
effective than if the UK were fully engaged. Again, it remains possible that the UK and EU would seek
to informally coordinate in such instances, even in the absence of a formal agreement, but it cannot
be guaranteed.

The UK’s post-Brexit plans have placed considerable emphasis on the need for strong trade relations
with China. Prime Minister May publicly stated support for participation in both the AIIB and BRI, for
instance in January 2018 while meeting with Premier Li:

75From the EU: Bulgaria, Croatia, Czech Republic, Estonia, Greece, Hungary, Latvia, Lithuania, Poland, Romania, Slovenia,
and Slovakia. The others: Albania, Bosnia and Herzegovina, North Macedonia, Montenegro, and Serbia. The group was
originally the ‘16+1” until Greece’s participation from 2019 onwards.
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[The UK welcomes] the opportunities provided by the Belt and Road Initiative to further prosperity
and sustainable development across Asia and the wider world, and as with the Asian infrastructure
investment bank, the UK is a natural partner for the Belt and Road initiative with our unrivalled
City of London expertise ...the UK and China will continue to work together to identify how
best we can cooperate on the Belt and Road initiative across the region and ensure it meets
international standards.”’

Despite this, the UK’s support for the BRI is not unconditional. During the same visit, it was
widely reported that May refused to endorse the project in a formal memorandum of understanding due to
concerns about the implementation and political objectives.”® Yet, to date, the UK government has not
established a clear BRI strategy unlike the EU, US, Japan and India,”” potentially leaving it vulnerable
to having a reactive rather than proactive approach in this dimension of its post-Brexit relationship with
China. Whether the government under Boris Johnson will do so remains to be seen, but it is clear that
the immediate post-Brexit agenda is dominated by negotiations on the future UK-EU relationship, and a
potential trade deal with the US.

3.3. South China Sea disputes
3.3.1. State of play

In recent years the South China Sea disputes®” have drawn greater international attention as China
becomes increasingly confrontational and as the US and others attempt to manage the situation by insisting
on rules-based resolution.®' China asserts its sovereign claims through extensive island-building upon
existing maritime features — a practice which has harmed the local environment — and deploying military
assets to both existing and new islands under dispute. China has ignored adverse legal rulings, and in the
absence of willingness among third parties to use military force to evict it from the claimed territories, is
likely to continue to do so. Its ability to coerce other disputants has increased via its expanding capacity
to project military power throughout the region. The South China Sea is a potential regional flashpoint
that could draw in outside powers.

To date, the EU has played a relatively minor role in this dispute. The 2016 Elements for a New
European Strategy for China document stipulated an ambition to proactively increase engagement in
the Asia Pacific.®” The 2016 Global Strategy claimed the EU had a role as a ‘global maritime security
provider’, identifying a key objective to ‘further universalize and implement the UN Convention on
the Law of the Sea, including its dispute settlement mechanisms’.®> While the EU has clear interests
linked (directly and indirectly) to the situation in the South China Sea — continued trade flows, regional
stability, adherence to the rules-based international order — its policy responses have been relatively
limited and somewhat inconsistent. This is most clearly illustrated by the watered-down response to
the Hague Tribunal ruling on the Philippines v China case in July 2016, when China’s historical-based
sovereignty claims were ruled inadmissible.®* The High Representative, on behalf of the EU, supported
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binding arbitration before the ruling took place.®> Following the ruling, a new declaration noticeably
omitted reference to the ruling as legally binding upon the two sides.®® Thanks to its economic leverage,
China ‘soften[ed] the resolve’ of several Member States, with Greece, Hungary and Croatia effectively
supporting its position.®’

That the EU took three days to produce its response to the ruling and ended up with a less firm stance
than it had previously adopted indicates the coordination problems facing Member States, illustrating
the outsized influence of smaller countries motivated by economic interests. Some Member States have
sought to influence the disputes outwith the EU structures, most prominently those with the capacity to
project power into the region. Although at one time France had proposed a collective EU commitment to
support the US in the region by undertaking freedom of navigation operations (FONOPs) to underline that
the territories remain in international waters,*® the lack of interest from most other Member States has
seen the country opt for cooperation with the UK.*” In 2019, France reiterated a commitment to sail its
warships through the South China Sea at least twice per year, while German officials reportedly remain
split over any such actions.”’

The disputes themselves remain a ‘live’ issue, with no progress towards a mutually acceptable
solution emerging. Rather, China continues to change the material reality with its extensive militarisation
efforts. In August 2018 the Philippines’ President Duterte — who initially pursued closer relations with
China — publicly pushed back on the latter’s behaviour in the South China Sea, stating that he hoped
‘China would temper at least its behaviour’, warning that the potential for conflict between the US and
China remained real, as ‘one of these days, a hot head commander there (could) just press a trigger’.”!
Meanwhile, the US shows no sign of backing away from its approach of FONOPs, thus the status quo
looks likely to persist.

3.3.2. The UK’s position and input

Although the UK has had virtually no regional presence since Hong Kong’s 1997 retrocession,
arguably it has vested interests in the South China Sea disputes by virtue of its UN Security Council
membership, close partnership with the US, its desire to support the rules-based order, and the possible
threats to trade flows. Yet through much of the period when the disputes — and China’s island-building and
militarisation activities — were intensifying, the UK remained relatively quiet. This has been attributed
to the Conservative-led government under Cameron prioritising economic relations and adopting an
accommodating stance on political and security issues.’” There were almost no independent statements
made by senior figures in the government, instead the UK preferred collective responses from the G7 and
the EU — but it was not a driving force behind these. At the 2016 G7 Summit, Cameron explicitly called
for China to respect the (then-upcoming) Hague Tribunal ruling, ostensibly after being criticised by the
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US for the UK’s accommodating approach.”” Between the summit and the ruling, Cameron resigned from
the office of Prime Minister.

Prime Minister May appeared to take a more resolute position as part of a broader strategy of
reasserting the UK’s role as a global power, at a time when many predicted that Brexit would ultimately
diminish its international role. Under May’s government, the UK has deployed Royal Air Force units to the
region for overflight missions in the disputed territories,”* conducted FONOPs and pledged to cooperate
with France on future operations,”” and committed to deploy one of its new aircraft carriers to the Pacific
once fully operational.”® The UK’s 2018 FONOP led to criticism from China Daily, a State-controlled
newspaper, warning that the agreed exploration of a post-Brexit UK—China free trade deal could be in
danger as an ‘act that harms China’s core interests will only put a spanner in the works’,”’ indicating that
China is taking notice of the UK’s renewed regional activism.

3.3.3. Post-Brexit outlook

Since the implications of the disputes are mostly an indirect concern for Europeans, it seems likely
that they will remain a relatively low priority — particularly compared with the CAI and BRI, which have
palpable direct implications for European interests. The Elements for a New European Strategy on China
barely referenced the disputes, and that was drafted and adopted prior to the July 2016 ruling, that is
before the divisions between Member States undermined efforts to develop a unified approach. The EU is
still searching for a policy on the South China Sea, and any actions in the immediate future will be carried
out by Member States independently or in concert with select partners. The EEAS’s director of security
policy, Frangois Rivasseau, admitted that the EU was ‘not there’ in terms of contributing to FONOPs,
although argued that it was ‘not entirely out of the question’ that this may change.”®

France and the UK are, for the time being, likely to remain the only active Member States on this
front. During the 2018 Shangri La Dialogue, the two countries announced joint exercises in the South
China Sea.”” So far, the UK’s impending departure from the EU has not disrupted the Franco-British
cooperative efforts in the South China Sea, and the two sides have reaffirmed their intentions in this regard.
Within the EU, France is confronted by Member States that are deeply reluctant to become involved
with the disputes to any extent beyond issuing declarations, are reluctant or unable to project power into
the Asia Pacific, and a few that are, essentially, aligned with China’s position. Absent a realignment of
political preferences or a rapid deterioration in the situation in the South China Sea whereby the EU is
forced to pick a side, then France is unlikely to find support for its initiatives.

As the UK looks to shore up its reputation as a global player in the face of questions about the
negative impact of Brexit for its international standing, it will continue to play the role of a cooperative
partner for France. In the event that the EU does unite round a common position on the South China Sea
and launches joint regional missions, there is no reason why this would preclude EU-UK cooperation,
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especially given that the UK’s regional presence will likely already be established by that point. The main
obstacle will be the UK’s sensitivity to China’s threats to walk away from a post-Brexit trade deal if it
continues to involve itself in the disputes; while France has the economic weight of the EU behind it, the
UK will be more exposed to China’s pressure when it is seeking new trade deals.

4. The EU’s China strategy: Shifting internal dynamics, intensifying external challenges

The UK’s departure from the EU will not fundamentally alter the nature of the EU-China relationship
but it will produce some notable effects. Primarily, the trio of France, Germany and the UK that has been
the powerhouse of many aspects of EU foreign policy will be replaced with a central Franco-German
axis. The number of large EU States willing and able to occasionally stand up to China politically and/or
rebuff it diplomatically will be reduced, entailing that the internal balance will shift slightly in favour
of the smaller Member States that are more accommodating of China and susceptible to the exercise of
economic leverage. With respect to the EU’s soft power capacity, that the UK had shifted towards an
accommodationist approach since 2012'%’ arguably further undermined the prospects for a normative
stance towards China. Consequently, Brexit could facilitate the leveraging of soft power resources by
the EU to pressure China on human rights. To date, there has been little evidence that the remaining EU
States are inclined to do so. More pressing from the EU’s perspective are the external challenges it is
facing with respect to China’s continued rise and the adjustments that the EU needs to make in order to
develop a coherent and feasible strategy. As Callahan observed, those examining EU—China relations
need to ‘switch from asking how the EU can socialize China, to consider how European leaders need to
work with a Beijing that is trying to socialize Europe’.'"!

The power dynamic between the EU and China — across economic, military, and political/soft power
domains — is already shifting in China’s favour, even though on many measures it lags considerably behind.
The UK contributed much to the EU’s overall power standing; Brexit will only push forward the date at
which China surpasses the EU collective on most metrics. As Maher noted, owing to the UK’s material
and political clout, Brexit ‘will likely have some effect over both Europe’s willingness and its ability to
project power beyond its borders’.'"” While this does not immediately threaten the EU or force a policy
rethink, it will necessitate a recalibration of the EU’s strategy towards China. Steps have been taken in
this direction with a new ‘strategic outlook’ paper produced by the Commission and High Representative
and presented to the European Council in March 2019.!%% This document garnered much attention for its
rhetoric on China, describing the country as a ‘systemic rival’ at one point — although less noted was the
continued emphasis on the two remaining strategic partners.'’* However, the Council did not adopt this
paper as a new China strategy, therefore the 2016 paper remains the official framework.'"> Nevertheless,
the document evinces a shift in thinking towards China and may yet serve as the basis of a new strategic
approach that recalibrates the EU’s policy.

Even before Brexit, Germany was arguably the most important of China’s EU partners, both in
terms of the scale of their economic relationship and Germany’s political leadership — this will be further
accentuated post Brexit. France and Germany are generally more closely aligned when it comes to policy
positions with respect to China'"® and so the UK’s departure will diminish the range of preferences among
the Member States with the greatest capacity to influence policy direction. Absent the UK, France is
unlikely to find much support from other Member States for a more proactive naval presence in East
Asia, or specifically the South China Sea. The existing Franco-British bilateral frameworks for military
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cooperation — particularly under the Lancaster House Treaties of 2010'7 — create the possibility that

the two could opt to act in concert. If this transpires, then operations will continue as they are presently
playing out, but the symbolism of a unified presence will be weakened insofar as one of the two naval
forces can no longer be designated as acting under the EU umbrella.

The EU faces outstanding problems managing its relationship with China. First are the continued
disagreements between Member States over how to handle relations, most clearly identified by Fox and
Godement'?® and supported by other recent research.'’” This curtails the development of a coherent
strategy to guide policy decisions. Second is the growing influence of China within Europe, using economic
leverage to extract political concessions, particularly among those in the 17+1 group as recipients of
funding and assistance under the BRI umbrella. Third, like it or not, the economic relationship with China
is vital and cannot be put aside and compartmentalised. Fourth, the EU alone will struggle to influence
China, especially on the BRI and the South China Sea disputes. There are real limitations to the EU’s
power. Brexit does not help with any of these four factors, but neither does it inherently exacerbate them.

Brexit may, however, present an opportunity for the EU27 to enhance and accelerate foreign policy
integration. As Whitman noted, the UK ‘opposed reforms proposed to the CFSP during the Amsterdam,
Nice and Lisbon Treaty negotiations which would have strengthened decision-making within the [Common
Foreign and Security Policy]’.'!” If the EU does opt to integrate further in this domain, then there may be
a strengthened process by which strategies for third countries such as China are generated. This will not
automatically produce a strengthened strategy for China or guarantee that differences between Member
State preferences can be overcome. More foreign policy-related competences delegated to the EU level,
and possibly the expansion of qualified majority voting to a greater array of foreign policy areas, could
expedite policy formation processes, facilitating speedier responses to changing circumstances in the
bilateral relationship with China.

China’s growing political influence in the EU is likely to have more of an impact on the constellation
of Member State preferences than Brexit, if the smaller CEE States continue to prioritise attracting
investment and infrastructure projects. Had the UK remained in the EU, the challenge to recalibrate
strategy towards China in the face of shifting preferences among Member States would have been largely
the same, except for the UK lending its political influence to support France and Germany, who are
increasingly in favour of a more cautious approach. The external challenges posed by China’s ability to
challenge the status quo of the international order in Asia through the BRI, creation of the AIIB, growing
military power and de facto control of the South China Sea all overshadow Brexit in terms of implications
for the EU-China relationship. The key implication of Brexit is that it detracts from the EU’s ability to
respond as effectively as it would have had the UK remained a fully engaged actor at the centre of EU
foreign policymaking.

5. Conclusion

China is on a trajectory to emerge as one of the world’s pre-eminent military, economic and political
powers and may eventually displace the US and the EU entirely. Although the EU cannot (and does not
presently seek to) disrupt this trajectory, it still needs to adapt its approach to China faced with this new
reality. Brexit moves forward the point at which China overtakes the European bloc, thus the EU needs
to react even more quickly. Brexit does not fundamentally disrupt the EU-China relationship but has
significant implications. First, the UK’s contribution to the collective understanding of — and policymaking
with respect to — China will be missed by the EU institutions. Few Member States rival the size of the
UK’s diplomatic service, which has built up considerable expertise in dealing with China — even if this
often side-lined in favour of chasing economic incentives. Second, Brexit weakens the EU’s relative
economic standing, decreasing its advantage in negotiating investment and free trade agreements with

107 Alice Pannier, ‘The Anglo-French Defence Partnership after the “Brexit” Vote: New Incentives and New Dilemmas’ (2016)
2 Global Affairs 481 <https://www.tandfonline.com/doi/full/10.1080/23340460.2017.1284566>.

108 John Fox and Francois Godement, A Power Audit of EU-China Relations, vol 2 (European Council on Foreign Relations 2009).

109\ aher (n 101); Brown (n 51).

110Richard G Whitman, ‘The UK and EU Foreign, Security and Defence Policy after Brexit: Integrated, Associated or
Detached?’ (2016) 238 National Institute Economic Review R43.

The EU’s ‘strategic partnership’ with China in a post-Brexit world: Recalibrating internal dynamics and facing up 29
to external challenges


https://www.tandfonline.com/doi/full/10.1080/23340460.2017.1284566

China. Third, it reduces the EU’s ability to formulate and implement responses to the BRI and dilutes
the collective power within the AIIB. Fourth, and most notably, the ambition for the EU to become a
security actor in the Asia Pacific — and contribute to the maintenance of stability in the South China
Sea — is drastically impacted. The most likely vehicle for European influence in this regard will be
Franco-British cooperation that has emerged in the absence of an appetite among other Member States
to become involved and the blocking of a more forceful EU stance by smaller Member States that are
swayed by the economic opportunities vis-a-vis China.

The EU will need to adjust to the dilution of its international influence and recalibrate its strategy in
light of its reduced capabilities and global reach. From China’s perspective, the UK’s need for trade and
investment deals to deliver on the supposed ‘promise’ of Brexit could open new economic opportunities.
Further, it may also create opportunities to set the UK and EU in competition against each other, thereby
extracting more concessions that are favourable to China’s interests than would have been possible in the
face of a 28-strong EU with the UK continuing as part of the core ‘EU3’ alongside France and Germany.
From the UK’s perspective, it now finds itself in a considerably weaker position when facing China,
having lost the ability to influence the EU bloc in line with its preferred policy options.
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