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Introduction

China’s Foreign Policy is changing. Workable answers
to it can only be achieved at the European level, and

not through narrow national interests.



As of now, the European Union (EU) is the world’s largest econ-
omy, but it’s unclear how long any single European country can
retain its place even in the global top ten of the same statistic.
While the economic centre of the world is shifting, and the share
of the global GDP produced in Europe continuously falling, the
significance and need to find a common European approach to
the realities of tomorrow seems ever-increasing. One of the rea-
sons for it is the newly assertive China, the Rising in the East.

China’s Foreign policy in the 2010’s has been changing fast.
A balanced approach towards China is not easy to achieve. On
the one hand, the authoritarian government of China is as al-
most as far from the ideals of the European centre-right as an-
yone can be. On the other hand, any future global power can’t
to be approached simply with blunt idealism, but with straight-
backed pragmatism, that will create stability, security and pros-
perity, while standing firm on the core values that the Europe
is built upon.

The aim of this book is to provide the reader with four per-
spectives into the current developments of Chinese-European
relations, along with solutions on how they should be handled by
policymakers. The book is published jointly by Wilfried Martens
Centre for European Studies and Toivo think tank. The publish-
ers are independent think tanks and political foundations of two
centre-right parties, the European People’s Party and the Nation-
al Coalition Party of Finland (Kokoomus).
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In the first article, Outi Luova, one of the leading Finnish re-
searchers on China, outlines the current and future directions of
the Chinese foreign policy - its strengths, weaknesses and possi-
bilities - and discusses the Community of Common Destiny (CCD),
the new framework for an international system that China now
offers. Luova characterises contemporary China as the “Middle
Kingdom 2.0” and an aspirant global power in a multiplex world.

Niklas Novaky, a Foreign and Security Policy Researcher at
the Wilfried Martens Centre for European Policy, argues that the
gravitational pull of China’s economy and the investment flows
coming from the Middle Kingdom risk becoming a paralysing
wedge for EU’s foreign policy. According to Novaky, the EU’s abili-
ty to speak in one voice in its relations to China is likely to be even
more difficult in the future than it is now. To mitigate this risk,
the EU needs to enhance the resilience of its foreign policy. For
this, Novaky presents three mutually inclusive tools: increasing
the use of Qualified Majority Voting (QMV), creating a European
Security Council (ESC), and launching a new Marshall Plan for fi-
nancing intra-European infrastructure development projects.

The Arctic area is quickly shifting from a cold borderland to
one of the hotspots in global politics. It’s already now an area
of upmost importance not only to the European Artic nations
such as Finland, but to the whole of Europe and the EU. The Ar-
tic is also attracting an increasing number of interested nations

and other players. A fitting example of this is China’s increasing
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presence inthe area, which JariVilén discussesin his article. Vilén,
aformer Finnish and EU Ambassador and Minister of European Af-
fairs, currently advises the European Commission’s leadership on
Artic Policy at the European Political Strategy Centre (EPSC), the
Commission’s in-house think tank. According to Vilén, China’s ac-
tivity in the Arctic has laid emphasis on scientific research on cli-
mate change, although the underlying causes behind the actions
are clearly economic ones. China is also aiming to incorporate
the Arctic region to their new Belt and Road Initiative, a develop-
ment project in which China is investing up to 900 billion euros
in railroads, harbours and other infra-structure in 65 countries
all around the globe.

The EU is currently also negotiating an international invest-
ment agreement (I1A) with China. This possible future regulatory
framework, along with the deficiencies in the current one, is the
topic of the article of Juho Maki-Lohiluoma. He notes that in the
case of Finnish investments in China, a comprehensive set of in-
vestment protections is available, but due to a self-contradictory
body of arbitral awards and differing academic opinions, the spe-
cific scope of these protections is often unclear, and so is the level
of protection. According to Maki-Lohiluoma, the EU Investment
Policy and EU-China investment agreement would mark a new
era for investors operating in Finnish and Chinese market, which
could be described as a one of public actors taking back control
of investment treaty interpretations. Maki-Lohiluoma is a Lawyer
and a former Special Adviser to the Finnish Government.

In many ways, China justifiably sees its future as one of con-
tinued growth, increasing prosperity and claiming (back) its role
as the leading global powers. It’s an image that creates optimism,

hope and opportunities for many, especially China itself, but also
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uncertainty and new challenges for Europe and the EU. It’s vital,
that these challenges are answered not by all EU member states
individually, by looking only at the short-term interests of said
member state, but together as the political and economic union
we are. Finding these answers is also the aim of this book, and |

hope we have proven successful in that task.

Sini Ruohonen works as the Executive Director of Toivo, where

she leads the research and policy work of the think tank. Prior to
assuming her current position, Ruohonen worked as a Researcher
at the University of Turku. Ruohonen is also a City Councillor and

Member of the Executive Board at the City of Turku.
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China - Middle Kingdom 2.0

China aims to establish itself as one of the leading
global powers, and the race to the top is increasingly
moving into the field of Artificial Intelligence. Digital
technologies have been identified as key components
of China’s great power strategy and merged into the
Belt and Road Initiative.

15



For most of the early modern era until the mid-19th century, Chi-
na was the biggest economy in the world. After a humiliating cen-
tury of weakness and wars, in 1949, the restoration of China as a
great power was the self-evident goal of the new communist re-
gime. The bitter lessons of history had convinced Chinese leaders
that science and technology were the keys for national rejuvena-
tion. Now, China has regained its strength and is emerging as the
Middle Kingdom 2.0 of the cyber age. How is China building its
great power capacity and how does it define its anticipated future
leadership role?

Guided by Party Secretary Xi Jinping’s assertive strategies, the
country aims to establish itself as one of the global leading pow-
ers by 2050. The plan that was issued in the 2017 Party Congress,
proceeds in three stages: by 2020 China has reached the level of
“moderately well-off society”, which will enable China to become
one of the leading innovation countries by 2035. At that time,
China is envisioned to enter the stage of “modern socialism”.
Finally, the plan depicts that by 2050 China has gained compre-
hensive national strength and is a leading global power. The plan
identifies 12 areas in which China pursues for global leadership.
They range from manufacturing and science and technology to
culture and sports.

Above all these 12 sectors, the new defining field of great
power competition is artificial intelligence (Al). Regarding Al,
the ”Sputnik moment” for China’s leadership was the Go board
game tournament in 2016 between Google Deepmind’s comput-
er program AlphaGo and the multiple world champion Lee Sed-
ol. AlphaGo won three out of the four matches in Go, which is by
many regarded as the most complex board game in the world.

Convinced of the potential of Al to start a new technological
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revolution, China issued an ambitious plan for the development
of the field in 2017.

The plan defined Al as a national priority and key to the com-
petitiveness of a country: it’s crucial to ensure the security of the
state, and it’s also vital for economic growth and the well-being
of the society. With the help of Al, it’s possible to produce new
efficient services for example in the health sector, education,
transport, and business. It also provides unprecedently efficient
tools for control, because it enables the collection and analysis
of personal information in totally new scales. As in other fields
of sciences, also in Al, China’s leaders push for civil-military
integration.

The results of the 2017 Al-plan can be seen already. China has
gained leadership in the development of surveillance techniques
and is quickly catching the US in the development of autonomous
vehicles: cars, helicopters, and drones which can be used for both
civilian and military purposes. China’s advances in Al prompted
Donald Trump to issue an executive order in February 2019 to
direct more investment into Al. The leaders of powerful nations
hold the (contested) view that the first country to deploy ad-
vanced forms of Al will gain supremacy. The arms race has moved
into the field of Al.

The US holds still a clear leadership in Al development, and
will retain it for obvious reasons. Contrary to China that stands
out in some strategically selected niches in applied Al, the US
benefits from a more comprehensive Al capability. Furthermore,
the innovation capacity of Chinese researchers is restrained by in-
creasing ideological control including restrictions on interaction

with the global science community.
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Community of Common Destiny

China’s great power strategies are based on a collection of tradi-
tional Chinese ideas of a proper world order, and they are updat-
ed to meet China’s current needs. China offers a new framework
to the current international system: Community of Common Des-
tiny (CCD). The term echoes old Chinese notions of “world shared
by all” (tianxia wei gong) in which harmony prevails without
demands for uniformity (he er butong). Like the ancient Middle
Kingdom, China now positions itself in the center of this world
order as the norm-maker and an example to follow.

China advocates this Community as fairer and more equal
than the current international system, that according to China is
unequal and based on self-interest of nations. In China’s words,
the CCD aims to address the complex challenges of the human-
kind with mutual efforts. China’s leadership sees that the current
global situation creates an opportune moment for China to ad-
vocate this model and even to strive for global leadership ahead
of the original ”2050-plan”. Trump’s isolationist and US-first-pol-
icies offer an unprecedented context for Xi to promote his vision
of common efforts to address the global challenges. Also the
current crisis of the Western liberal democratic system offers
an extraordinary opportunity for China to advocate its modern

socialist system as a superior alternative for other developing
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countries. China’s model has met with positive response in de-
veloping countries and it’s gaining momentum due to the global
authoritarian wave.

Chinese-language official publications make efforts to assure
their readers of the necessity to catch the moment. Xi is cited to
have said that in the problem-ridden world, the international
community is observing China’s model and looking forward to
hearing China’s voice. Imposing a feeling of unfaltering self-con-
fidence, the publications assure that China’s modern socialism
can offer solutions to the many problems faced by the humanity.
Hence, China cannot stay absent. These depictions can be seen as
attempts to buttress the image of Xi Jinping as a leader of global
eminence, and also as responses to domestic criticism on costly
international projects along the so called "Modern Silk Road”.

Chinais actively constructing the Community of Common Des-
tiny, both conceptually and geographically. As a regional com-
munity, the term was first used in the context of China’s neigh-
borhood already in 2012, and gradually it has expanded within
the realm of the "modern Silk Road”. China has made persistent
efforts to get wide recognition to the term, and has reaped some
success. The term has been included in a number of UN docu-
ments which allows China to claim that the Community of Com-

mon Destiny truly is a globally shared goal.
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Belt and Road in Cyberspace

The modern Silk Road, or officially the Belt and Road Initiative
(BRI) is a prime example of China’s concrete efforts to establish
and nurture the Community of Common Destiny. The BRI aims
to create a new platform for international co-operation by im-
proving connectivity and by promoting development and stabil-
ity without normative and political preconditions. The initiative
echoes the traditional concepts of “world shared by all” and “har-
mony without uniformity”, and it places China, the Middle King-
dom, into the center of actions.

As digital technologies were identified as key components of
China’s great power strategy, they were merged into the Belt and
Road Initiative. While energy and transport projects still make the
majority of China’s FDI’s and loans in the BRI, the share of digital
projects is growing fast. During the BRI Forum in 2019, Xi Jinping
identified digital economy and innovation-driven development
as BRI’s new priorities.

The BRI provides an excellent platform for China’s technology
companies to test their products abroad, to enter new markets
and develop own global brands. Thanks to generous strategic
funding, Chinese companies can offer high-quality fiber optic
cables and digital technologies for much lower prices than their
Western competitors. Despite concerns in some Western coun-

tries for eventual security risks involved in networks and systems
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built by Chinese companies, many BRI countries choose the more
affordable options. The BRI helps Chinese companies to estab-
lish themselves as global technology champions and standard
setters. According Refinitiv, a company providing financial mar-
kets data, by early 2019 the BRI had captured 2,631 projects in
126 countries with a combined value of over EUR 3 trillion. How-
ever, due to hype-filled promises and lack of transparency it’s
impossible to estimate the actual scale of Chinese investments,
the number of projects that have been materialized, and the
extent of debt-dependencies that the projects have created in
BRI countries.

Chinese tech companies not only provide physical infrastruc-
ture for BRI countries, but also digital service platforms for do-
mestic and international e-commerce. Xi Jinping has also envi-
sioned the expansion of the digital Silk Road into frontier areas
such as nanotechnology, quantum computing and smart cities.
For example, the “City brain” system, that one of the Chinese tech
champions Alibaba has built to the Chinese city of Hangzhou, is
already duplicated in Kuala Lumpur. As the new networks and
services need to be safe and secure both from the users’ and
the governments’ point of view, Chinese firms provide cyber-
security solutions too. Clearly, the BRI projects enhance both

connectivity and control.
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China also builds a “Space BRI” based on its own global sat-
ellite navigation system BeiDou (Big Dipper). It already has a rel-
atively dense coverage over one hundred European, Asia-Pacific
and East African countries. The China Satellite Navigation Office
develops the BeiDou as an alternative to the GPS-system that is
owned by the U.S government. Overall, China uses the BRI as a
channel to influence the global standardization process of new
technologies. The Standardization Administration of China has
issued an action plan which aims to create uniform standards in
the realm of BRI for satellite navigation system and new technol-
ogies such as 5G and Al. Standards that are aligned with Chinese
technologies help Chinese companies to gain advantage in global
markets. The digital infrastructure and smart city projects provide
an excellent basis for the adoption of products that use Chinese
standards. The BRI is one of the platforms that enables China to
establish norms that conform to its conception of “harmonious”
world in which censorship and surveillance are the new normal.

For an aspirant global power, the current world is a much
more complex place than the Cold War world. Amitav Acharya
has described the emerging world order as multiplex: a world
with several parallel models of modernity, complex challenges,
and multiple actors - not only great powers - that matter. Chi-
na is undoubtedly a global economic power, and in the context
of Asia-Pacific it can be regarded as a regional power. But even
there, its influence is effectively balanced by Japan’s overseas

assistance, political Islam, and the efforts of the “Quad” (India,
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Japan, Australia, and the US) to promote Western liberal-dem-
ocratic development model for a “free, open, and inclusive
Indo-Pacific”. Also China’s domestic situation, in the first place the
rapidly aging population, counteracts China’s global rise. China
will remain a regional power, as the ancient Middle Kingdom was,

but with world championship in several strategically selected

Doctor of Social Sciences Outi Luova works as a University Lec-
turer and Vice-Director of the Centre for East Asian Studies at the
University of Turku. As one of the leading Finnish researchers on
China, Luova also acts as the Director of the Finnish University
Network of Asian Studies. She is reqularly published in leading

academic journals and writes op-eds for Finnish newspapers and
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Dealing with the Dragon:

The need to enhance Europe’s
Foreign policy resilience

The gravitational pull of China’s economy and the
investment flows coming from the Middle Kingdom
risk becoming a paralysing wedge for EU foreign
policy. To deal with it, the Union needs to enhance

its Foreign po|icy resilience.
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It has been said that the defining question of international pol-
itics of the 21st century is the rise—or return, depending on the
length of one’s historical perspective—of China as a great pow-
er (Allison 2017). Since the People’s Republic began to open its
doors to the world in the 1980s, China has become the second
largest economy in the world, trailing only the European Union
(EV). This has enabled Beijing to achieve impressive results in
the area of domestic economic development, but also to launch
geoeconomic megaprojects such the Belt and Road Initiative
(BRI). China’s meteoric economic rise has also enabled the coun-
try to become more assertive in the military domain. This can be
seen from the opening of China’s first-ever overseas naval base in
Djibouti in 2017, Beijing’s construction of artificial islands in the
South China Sea to create a de facto sphere of influence, and the
modern weapons systems it has developed.

In the US, China’s increasing power has caused analysts to
warn about the potential challenges that it is likely to pose to
American interests. It is also a challenge to the EU, despite the
fact that Brussels tends to view Beijing with less concern than
Washington. There is a sense in Europe that it is possible to co-
operate with China in the fields of international trade and invest
for mutual gain while standing firm in areas such as freedom
of navigation and human rights. Yet, Europe also has become
more aware of the potential negative effects that an increasingly
powerful China might have on it. This led the European Commis-
sion to describe China as Europe’s ‘systemic competitor’ in 2019

(European Commission 2019, p. 1). Yet, it is difficult to speak of a

26

common EU strategy on China as the individual member states
have so far tended to struggle to agree on a common line towards
Beijing—as they do on many other challenges as well. Although
the EU has a Common Foreign and Security Policy (CFSP) in prin-
ciple, in practice it has 28 national foreign policies that often do
not see eye to eye even on relatively trivial questions.

This article argues that the gravitational pull of China’s econ-
omy and the investment flows coming from the Middle Kingdom
risk becoming a paralysing wedge for EU foreign policy. More spe-
cifically, as China’s influence continues to grow in Europe, those
countries that have developed particularly close ties with Beijing
are unlikely to support the adoption of common EU positions
on issues sensitive to China. This means that the EU’s ability to
speak in one voice is likely to be even more difficult in the future
than it is today. To mitigate this risk, the EU needs to enhance the
resilience of its foreign policy—that is, its ability to avoid paral-
ysis due to external pressures. This could be done by increasing
the use of Qualified Majority Voting (QMV) in the EU’s Common
Foreign and Security Policy (CFSP), creating a European Securi-
ty Council (ESC), or launching a new Marshall Plan for financing
intra-European infrastructure development projects. The rest of
this article is divided into four sections. The first provides a brief
historical overview China’s rise, the second outlines the challenge
that an increasingly powerful Beijing poses to EU foreign policy,
the third proposes three mutually inclusive options on how the
EU could mitigate that challenge, and the conclusion provides

some final thoughts.
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China’s rise

The roots of China’s unprecedented rise trace back to the premier-
ship of Deng Xiaoping, who led the People’s Republic from 1978
until 1992. Deng has been described as the architect of modern
China’s ideology of ‘socialism with Chinese characteristics’—a
combination of Marxism and free market economics. During
Deng’s premiership, China began to open up to international in-
vestment and the global market, which has produced impressive
results. In 1980, China’s Gross Domestic Product (GDP) was US$
0.19 trillion or approximately the same as that of Greece or Portu-
galin2017. By 2018, it had grown to USS 13.6 trillion, making Chi-
na’s economy bigger than that of the US and second only to that
of the EU. This has enabled China to lift approximately 850 million
of its citizens from extreme poverty since the 1980s—a feat un-
precedented in wold history in terms of its scale and speed. The
engine of this growth has been China’s large population, cheap
labour, and an export-oriented economy. This has made China an
attractive destination for Western manufacturers, many of which
have relocated their production facilities to the country over the
past decades. In addition, Western consumers have been able to
enjoy relatively cheap Chinese consumer goods exports, which
range from clothing to electronics.

Due to the rapid development of China’s economy, the coun-

tryisincreasingly known also for its high-end technology exports.
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These include products such as smartphones and 5G equipment,
for which the Chinese telecommunications company Huawei has
become particularly well known in the West in recent years. It is
also home to a large number of software and internet-based busi-
nesses, such as Tencent and Alibaba. Artificial Intelligence (Al) in
particular is an area in which China is quickly becoming a world
leader. In 2017, for example, China passed the US as the largest
funder of Al research in the world. Furthermore, China is also a
world leader in the production of high-speed rail networks. The
country is home the longest and also most extensively used high
speed rail network in the world, which reached 29,000 km by the
end of 2018 and is being used by 1.33 million passengers daily.
China’s economic strength has also enabled the country to
become more assertive on the world stage. Especially under
President Xi Jinping, China has begun to pursue an activist for-
eign policy. An example of this is the BRI, which Xi launched in Ka-
zakhstan in 2013. The BRI is a massive infrastructure investment
programme that seeks to improve China’s connectivity to mar-
kets in Central Asia, Africa, South America and Europe. It finances
different kinds of infrastructure development projects around the
world, such as the development of the Belgrade-Budapest rail-
way and the port of Piraeus in Greece. However, the BRI is much

more than an instrument for financing connectivity projects.
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It has been described as ‘the Chinese plan to build a new world
order replacing the US-led international system’ (Magdes 2018, p.
5), and it has its own supporting institutions. These include the
Asian Infrastructure Investment Bank (AlIB) founded in 2015 and
the Silk Road Fund established in 2014. In addition to the BRI,
China’s increased power is also visible in the military domain.
In 2017, China opened its first overseas naval base in Djibouti.
In the same year, Russia and China held joint naval drills in the
Baltic Sea—the first time in history that the People’s Liberation
Army Navy (PLAN) has had a presence in the Baltic Sea. During the
recent celebrations to mark the 70th anniversary of the People’s
Republic, China showcased some of its new weapons systems.
These include a hypersonic missile and a stealth drone, sending
the message that China is quickly narrowing the West’s tradition-

al advantage in the area of military technology.
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The challenge to European unity

China’s rapid rise and its increasingly assertive behaviour on the
world stage has raised alarm in the West. The 2017 US National
Security Strategy referred to Beijing as a ‘competitor’ and ‘revi-
sionist power’ that challenges American power, influence, and
interests (White House 2017). This alarm derives partly from his-
tory because the rise of a new power that challenges the old order
has tended to coincide with increased tensions between the new
power and the established one—tensions that have often led to
war. Given that the US has been the most powerful state in the
international system since the end of the Cold War, China’s rise
has attracted attention especially among American foreign pol-
icy scholars. They have become particularly concerned about
the different kinds of “traps” that China’s rise might create. The
most discussed of these is the Thucydides Trap, which warns that
war is almost always the result when one great power threatens
to displace another from its throne in the international system.
Another is the Kindleberger Trap, which warns that internation-
al order might collapse if a rising power replaces another as the
world’s de facto leader but fails to take on the former leader’s role
as a provider of international public goods such as guaranteeing
the security of international maritime traffic.

In Europe, China rise is viewed somewhat differently than it is

in the US. Although Europe is aware of the challenges that China’s
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rise creates, Europe sees Beijing much less as a threat than Wash-
ington. This is because European scholars tend to see that the
continent has no interest in participating in a great power con-
flict if China and the US fall into the Thucydides Trap. The EU has
sought to base its relations with Beijing on pragmatic economic
cooperation while maintains a dialogue on more sensitive issues
such as human rights. The 2016 EU Global Strategy noted that ‘[t]
he EU will also deepen trade and investment with China, seek-
ing a level playing field, appropriate intellectual property rights
protection, greater cooperation on high-end technology, and dia-
logue on economic reform, human rights and climate action’ (Eu-
ropean Union 2016, p. 37-38). On the other hand, the Global Strat-
egy also made clear that the EU seeks to develop its relations with
China under existing international norms and principles, noting
that ‘[tJhe EU will engage China based on respect for rule of law,
both domestically and internationally’. It also underlined the EU’s
desire to pursue a united policy towards the BRI, noting that the
Union ‘will pursue a coherent approach to China’s connectivity
drives westwards’. However, the EU has also awoken to the po-
tential negative effects that an increasingly powerful China might
have on it. This led the European Commission to refer to Beijing
recently as ‘a systemic rival promoting alternative models of gov-
ernance’ (European Commission 2019, p. 1).

The biggest challenge that an increasingly powerful China is
likely to pose to Europe concerns its effects on European unity.
Europe often struggles to speak in one voice on the world stage.
Despite the impressive advances in the area of European foreign
and security policy cooperation since the 1970s, Europe still

finds it regrettably hard to agree on common positions even on
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relatively trivial questions—from the perspective of European in-
terests—such as Venezuela. The same concerns bigger challenges
such as Russia, which has often been able to use its role as an
important exporter of natural gas to many European countries
to undermine Europe’s efforts to maintain a united front towards
Moscow. China, however, is likely to be a challenge of far great-
er magnitude for Europe’s efforts to forge a common foreign and
security policy. The main reasons for this are the size of China’s
economy and the investment flows coming to Europe from Bei-
jing. Given the low rates of economic growth across Europe, many
countries on the continent have begun to view China as a increas-
ingly vital source of foreign investment. The downside of this is
that China has been able to use its economic power to build up its
political influence in Europe. This can be seen from the creation
of the 16+1 framework for economic cooperation between China
and Central and East European countries and Italy’s decision to
join the BRI in 2019 - the first G7 country to do so. It is also mak-
ing it increasingly hard for European countries to agree on com-
mon positions on issues that touch on Chinese sensitivities. In
2016, the EU debated how to respond to Beijing’s activities in the
South China Sea. Due to opposition especially from Hungary and
Greece, both of which have received generous amounts of Chi-
nese investment, the EU’s statement on the issue was weakened

to the point that it did not even mention China directly.
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Mitigation options

Dealing with China’s challenge to European unity requires Europe
to boost the resilience of its common foreign policy. Resilience
is a new Brussels buzzword that was popularised by the 2016
Global Strategy. It can be understood as the ability of an actor to
withstand different kinds of destabilising internal and external
pressures such political polarisation, disinformation attacks, ex-
ternal interference etc. Thus, this article proposes three mutually
inclusive options for the EU to enhance its foreign policy resil-
ience, which vary in terms of their level of ambition and political
feasibility. They are: (1) increased use of QMV in CFSP matters, (2)
the creation of a new ESC, and (3) the launch of a new European
Marshall Plan.

First, the EU could increase the use of QMV in foreign and secu-
rity policy matters. Atthe moment, the vast majority of EU decision
in this sensitive area are taken by unanimity among the member
states. As a result, EU foreign and security policy often tends to re-
flect the lowest common denominator, the course of action that is
acceptable even to the least enthusiastic member state. The con-
sequence of this is that the EU often struggles to speak effectively
on the world stage as even a single member states can theorati-

cally block common European action. As a result, the European
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Commission proposed in 2018 that the EU could expand QMV in
foreign policy in a limited way to cover three new areas: (1) the
adoption of EU positions on international human rights issues, (2)
the establishment of sanctions regimes, and (3) the deployment
of EU civilian missions (European Commission 2018). This would
enhance the resilience of common EU foreign policy by making it
easier for the Union to arrive in common positions, and to react
to behaviour by third actors that undermines the international
order. However, the difficulty with this step is that many small-
er member states, particularly from Central and Eastern Europe,
are against using QMV in EU foreign and security. They worry that
QMV would further increase the influence of big member states
and lead to the creation of a two-tier Europe.

Second, European countries could create an ESC to make it
easier for them to act collectively on the world stage. The idea
of creating some kind of ESC has been around since the 1980s.
However, it started to receive mainstream attention only from
2017 onwards, particularly from political leaders in Germany and
France. The basic premise behind the ESC idea is that Europe
needs a new structure that would help it respond to internation-

al developments and to plan for long-term strategic challenges.
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At the moment, no official ESC blueprint exists, expect for the
ones that have been produced by think tanks and academia.
However, the basic choice seems to be between two types of
structures: (1) an ESC that would be created within the EU’s exist-
ing institutional framework, or (2) an ESC that would be created
outside the Union. Germany in particular has signalled interest
towards the latter kind of ESC, particularly because it would re-
duce the threshold for post-Brexit UK to participate in it. An ESC
could be beneficial for European foreign policy because it could
help Europe project a more unified front on the world stage. When
European leaders meet with their counterparts from China or the
US, for example, they could do so as representatives of a broader
ESC by inviting leaders from other European countries to partici-
pate in these visits — as French President Emmanuel Macron did
in 2019 when he met China’s President Xi in Paris. The ESC could
also help big European countries assume a greater leadership
role for European policy.

Third, the EU could launch a new European initiative for financ-
inginfrastructure development projects in the member states — a
Marshall Plan 2.0. China has been able to develop its influence
in Europe due to the continent’s sluggish economic growth and
limited availability of financing for big development projects. Bei-
jing has been able to step into the financing vacuum especially in
Central and Eastern Europe, but to some extent also in Southern
and Northern Europe. Therefore, the EU should consider a new
infrastructure financing initiative to create an alternative to Chi-

nese funding for European countries. The purpose of the initiative
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would be to make European countries less dependent on Chinese
investment in order to decrease Beijing’s ability to drive an indi-
rect wedge to the formulation of common EU foreign policies on
certain issues, and therefore improving the EU’s general foreign
policy resilience. It would essentially follow the same strategic
logic as the original Marshall Plan, which was launched by the
US following World War Il to facilitate Europe’s recovery, thereby
making it less likely that Western European countries would fall
under Communism. In recent, it has become popular in the EU to
call for different kinds of Marshall Plans such as a ‘Marshall Plan
for Africa’. However, the Marshall Plan that is perhaps needed the

most today is another Marshall Plan for Europe.
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Conclusion

This article argued that China’s rise as a global power poses a
difficult challenge to the unity of EU foreign and security policy.
More specifically, the gravitational pull of the Chinese economy
and the investment flows coming to Europe from the Middle King-
dom will make it harder for the EU to speak in one voice on the
world stage. This is because EU countries that benefit from their
relations with China will think twice before supporting common
European positions that might go against Beijing’s interests. In
other words, Chinais likely to become a wedge that can indirectly
paralyse the EU’s foreign policy machinery even more that Rus-
sia’s natural gas pipelines.

To mitigate this challenge, the article proposed three differ-
ent but mutually inclusive steps that the Union could take. These
were (1) increased use of QMV in CFSP matters, (2) the creation of
an ESC, and (3) the launch of a new European initiative for financ-
ing infrastructure development projects. If implemented, these
measures would contribute towards enhancing the EU’s foreign
policy resilience, its ability to withstand different kinds of inter-
nal and external pressures. However, they do not come without
challenges of their own. Many smaller EU countries have already
expressed opposition to more active use in QMV in EU foreign pol-
icy because they see that it would further empower the big coun-
tries—France and Germany. The creation of an ESC will be diffi-
cult for the same reason if participationin it would be limited only
to a small group of European countries. If it is unfeasible to take

these steps within the EU framework, a solution might be to take
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them outside the Union—for example, by launching an ESC that
would adopt positions on behalf of the participating countries by
QMV. With regards to the new European infrastructure initiative,
the key challenge would be its funding—that is, where would the
money come from? As the wealthiest country in Europe, Germany
would certainly have to contribute a sizable sum a money into it.
However, this would not be enough, and it would be politically
unsustainable to rely too heavily on money from any one mem-
ber state. Thus, the initiative should also include privately invest-
ed money. This would likely reduce the threshold for European

countries to launch it.
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China is challenging
other players in
the Arctic

The Arctic area is quickly shifting from a cold border-
land to one of the hotspots in global politics. The area
is attracting an increasing number of interested
nations and other players, in addition to the tradi-
tional actors in the region. A fitting example of this

is China’s increasing presence in the Arctic.
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The Arctic, traditionally regarded as a remote borderland, has
lately gained international attention especially due to climate
change. The phenomenon of global warming, having most immi-
nent effects in the Arctic, is now causing the melting of glaciers
at an unprecedentedly high speed. It poses the risk of global sea
levels elevating up to 70cm by the end of this century. Evident-
ly, this would create catastrophic social, economic and environ-
mental consequences. Residents of coastal areas in Europe and
elsewhere would end up losing their homes, while changes in
local climates would be starker and more unpredictable. Flood-
ing, hurricanes and heat waves could even render parts of Europe
uninhabitable.

Paradoxically, these changes in the climate are now present-
ing new avenues for business, namely in the form exploiting the
resources found in the Arctic area such as gas, oil and rare miner-
als, and with the opening of new transportation routes. Naturally,
this all would influence the amount of political, economic and

military activity in the area.
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China’s roadmap of creating
a new Arctic Silk Road

In January 2018, China published their first official Arctic policy
in the form of a white paper. According to this strategy roadmap,
China defined itself a “Near-Arctic-State”. Furthermore, the paper
stated that the Arctic area is a global issue, which cannot be left
only to the Arctic states. China recognises the sovereignty of Arc-
tic governments but states, that according to the United Nations
Convention on the Law of the Sea (UNCLOS) and international
law, other countries are entitled to conduct scientific research,
maritime navigating, freedoms of the air, fishing and undersea
cables, in addition to searching and exploiting natural resources
found in the area.

Scientific research is still in the focal point of China’s public
agenda, but economic interests have now gathered more atten-
tion and public coverage. The Arctic white paper also defines
China’s desire to incorporate the Arctic region to their new Belt
and Road Initiative (BRI), a development project in which Chinais
investing up to 900 billion euros in railroads, harbours and other
infrastructure in 65 countries all around the globe.

The official objective of this project is to connect China to Eu-
rope and Africa, improving trade and economic integrity between
China and its partners. According to the Chinese, the initiative
benefits not only China, but all participating countries. Yet, the
initiative can also be seen as China’s ambitious plan to increase

the country’s global influence.
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China’s huge economy is fueled by imported energy, and thus
it is concerned of shipping routes, which it considers to be over-
seen by the United States (US) Navy. The Northern Sea Route
(NSR) is not under US control, and Russia’s economic interests
are driving towards opening the route as soon as possible. Hence,
the seaway’s strategic importance is growing in the future, only to
be accelerated by climate change. Thus, it may become a worthy
alternative to current shipping routes, possibly having a radical
influence on global sea trade.

In addition to the Northern Sea Route, China is also interested
in the Northwest Passage (NWP), which runs through the Canadi-
an Arctic Archipelago and due to melting glaciers, also possibly
through the central parts of the Arctic Ocean. China’s potential
interestin the NWP would make it involved in the ongoing dispute
between Canada and the US over the passage’s status: Canada
claims sovereignty over the straits within the archipelago, while
the US regards them as a part of international waters.

A great deal of uncertainty is still surrounding the time frame
and impact of Northern Sea Route (NSR) becoming a globally rel-
evant shipping route. Estimates predict the route to be accessible
year-round without the help of icebreakers in the 2040s or 2050s.
Although, similarly to other Arctic routes, the Northern Sea Route
would remain dangerous and difficult to navigate even in the ab-
sence of ice. In order to succeed, the route would require sizable
investments in harbour infrastructure and search-and-rescue ca-
pacity. In addition, the possible political and technical challenges
set by Russia further complicate the potential implementation

of the project.
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Regardless of this, Chinese businesses have a positive out-
look of the possibilities of the NSR. The route would shorten
the crossing to Europe by 10 days while not being occupied by
pirates. COSCO, a Chinese shipping company has already oper-
ated on the Northern Sea Route during the summer, and Chinese
investors have been quick to take part in the planning of the
Kirkenes-Rovaniemi -railway and Helsinki-Tallinn -tunnel railway
projects. Together all these initiatives would connect China to the
EU Internal Market via the Arctic. In the future, China would ef-
fectively have access to an efficient and reliable railway connec-
tion from the Arctic Sea to the Mediterranean, from the Kirkenes
harbour in the north to Mediterranean ports of Trieste and Pireas,
effectively making China’s Belt and Road -initiative a Road, Belt

and Circle -project.
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The Arctic is connecting Russia’s oil and gas
to China’s growing economy

In the recent years, China and Russia have increasingly searched
for new ways to cooperate in the Arctic region. The 2017 joint
statement of China and Russia was published just before the
Hamburg G20 summit. It announced strengthened cooperation in
transportation, scientific research, energy resources, tourism and
environmental protection between the two countries in the Arctic
area. China is in fact quite dependent of its continuous coopera-
tion with Russia, which is quite self-evident after a simple glance
at the World map. The Northern Sea Route runs parallel with Rus-
sia, while connecting China to Europe and Northwest Europe.

Sanctions posed on Russia due to the illegal annexation of
Crimea and the conflict in Eastern Ukraine have coerced Russia
into looking towards China for support and investment. China
has also shown its interest in developing the region, demonstrat-
ed by examples in Norway and Finland.

Russia’s relationship with China has tensions, despite its dire
need for investment. China’s interest in the region is not limited to
science, trade, natural resources and infrastructure, but expands
to the global role of creating a new connection between China

and Northern Europe, independent of the US. Russia considers

46

China as a vital trade partner and investor, which it tries to utilise
in order to develop the economic growth of Siberia and Russian
Far East. However, this cooperation poses a strategic challenge.
Russia will want to maintain the possibilities to monitor and con-
trol the Northern Sea Route, which is challenged by China’s ambi-
tions of developing its own fleet of icebreakers and China’s stance
of free mobility in the Arctic Sea. Hence, the cooperation between
the two countries can be described as utilitarian relationship,
where neither party knows how long it will continue to go on.
Especially regarding the energy sector, China is an important,
if not the most important, partner for Russia. In 2014, the two
countries’ national oil and gas companies, Gazprom and CNPC,
concluded a 400-billion-euro natural gas deal in which Russia
agreed to provide China with natural gas for a minimum of 30
years. EU sanctions halted Western investment in 2017, which
were partly replaced by Chinese investments. For example, the
Jamal FNG -project got new investors in the form of the CNPC and

China Development Bank.
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China's interests in ather Arctic areas

Iceland was the first European country to establish a free trade
agreement (FTA) with China in 2013. China’s GDP dwarves that of
Iceland’s by 500 times, implying that trade alone was of second-
ary importance in the deal. Iceland is a strategically important
target to China to emphasise their interest and willingness in Arc-
tic cooperation. The China-lceland joint Aurora research founded
in 2018 was a part of this new cooperative relationship. As a mat-
ter of fact already in 2011, a Chinese private business owner even
attempted to purchase a significant part of Iceland’s territory for
commercial purposes, This attempt was intercepted by the Ice-
landic government and later abandoned.

Relations between Norway and China had been strained
for many years, ever since Norway’s Nobel committee decided
to award the Chinese dissident Liu Xiabo with the Nobel Peace
Prize in 2010. The situation was normalized in 2016 and the FTA
negations were resumed.

China’s advances regarding FTAs in Europe have particularly
taken place with countries outside the EU, as trade negotiations
with the Union itself have not been established due to political
reasons, such as state aids, free competition, trade regulation and
intellectual property rights. However, relations between China
and the EU are tight and the importance has only strengthened
during the last years. In October 2019, the Chancellor of Germany
Angela Merkel announced that one of the most important themes
during Germany’s Presidency of the Council of the EU of 2020 will
be cooperation between EU and China.
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In 2018, during the 20th summit between the EU and Peo-
ple’s Republic of China, the bilaterally important companion-
ship and cooperation was highlighted. Europe is China’s largest
trade partner, and respectively China is EU’s second largest trade
partner. The value of daily joint trade between the two exceeds
1,5 billion euros.

The increase in Chinese activity has also faced opposition.
The attempted purchase of land in Iceland was toppled by the
Icelandic government. Elsewhere, Denmark which oversees
Greenland’s foreign and security politics has expressed its con-
cern over China’s growing influence and activity in Greenland,
ranging from readiness to build a research centre to renewing
airports. In addition, China is especially interested in the region’s
rare minerals. China’s own raw material supplies may be depleted
in a couple of centuries, due to unsustainably excessive exploita-
tion. A new dimension to the conversation rose up more recently
with President Trump’s announcement of willingness to purchase
Greenland entirely.

This otherwise surprising announcement did have a positive
impact of rising general awareness and interest in the Arctic area.

China has also expressed its interest in the US territory of
Alaska. In spring 2017, having met president Trump the Chinese
president Xi Jinping paid a visit to Anchorage, where he met the
governor of Alaska. Consequently, at the end of the year, the Chi-
nese state-owned enterprise Sinopec announced a 43-billion-dol-
lar deal on a gas pipe project in Alaska. However, due to tensions
between the US and China, this project has not advanced and
the company has announced that it is no longer interested in

building the pipeline.
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Arctic Governance and China

During the 2013 Arctic summit ministerial meeting, China was ac-
cepted together with Singapore, India, Japan, South-Korea and
Italy as an observer of the Arctic council. EU’s similar request was
then declined due to Canada’s resistance and the situation has
remained same ever since, especially due to Russian opposition.

China’s membership as an observer could not have been taken
for granted, for example due to Russia’s concerns. Russia’s mis-
trust was based on the fear of how granting China or EU an official
membership status would consequently diminish the position of
other member states in the Arctic council. However, Russia later
changed their stance on China’s membership and has now con-
centrated its efforts on preventing the EU being granted an ob-
server status in the council.

The general US sentiment towards China has become increas-
ingly more negative and especially with regards to China’s posi-
tion in the Arctic council. The US regards China as a gatecrasher
and does not agree to its definition of a “Near Arctic State”. The
US argues that China has attempted to merely gain an Arctic iden-
tity, without the geological position to back up this claim. Fur-
thermore, the main focus of the US’ China policy has ever more
clearly become stopping the growth of global Chinese influence.

This has been conveyed by Foreign Minister Pompeo’s state-
ments at the Arctic council’s ministerial meeting in Rovaniemi in
May 2019, in which he condemned the actions of both Russia and
China. President Trump has also had a stark opposition towards

China’s actions in the Arctic. This stance was further confirmed
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during Finnish president Niinistd’s visit to the White House in Oc-
tober, where in the joint declaration president’s stated that “Arc-
tic should be governed by the actual nations of the Arctic”.

China, however, has been moderate in their comments. It has
emphasised its objectives in the Arctic region to consist of under-
standing, protecting, developing and taking part in governance
of the region, in order to secure the interests of all Arctic nations
and the international community, and promote sustainable de-
velopment in the region. China has also declared its compliance
with all legal and political standards. For example, China has
confirmed to adhere to the Svalbard Treaty, the United Nations
Convention on the Law of the Sea, the International Maritime
Organization’s Polar Code and the pre-emptive ban on fishing in
high seas portion of the Central Arctic Ocean. This is an area that
is roughly 2.8 million square kilometres in size: about the size of
the Mediterranean Sea.

This historic agreement, signed in 2018, includes the EU, Cana-
da, the People's Republic of China, Denmark (in respect of Green-
land and the Faroe Islands), Iceland, Japan, the Republic of Ko-
rea, Norway, the Russian Federation and the US.

Respectively, China does not want to come across as a silent
and weak player in an area which is growing in geopolitical and
economic importance due to climate change. One could specu-
late that China’s main concern would consist of the Arctic Coun-
cil countries, especially the US and Russia, allocating the area’s
natural resources and influence between themselves. The central
question is, how long will China be contempt holding the ring,
and when it will start demanding recognition in Arctic affairs?

Furthermore, what will be the consequences if China is not let in?
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What next?

The release of the Arctic strategy was the first public statement of
China’s Arctic ambitions. As a result, other countries are keeping a
closer eye on China’s advances in the area. China’s operations in
the region will not only interest the member states and observers of
the Arctic Council, but also neighbouring countries of South-Korea
and Japan, both which are attempting to create their own strate-
gies with regards to the Arctic. Since 2016, China, South-Korea and
Japan have arranged trilateral meetings among their representa-
tives of Arctic affairs, in order for information exchange.

China’s activity in the Arctic has also laid emphasis on scien-
tific research on climate change, although the underlying causes
behind the actions are clearly economic ones. The BRI can now
justifiably be described as a “Belt, Road and Circle” project, which
binds the upcoming Arctic network more closely to China’s nebula
of global influence. The Arctic region’s role in the China’s global for-
eign policy has changed, and all nations from the US to the EU must

consider China’s upcoming plans and actions in the Arctic area.

Searching for EU's Arctic Policy

One can reasonably ask, where is the EU’s Arctic policy now? Three
EU member states, namely Denmark, Finland and Sweden, are Arc-
tic countries, and half a million EU citizens live in the Arctic region.
The Arctic has been a part of EU for decades and will continue to be

so evermore. Geopolitical shifts are now leading us to a situation
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where EU itself must more clearly define its diverse objectives in
the Arctic, ranging from environmental protection to economic ac-
tivity and security policy.

Stability, sustainable use of natural resources and the regions
importance in fighting against climate change make the Arctic an
area of paramount importance. Hence, the EU must systematically
include the Arctic area in all segments of policymaking and bring
it to the mainstream of politics altogether. The general objective
for EU in the Arctic should be ensuring multilateral and rules-based
order in the region, which ultimately would benefit all actors in the
region. Cooperation with the US, Russia and China is imperative in
order to achieve this.

The Arctic is no longer a cold and remote borderland, but in-
creasingly in the locus of geopolitical and geo-economic policy-
making. Hence, the EU must have its own Arctic strategy, which
defines the Union’s objectives for the future of the region. This
strategy must entail climate protection, sustainable development,
understanding the wishes of local populations and taking part in
peaceful cooperation with all parties in order to achieve security,
stability and prosperity in the region. A safe, stable, sustainable and

prosperous Arctic is important not only to the EU, but to the world.
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n BIT We Trust? -

Protection of Finnish

nvestments in China

In the era of globalized economy and value chains,
investing in offshore-production and diversifying
investment portfolios globally has become a
commonplace solution for many companies. The
volume of cross-border investments has increased
rapidly, and so has the need for transparent rules for

protecting these investments.
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The first international investment agreement (II1A) was signed
in 1959 between Germany and Pakistan, with earlier bilateral
agreements between states also referring to the treatment of
investments. Since then, international investment agreements
have been multiplying to now cover most of the cross-border in-
vestments in the world economy. Majority of the law concerning
cross-border investments now stems from thousands of bi- and
multilateral investment agreements with treaty formulations at
the center of individual cases of interpretation. However, general
principles of international law concerning investments also hold
animportantrole. No investment treaty is interpreted inisolation,
but under the auspice of the general framework and principles of
international law and international investment law.

Finland is a contracting party in a wide range of Bilateral In-
vestment Treaties (BIT), including one with the People’s Repub-
lic of China. The scope of the Sino-Finnish BIT is broad, with the
notions of investment and investor described open-endedly.
This asserts the BIT-protections further than a narrow definition
would. Regarding the substantive protections of the Treaty itself,
the Sino-Finnish BIT entails the most used standards, and most
of them in a very standard form. The only clear shortcoming in
the Sino-Finnish BIT’s set of substantive protections is the lack
of pre-establishment national treatment, which would require
the contracting countries to treat prospective investors from
the contracting party with the same rules as they treat domestic

investors.
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However, in a broader sense, the Sino-Finnish BIT has the same
problems as many other BIT’s. Even if the agreement entails most
of the substantive protections known in international investment
law, many of them are not in any way qualified. Therefore, the
substantive protections are not clearly defined and especially the
non-relational standards are open to interpretation, which cre-
ates legal uncertainty from the perspective of the investor, and an
unclearly defined limitation to sovereign State’s right to regulate.

Therefore, it can’t simply be stated that the protection of
Finnish investments in China and vice versa are comprehensive
because the relevant BIT offers certain set of protections. Rath-
er it should be noted that the set of protections is available, but
due to a self-contradictory body of arbitral awards and differing
academic opinions, the specific scope of these protections is of-
ten unclear - and so is the level of protection. The patchwork of
standards in the Sino-Finnish BIT could have loopholes which

only become evident in individual cases.
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Where to sue? Arbitral Jurisprudence and
Investment Treaties

The rise of direct investor-State arbitration is the product of dis-
pute settlement clauses in many modern international invest-
ment agreements. This creation of the subjective rights to the in-
vestors and their decentralized enforcement mechanismis one of
the unique characteristics of international investment law. Since
the 1990’s, the arbitration clauses have predominantly been in-
terpreted as “a unilateral offer by host States” that directly allows
the investors to institute arbitral proceedings to defend their
rights in the international level.

In many BIT’s that EU Member States have with China, inves-
tor-State dispute settlement arbitration is subordinated to the
exhaustion of local review procedures and/or limited by a waiting
period. In the Sino-Finnish BIT, investors are limited by a three-
month waiting period, during which the dispute should be settled
“amicably”. Only after this waiting period can the dispute be sub-
mitted either to a local court, International Centre for Settlement
of Investment Disputes (ICSID) or ad hoc arbitral tribunal. The tri-
bunal, unless otherwise agreed upon, will operate under the Unit-
ed Nations Commission on International Trade Law (UNCITRAL)
rules. The BIT doesn’t put any other limitations on the choice

of forum, so the investor has a strong set of options at disposal.
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The BIT states that in settling the dispute, applicable law is the
law of the Contracting Party involved in the dispute, so with the
case of Finnish investments in China, the Chinese law, along
with the BIT and the rules of international law applicable to both
Contracting Parties.

What one can’t read from an individual BIT is that many ar-
bitral tribunals have accepted the possibility of importing more
favorable procedural clauses from other BIT’s through the most
favored nation (MFN) clause of the applicable BIT. With China and
Finland, this possibility exists. Both countries have other BIT’s,
which do not stipulate a three-month waiting period, and MFN
standard is provided by the Sino-Finnish BIT. A convincing body
of arbitral awards and academic writing confirms that that Finn-
ish investors can submit a dispute to local Chinese court, ICSID or
ad hoc arbitral tribunal without the three-month waiting period
outlined in the BIT. Therefore, the protection of investments is in
this regard stronger than what would appear from the BIT, and
what the contracting parties seemingly agreed to when entering
into the BIT.
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Criticism and Reflections

Numerous concerns have been raised in the public and political
discussion about international investment protection and inves-
tor-States arbitration. Some of these can be categorized as out-
right protectionist, but many shed light to a complex and multidi-
mensional debate around foreign direct investments and the role
of public actors in governing them. At the heart of the discussion
lies to roles and power of public and private actors and the per-
ceived “character” of international investment agreements. Are
investment treaties akin to human rights treaties which promote
the international rule of law? Or do they instead undermine the
regulatory autonomy of host states and protect narrow corporate
interests at the expense of the public?

The discussion is heavily politicized. It seems the approach of
an individual towards international investment agreements can
often be traced back to how the person views the role of the state,
private property, and society at large.

Part of the criticism arises from certain arbitral awards where
investments protection standards have been given a broad in-
terpretation, thus indirectly limiting the right of governments to
regulate in the public interest. To provide an example, the Protec-
tion and Security standard is sometimes considered to account
to an obligation to provide a stable legal environment and to a
prohibition of regulatory changes that exceed certain magnitude.
The same criticism is present with other non-relational stand-
ards, such as Expropriation and Fair and Equitable Treatment.
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Especially in the case of the earlier-signed BIT’s, the contracting
parties can certainly not have predicted the exact scope of the
protections and clauses they have included in the agreements.
Thus, the limitations these BIT’s currently pose to the state’s right
to regulate could be more than the state itself decided to enter
into. This is obviously deeply problematic.

Second string of criticism stems from the lack of transparency
in investment treaty negotiations and enforcement. Third can be
construed from the so-called private enforcement mechanism,
which characterizes international investment law. It’s the view
of many that in investor-State disputes arbitrators are entrusted
with “more than just a private dispute”, and the current system
doesn’t sufficiently consider this aspect.

Some other critique is less convincing. Among these are gener-
al criticisms toward capital flows and cross-border investments.
It should be recalled, that trade and investment liberalization has
lifted tens if not hundreds of millions of people from poverty -
even if the impact of financial openness and FDI flows does differ
between countries and is dependent on their domestic environ-
ment. There certainly is room for improvement in international
investment law and how it’s enforced, but it seems all but pro-
ductive to follow the lead of certain researchers and attack global
capitalism as a whole in the international investment law context.
If we want to find and fix the pressing issues in international in-
vestment law, the most productive starting point is not a weak-
ly-reasoned ramble on ethical-deficit and perceived neo-liberal
hegemony, but a pragmatic de- and re-construction of the cur-

rent system, followed by set of workable solutions.
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EU Investment Policy - A New Era for Finnish
Investors in China?

Following the entry into force of the Treaty of Lisbon in 2009,
foreign direct investment is included in the list of matters falling
under the common commercial policy. The EU now has exclusive
competence to negotiate on foreign direct investment.

Even though Member States lost their competence to engage
in bilateral investment treaties with third parties as result of the
Lisbon treaty, the agreements already conducted remain in force.
The Member States also have the right to negotiate and engage
in new BIT’s when the European Commission specifically gives
them a permission to do so. This exception could be relevant e.g.
in cases, where some of the BIT’s now in place either lapse or are
terminated and the EU can’t provide a replacement.

Member States are required to take the necessary measures to
eliminate possible incompatibilities between EU law and bilateral
investment agreements concluded between Member States and
third countries. The approach of the EU is that these bilateral in-
vestment agreements will gradually lose their significance, since
the EU is entering into new treaties with investment provisions.

The EU is currently negotiating an investment treaty with
China with negotiations launched in 2013. The EU-China negoti-
ations are aiming for a stand-alone investment agreement that
does not include trade issues, but its scope is considered to go
beyond the current investment protection dimension to cover

also market access.
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However, as of now, there are no frameworks in place for deal-
ing with disputes arising from investments between the EU and
China. Instead, there are 26 BIT’s between China and EU Member
States. From the perspective of the EU, the situation with China,
an important trading partner, is challenging. According to the
European Commission, there are clear discrepancies between
standards of protection granted by the various existing BITs with
China. The patchwork of BIT’s results in an uneven level of pro-
tection for investors from different Member States. One example
of this is Sweden, which was the first country in the world to sign
a BIT with China in 1982. The agreement, perhaps due to its age,
lacks some of the protections found in newer BIT’s. Additional-
ly, most of the BIT’s not include market access provisions for the
pre-entry phase, which is also the case of the Sino-Finnish BIT.
Pre-entry National Treatment would, however, be important in
order to to ensure that European investors have the same market
access as Chinese domestic investors. As of now, this is far from
the truth.

The future investment policy approach of the EU is not yet
entirely clear due to a very limited amount of on-going and fin-
ished negotiations. The EU has not issued its own Model BIT,
which would give clearer indication of its objectives. However,
concerning dispute resolution, the European Commission has in-
dicated that it wants to reform how disputes about investments
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are settled. It’s leading efforts to set up a multilateral investment
court, permanent Investment Court System (ICS), to rule on in-
vestment disputes. It also favours the introduction of clearer and
more precise rules on investment protection. This new policy can
be characterized as institutionalization of the dispute settlement
mechanism. Behind it lie the transparency concerns often raised
regarding investment-State arbitration and political pressure.

This new approach is visible in the Canada-EU trade agree-
ment (CETA), which also includes investment protection clauses.
In CETA-based investor-State arbitration all documents will be
made publicly available, all hearings will be open to the public,
and interested third parties, such as NGO’s, will be able to make
submissions. In CETA, some of the substantive protections con-
sidered more problematic are more concisely formulated and
their scope is specifically limited. The standard of Fair and Equi-
table Treatment has been limited to a closed list, which refers to
e.g. denial of justice, arbitrary conduct and breach of due process.
The notion of indirect expropriation has, in turn, been explained
in detail in an annex. Other substantive protections are also more
clearly defined in comparison to the Sino-Finnish BIT.

Concerns regarding the right to regulate have also been ad-
dressed in CETA. In the preamble of the agreement, the parties
stateanintention to preserve theirright to regulate and to achieve
legitimate policy objectives, such as public health, safety, envi-
ronment, public morals and the promotion and protection of cul-
tural diversity. What is also new, is EU’s and Canada’s competence
to issue binding clarifications on how CETA provisions should be
interpreted. Tribunals are obliged to follow these clarifications.

Therefore, answer to the question posed in the subtitle is

two-fold. On the other hand, EU’s bargaining power - which far
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exceeds the Finnish one - enables a more coherent set of sub-
stantive protections and perhaps can mend some of the loop-
holes in the Sino-Finnish BIT. At the moment, most substantive
protections in existing EU Member State BITs with China are lim-
ited to provisions dealing with protections once the investment
has been made, and do not address the question of market ac-
cess for prospective investors. This is also the situation with the
Sino-Finnish BIT. An EU-China investment agreement would offer
the opportunity to have a full comprehensive and uniform agree-
ment and address these issues.

On the other hand, the EU seems to have adopted a position of
strictly controlling and thus limiting the scope of the substantive
protections, as described above. When, or rather if, the China-EU
investment agreement will be finalized, it may well grant Finnish
investors extra-protections and bring legal certainty. At the same
time, it most likely introduces limits to arbitral jurisprudence and
interpretations of non-relational standards of protection, like
it did with CETA. From a general policy perspective this is posi-
tive. It’s most favourable that public actors know what they’re
getting into when signing international agreements and outline
limits and directions on how the agreement should be interpret-
ed. However, ad hoc and other arbitral tribunals seem to have
sometimes adopted a broader definition of various BIT clauses
than what the parties to the agreement might have expected.
This means that the new EU policy of defining substantive pro-
tections clearly, refraining from the use of ad hoc tribunals, and
pre-selection of arbitrators with an increased focus on their com-
petences, could well grant investors a more limited protection in

individual cases.
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Conclusions and Discussion

As a conclusion it can be said that in comparison to many other
cross-border investment situations, the Sino-Finnish BIT offers
comprehensive protections. However, the deficiencies of the in-
ternational investment law, highlighted by the vast body of criti-
cism, are present also in the context of China and Finland.

The EU investment policy, with its aim of clearly defining and
limiting substantive protections and increasing transparency in
arbitral proceedings, could well prove a positive development
also in the context of China and Finland, even if the whole current
set of substantive protections would not be present in the future
Sino-EU BIT.

From the perspective of an individual investor, the EU Invest-
ment Policy will definitely mark a new era, but that era should
rather be described as a one of public actors taking back control

of BIT interpretations - not an extension of investors rights.
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Concl usions

What to expect, if you're
expecting China to change?



Until quite recently, many prominent observers in the West were
expecting China to transform politically. They saw that it would
be only a matter of time until the Middle Kingdom would start to
democratise and become a liberal democracy. This expectation
has been anchored in the theory of modernization, according to
which democratization becomes more likely as the prosperity of
a society grows. The reason for this is that higher levels of pros-
perity tends to increase the size of the educated middle class, a
segment of society that has historically been a vocal advocate of
greater civil liberties.

In his now famous The End of History? -article, American politi-
cal scientist Francis Fukuyama wrote, as the Cold War was coming
to an end, that it was hard to believe that the Chinese students
who have studied abroad would settle for China being the only
country in Asia unaffected by the larger trend of democratization,
which was then sweeping across Europe. In hindsight, the period
that preceded the publication of Fukuyama’s article in 1989 may
actually have been the high-point of political freedoms in China.
Since then, the freedom of media and academics has deteriorat-
ed significantly, especially in recent years. The 2019 World Press
Freedom Index, for example, ranked China 177th from a total 180
countries -the only ones trailing it were Eritrea, North Korea and
Turkmenistan. With reportedly over 600 million surveillance cam-
eras, Artificial Intelligence (Al) and full control of citizens’ digitally
connected lives, China is becoming a surveillance state.

Not even the Chinese students that Fukuyama was referring
to have been able or even willing to change the current trajectory
of China’s political development. In fact, many in the West have
warned that Beijing may be winning the contest over the hearts

and minds of its young people who spend time abroad. Rather
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than making Chinese young people more liberal in their political
outlook, studying in the West may instead be arousing greater
nationalism and disdain for the host countries (Fish 2018). Re-
gardless of the importance attributed to the role of students, mil-
lennials and China’s growing young middle class in the country’s
possible democratization, it is worth noting that foreign studies
have not unequivocally led Chinese to become more positively
attuned to democratic societies and democracy as a political sys-
tem. In the minds of these students, illiberalism has survived its
first contact with liberalism.

It can therefore be argued that the West’s traditional approach
to China, based on the expectation of eventual democratisation,
has failed. It has been even dangerous because it has dulled stra-
tegic thinking about how the West should handle an increasing-
ly powerful China. This is the case particularly in Europe, where
many policy makers used to work under the assumption that Eu-
rope’s own cosmopolitan values and principles would enable it
to facilitate positive change on the international stage. Thus, it is
only now that Europeans are beginning to question old dogmas
and think seriously about how the continent should engage with
a large and wealthy authoritarian country that aspires to global
leadership.

Although progress has already been made, Europe’s China
policy needs to be sharpened further. The EU is already taking
steps in this regard as evidenced by the European Commission’s
recent characterisation of China as a systematic competitor. How-
ever, China’s rise as a global power poses a difficult challenge to
the unity of EU foreign and security policy. The gravitational pull
of the Chinese economy and the Chinese investment flows are

likely to make it even harder for the EU to speak in one voice on
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the world stage, especially on issues that are sensitive to China.
This is because they allow Beijing to also increase its political in-
fluence in Europe, as demonstrated by the creation of the 16+1
(now 17+1) framework between Beijing and Central and East Eu-
ropean countries.

To move forward, this publication calls for three “resets” in
Europe’s China policy. The first reset concerns Europe’s approach
to the Belt and Road Initiative (BRI). European countries and the
EU need to understand that the BRI is much more than simply an
instrument for financing different kinds of connectivity projects
across the world. It is, in fact, the Chinese plan to build a new
world order replacing the US-led international system and should
be treated as one.

The second reset should be to comprehensively observe the
opportunities and challenges that China carries with it. This
means more focus on the concrete efforts China is pursuing e.g. in
Europe, in the Artic and in the developing world - not just in dip-
lomatic memos, but in the public eye. It needs to also mean ob-
serving China’s domestic development more closely. In Brussels,
there is an ever-ongoing cry about the lack of high-quality and
widely read journalism on EU affairs, but perhaps that cry could
be replaced with a similar cry concerning China. A partial solution
for this would be if the Union began to fund independent research
and China as well as Chinese language training in Europe.

The third reset concerns EU foreign policy. There is a grow-
ing need to enhance the resilience of EU foreign policy, namely
its ability to with-stand different kinds of internal and external
pressures. This reset is not only driven by the new assertiveness
of China. Rather, it is driven first and foremost by the EU’s con-
tinuing inability to act effectively on the world even when faced
with relatively trivial challenges—if the Union cannot speak

in one voice when dealing with a hermit like Nicolas Maduro’s
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Venezuela, there is no hope that it could develop an effective
common approach towards major strategic challenges such as
Russia and China. The EU’s foreign policy resilience could be en-
hanced through an increased use of qualified majority voting in
Common Foreign and Security Policy (CFSP) matters, the creation
of an European Security Council, and the launch of a new Euro-
pean initiative for financing infrastructure development projects.
However, these resets are not sufficient unless they translate
into shifts in the EU’s concrete policy approach to China also in
other sectors. In the ongoing investment treaty negotiations, to
give one example, the EU’s negotiation mandate should clearly
reflect the newly found understanding of China as a systematic ri-
val. On the other hand, when considering the permits and cooper-
ation agreements linked to large infrastructure investments, such
as the planned Helsinki-Tallinn railway-tunnel, it should always
be bared in mind that even though none of these projects sin-
gle-handedly carry significant security threats, they are all linked
to a larger strategy of a authoritarian, revisionist global power.
China is already a global power and one of the major poles
of international politics—especially in the field of economics.
Overtime, the Middle Kingdom will increase its power even fur-
ther. It poses a challenge that no European country is equipped
to handle alone. Dealing with China in an effective way there-
fore requires European countries to develop common policies
and strategies at the EU level, as this book has argued. However,
this should not lead to excessive alarmism or Sinophobia. China
is a political challenge, but Europeans should not view it as an
enemy. It is society with an incredibly long and rich history and
one that Europeans need to learn more about. In addition to the
three resets mentioned above, it is therefore also important that
Europe and China take steps to increase cultural and educational

cooperation between each other.
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