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Introduction

Introduction: National perspectives on Europe’s de-risking from China

Compiled by Patrik Andersson and Frida Lindberg, Analysts, Swedish National China Centre,
Swedish Institute of International Affairs, with support from the editorial working group

The “de-risking” of relations with China has become an organizing principle for the European Union
(EU) since it was first put forward by President of the European Commission Ursula von der Leyen
in March 2023. As is often the case with the EU, however, what is said in Brussels is not always
understood in the same way across the continent. This report of the European Think-tank Network on
China (ETNC) analyses how 21 EU member states and the United Kingdom view de-risking from a
national context. Each chapter is written by China experts who broadly set out to address the same set
of questions with respect to their own country:

*  What is the country’s standpoint on the EU’s approach to de-risking?

*  Which China-related risks is that country most concerned about?

* Has the country’s standpoint on de-risking resulted in any concrete measures?
* How does that standpoint affect the country’s views on or approach to China?

The origin of “de-risking” in Europe

In recent years, the risks associated with growing dependencies on China and how to reduce them
have been a recurring topic of debate on Europe’s relations with China. The United States and its
partners have pushed to reduce reliance on China in various fields, citing national security concerns,
among other things." The debate on the role of Chinese suppliers, notably Huawei and ZTE, in the
build out of Europe’s 5G telecommunications networks in 2019 was perhaps the first clear sign of
unease over China’s increasing presence in critical infrastructure, where Chinese companies had for
some years been acquiring significant stakes in major European assets from ports to electricity grids.?
The Covid-19 pandemic brought to light supply chain vulnerabilities and dependencies, especially
with regard to China, where European countries had become heavily reliant on China for supplies
of items such as masks and respirators.®> When Russia’s full-scale invasion of Ukraine exposed the
costs of overreliance on Russia for gas supplies, the EU became increasingly concerned about the
risks of economic dependence on other potential geopolitical rivals, such as China.* The de-risking
concept is now couched in a broader, nominally country-agnostic discussion on economic security, on
which the European Commission drafted a strategy in June 2023. By strengthening the EU’s economic
foundation and competitiveness, mitigating risks, and collaborating with as many nations as possible to
address common issues and goals, the strategy sets out a common framework for achieving economic
security.®

President von der Leyen announced the EU’s intention to reduce its economic dependence on China
in March 2023.5 In a speech to mark the launch of the EU’s de-risking policy, she stated that “[...] it is
neither viable — nor in Europe’s interest — to decouple from China. Our relations are not black or white
— and our response cannot be either. This is why we need to focus on de-risk — not de-couple”.” The
idea behind de-risking is to strike a better balance between taking advantage of opportunities and
controlling risks.® Later, at the 24" EU-China Summit in Beijing in December 2023, von der Leyen
defined de-risking as: “about managing the risks we see, addressing excessive dependencies through
diversification of our supply chains [...] and thus increasing our resilience. And this is not exclusive to
China. It is about learning the lessons from both the global Covid-19 pandemic and Russia’s energy
blackmail. [...] In light of increased geopolitical frictions, it is important for us to strengthen and diversify
our supply chains”.®
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Rather than entirely reconstructing economic interactions to remove any possible risks, de-risking has
been suggested as an alternative to de-coupling. De-risking can therefore be viewed as risk mitigation
or risk management.'®

China’s response to the EU’s de-risking strategy

Following the emergence of de-risking in March 2023, Chinese experts initially highlighted some positive
consequences for China. For example, some Chinese analysts viewed the de-risking approach as a
way forward for cooperation with China in certain fields that are considered less “risky”."" In the months
that followed, however, these more optimistic views receded. Some Chinese researchers expressed
the view that the purpose of the de-risking approach was “de-Chinaization”.'? This is in line with the
reactions of the Chinese authorities. Former foreign minister Qin Gang, for instance, said that “if the
EU seeks to decouple from China in the name of “de-risking”, it will decouple from opportunities,
cooperation, stability, and development”.”® Similarly, a Chinese official has argued that the de-
risking or decoupling approach to China was a way for the West to impede the regular functioning of
international supply chains.' China argues that the US is influencing Europe’s de-risking, and it has
therefore attempted to reverse Europe’s efforts.’® China’s foreign ministry has stated that “China is
not a source of risk, but a staunch force for preventing and defusing risks”.'® Along with the former
Chinese Ambassador to the EU, Fu Cong, China’s state media has questioned the EU’s approach to
the handling of the security issues arising from its trade with China, on the one hand, while working to
preserve such economic relationships, on the other."”

An indicator of China’s policy response to de-risking could be how it reacts to the EU’s plan to impose
tariffs on Chinese electric vehicles (EV), announced in June 2024. China’s Ministry of Commerce
has warned that “China will take all necessary measures to firmly safeguard the legitimate interests
of Chinese enterprises”.’® Potential targets mentioned by government and industry sources include
EU pork, dairy products, large-engine cars, and aircraft.® In January 2024, China launched an anti-
dumping probe into imports of EU-made brandy, widely perceived as retaliation against the EU’s
investigation into Chinese EV subsidies.?’ In particular, the move disproportionately impacts France,
which accounts for nearly all EU brandy exports to China. Paris has been a vocal supporter of the
Commission’s investigation into EV subsidies and a proponent of adopting corrective tariffs.

Striking a balance between opportunities and risks

While trying to lessen its dependency on China and associated vulnerabilities in a number of areas,
the EU is fully aware that engaging with China is essential to combat certain global challenges, most
notably climate change, but also other issues.?" Chinese foreign direct investment (FDI) in Europe
is increasingly concentrated on greenfield investments in the mobility ecosystem. Chinese battery
and EV producers are investing in many countries across the EU.?2 Greenfield investments could be
beneficial for the EU for achieving its 2030 net-zero technology manufacturing goals, creating jobs and
potentially generating economic spillover for local economies. However, these investments also come
with potential risks, which include increased reliance on Chinese companies for the acquisition of vital
goods and technologies.® Indeed, dependence on China for certain mineral raw materials is becoming
increasingly obvious, in particular the highly processed materials and components embedded with
these materials, such as refined lithium, battery anode materials and permanent magnets. Europe is
also reliant on China for solar panels, as approximately 95 percent of the solar panel modules installed
in the EU come from China.?*

ETNC REPORT 2024 | 9



Introduction

De-risking in Europe: debates, concerns and measures

Several themes emerge when comparing how the countries in this report view the EU’s approach
to de-risking, the risks (or absence of risks) associated with their ties with China and the concrete
measures taken by their respective governments.

The de-risking narrative

While de-risking narratives in the EU have thus far focused on China, they are often contextualized
in broader discussions on economic security. These discussions are not limited to China but also
raise concerns about other countries such as the United States and especially Russia. De-risking
is debated publicly in some countries, while in others it is either a non-topic or discussed behind the
scenes. Countries vary in their understanding and interpretation of the concept, as well as in how they
distinguish it from de-coupling.

Where de-risking is not the talk of the town

In Latvia, Greece, Romania, Ireland, Bulgaria, Portugal, Slovakia, Austria, Poland and Hungary,
there has been little or no discussion about de-risking. The reasons for this absence vary. In some
countries, political leaders are reluctant to discuss the issue due to concerns about harming relations
with China. In others they are indifferent because they do not perceive themselves to be overly exposed
to China.

In Portugal, the lack of a de-risking debate aligns with the broader trend of avoiding sensitive China-
related topics to prevent tensions in bilateral relations. Similarly, in Greece, there is a desire to preserve
amicable relations with China, alongside a deficit in expertise on Chinese affairs, among other factors.
In Romania, the absence of a de-risking debate is attributed to a lack of tradition of debating foreign
policy issues more generally. In Poland, the de-risking debate predominantly takes place away from
the public eye. When economic risks are discussed in public forums, they are often not framed explicitly
under the label of de-risking.

In certain countries, the debate on de-risking has been limited because other issues are considered
more urgent. In Ireland, for instance, attention is focused on domestic matters and other international
issues, such as the conflicts in Ukraine and Gaza, relegating de-risking discussions to the sidelines.
This is also the case in Slovakia, where reliance on Russia for energy is regarded as a far more
pressing concern than China-related risks. In Romania and Latvia, the absence of de-risking debates
is linked to the low dependency on China, meaning that de-risking is not prioritized in those countries.

De-risking vs decoupling: a meaningful distinction?

The shift in rhetoric from decoupling to de-risking is considered meaningful in some countries, while it
is believed to have made little practical difference in others. In the debate in the United Kingdom, for
instance, the distinction between decoupling and de-risking appears to be poorly understood, and it is
unclear whether a meaningful differentiation even exists. In the Swedish public debate, the distinction
between these concepts is often blurred, although a clear differentiation is made in political rhetoric,
which aligns with the official view of the European Commission. In Hungary, where there has been
limited debate about de-risking and decoupling, political leaders appear to have made little distinction
between the two concepts. They portray both as attempts by the US and policymakers in Brussels to
contain and isolate China. In Germany, by contrast, the rhetorical shift from decoupling to de-risking
has had a practical impact, reducing the pressure on German companies to disengage from China or
to justify why they remain active in the country.
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Overall, the shift from decoupling to de-risking appears to have been embraced in many countries, at
least rhetorically. Political leaders in countries such as Greece, Italy, Belgium, Ireland and Sweden
have made statements in support of de-risking while clarifying that their countries are not interested in
decoupling from China.

One probable reason why many countries prefer de-risking over decoupling is the relative ambiguity and
flexibility of the de-risking concept. While countries can choose to “selectively” or “partially” decouple
from China, the concept is often discussed and understood in binary terms — you either engage with
China or you do not. De-risking, by contrast, is focused on managing the risks of engagement with
China, which seemingly allows opportunities for actors to claim that any number of measures constitute
de-risking. Some may even argue that excluding China from their supply chains could also introduce
risks, as seen, for instance, in Germany.

Figure 1. Position and role of select European countries in relation to de-risking from China.
Source: Editors’ compilation based on the analysis presented in the chapters of the report

Early | Endorsers/ Cautious

Advocates Adopters Qppogenis
* Czechia * Belgium ¢ Austria e Hungary
e Denmark ¢ Finland ¢ Bulgaria
* France e Latvia e Germany
e [taly e Poland e Greece
e Lithuania * Romania e [reland
* Netherlands e Sweden ¢ Portugal
e UK * Slovakia

* Spain

The different roles and stances on de-risking

The countries covered in this report have taken different positions and played different roles in relation
to de-risking. These roles are not mutually exclusive, and a country’s stance might evolve over time.

Early advocates

Several countries, such as France, Italy, Czechia, Denmark and the United Kingdom, had already
taken substantive measures aimed at reducing China-related risks several years before the concept of
de-risking was introduced at the EU level.

One of these forerunners — Lithuania — acted in response to the economic coercion it experienced
following the “Taiwan affair”. Lithuanian leaders have argued that the country had already partially
decoupled from China when de-risking was introduced at the EU level. Early Lithuanian measures
included withdrawal from the “16+1 initiative”, blocking Chinese investment in critical infrastructure and
excluding Huawei equipment from its 5G networks.

ETNC REPORT 2024 | 11
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Some early advocates, such as Czechia, appear to have followed the lead of the United States or
responded to US pressure to decouple from China. The United Kingdom and Denmark have also
adjusted their stances and reduced their exposure to China in response to US pressure and domestic
concerns voiced by specific parliamentarians.

France has long advocated for more robust economic security tools at the EU level, calling for a joint
European investment screening process as early as 2010. In its pursuit of greater strategic autonomy
for Europe, Paris has also driven the development of European industrial policy, which began to take
shape in 2019 to enhance the EU’s technological competence and competitiveness in strategically
important industries. In 2022, France used its EU Council presidency to push forward the development
of defensive tools such as the anti-coercion instrument, as well as other measures like the anti-foreign
subsidy measures and the International Procurement Instrument, aimed at correcting market distortions
that have led to growing dependencies, particularly on China.

Likewise, the Netherlands has been an early adopter of risk-reducing measures, implementing several
initiatives years before the EU introduced the concept of de-risking. Since 2018, the government has
intervened to prevent a number of Chinese takeovers, and in 2019, the Dutch semiconductor company
ASML was prohibited from exporting its most advanced chip-making technology to China. The Dutch
2019 China Strategy essentially embodies the principles of de-risking with its motto: “open where
possible, protective where necessary".

Notably, some EU countries have had investment screening mechanisms in place for several decades.
Although these mechanisms may not have been designed with China in mind, they provided countries
with a different base from which to react and respond to the EU’s FDI screening mechanism, which
became fully operational in 2020.

Since risk-reduction measures had already been under way for several years in some countries, it
can be difficult to ascertain whether a particular action was taken in response to an EU policy, or the
extent to which it was influenced by an earlier decoupling debate. For instance, several countries have
adopted investment screening mechanisms since the EU’s de-risking policy was announced, but the
development of such tools had been under way for several years. Several member states responded
to the EU’s 2020 FDI screening mechanism by initiating a process of updating or adopting their own
mechanisms.

Endorsers/followers

A large group of countries has opted to align with the EU approach and could be characterized as
endorsers or followers. Sweden and Finland both appear to be closely aligning their de-risking
approaches with the EU.

In Latvia, where de-risking is not high on the political agenda, foreign policy stakeholders are careful to
evaluate and coordinate their de-risking actions with the EU. Belgium’s position on de-risking is also
aligned with the EU’s and there is broad political support for de-risking in the country. However, internal
fragmentation and a lack of expertise have hindered effective policy responses. Romania has not
been a vocal or proactive advocate of de-risking, but it was nonetheless early in implementing many
of the measures now associated with de-risking. Since 2019, it has taken a slate of measures, such as
cancelling energy projects with Chinese companies, excluding Huawei from the country’s 5G network,
and banning Chinese companies from participating in public sector tenders. These actions were taken
in response to recommendations and pressures from the US and later the EU.
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Figure 2. De-risking debates, concerns, and policy measures in select European countries.!
Source: Editors' compilation based on the analysis presented in the chapters of the report.
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Cautious adopters

Many countries support the EU’s de-risking policy verbally but also harbour concerns that excessive de-
risking could harm relations with China. This concern probably exists to some extent in most countries.
Austria is attempting to balance between supporting the EU’s China policy and maintaining friendly
relations with China. Similarly, the Portuguese government have affirmed their full alignment with the
EU while also striving to maintain good relations with China. Spain considers de-risking necessary
while at the same time advocating against adoption of a zero-sum game mentality towards China.

| We included countries in the “debate” circle if de-risking has been debated politically or in the media in the country (if
there has been little to no debate, a country is not included in the circle). Countries were placed in the “concerns” circle
if concerns have been raised about China-related risks. If a country has implemented at least one de-risking mea-

sure concerning China, such as FDI screening mechanism or restricting/banning the use of Chinese equipment in 5G
networks, it was placed in the “measures” circle. While Hungary has adopted an investment screening mechanism, it
recently signed 18 agreements with China, including investments in critical infrastructure such as railroad lines, nuclear
energy, and Schengen border crossings. This indicates that the Hungarian government does not use the screening
mechanism against Chinese investors.
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In Ireland, which is home to many Chinese and American companies, de-risking efforts could be
tempered by concerns about becoming entangled in the US-China rivalry and facing potential retaliatory
actions from both sides. Greece, another cautious adopter, is unlikely to take the initiative on its own
but would rather engage in de-risking under pressure from western partners.

This balancing act of supporting de-risking efforts while expressing commitment to maintaining
extensive trade with China can be seen in Germany. Chancellor Olaf Scholz is credited with coining
the term “de-risking” but Germany seems reluctant to take on the leadership role expected of it. The
German government is struggling to “walk the walk” on de-risking, leading to cautious and occasionally
contradictory behaviour.

Bulgaria, a country with minimal concern about China-related risks, is also approaching de-risking
cautiously. Unlike Ireland, Germany, and Slovakia, whose extensive economic ties with China
might make them wary of excessive de-risking, Bulgaria has been hesitant to de-risk due to a lack of
concern about China-related risks. In early 2024, Bulgaria reluctantly adopted an investment screening
mechanism, but only after framing it almost exclusively as a measure aimed at Russia and a necessary
step to align its policy with that of its European partners.

Opponents

Hungary’s position on de-risking makes it an outlier in the EU. Prime Minister Viktor Orban has strongly
opposed de-risking measures, describing them in a manner consistent with Chinese positions. While
other countries intensify scrutiny of Chinese investments, Orban’s government takes pride in attracting
a growing number of Chinese investors to the country.

De-risking focuses on security, the economy and technology but specific concerns vary
between countries

As noted above, de-risking debates take place in the context of a broader conversation on economic
security. In these conversations, China is perceived as one concern among many, which also include,
for example, the United States and Russia. In several countries, reliance on Russia — in particular
Russian energy — is perceived as a far more pressing concern. China is often framed primarily as a
long-term challenge.

The most significant risks associated with China across the countries covered in this report relate to
security, the economy and technology, although the type and severity of these risks vary between
countries. There are also a few exceptions in terms of governments that essentially do not consider
China to be a threat in any way.

Cybersecurity and espionage

In recent years, the security and intelligence services of some countries have focused on and defined
China as a security threat. In Sweden, for example, the Swedish Security Service (Sapo) defines
China as a “long-term and growing threat” to Sweden. According to Sapo, the main risks associated
with Sweden’s relationship with China are China’s intelligence activity in Sweden, and Chinese policies
aimed at reshaping global norms and values, research and business exchanges, investments and
acquisitions, and technology and knowledge transfers, to name just a few. Similarly, the Danish
Security and Intelligence Service (PET) has published annual reports since 2022 on the “espionage
threat” emanating from China, focused on illicit Chinese activities in Denmark such as the transfer of
technology and intellectual property. Espionage and cybersecurity threats have also been the focus of
the Czech de-risking strategy. The main risks to Greece are not necessarily seen by the government
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there as China-specific, although Athens keeps track of China-related concerns voiced at the EU level
such as cyberattacks, hybrid threats and disinformation campaigns.

The security risks associated with the use of Huawei equipment in 5G networks have been a central
concern for many countries, such as Czechia, Poland, Sweden, Lithuania, Portugal, Belgium, Spain,
France and the United Kingdom. Some countries have banned or restricted use of Huawei equipment
in their 5G networks (including, for example, Portugal, Lithuania, Romania the Netherlands and
Sweden). In other countries, such as Spain, there has not been a formal ban, but vendors have
avoided Huawei equipment in anticipation of future restrictions. Similarly, in Greece there has been no
official government announcement but Huawei has been quietly bypassed.

Knowledge and technology transfer

Some countries identify China-related risks in the field of scientific and technological innovation.
In the Austrian debate, concerns have been raised that academic and research cooperation with
China could exacerbate the transfer of knowledge and technology from Austria. Belgian universities
have re-evaluated academic collaboration initiatives with Chinese counterparts due to worries about
undesirable information transfer, intellectual property theft and espionage, among other things. The
Netherlands established a National Contact Point for Knowledge Security in 2022 to help universities
and other knowledge institutes evaluate risks associated with international collaboration.

In French universities and technical institutes, foreign interference and espionage by China have been
on the rise in recent years. In France, technology and know-how leakage, along with vulnerabilities
in critical infrastructure, stand out as two of the most significant risks. China is highlighted as one of
several major actors in this regard.

Economic risks

For several countries, China-related risks are mainly found in the economic area. Economic risks vary
depending on how deeply countries are economically integrated with China and whether key sectors
crucial to their economies are vulnerable to Chinese industrial policies or economic coercion.

For Slovakia, an emerging economic challenge is the ascent of China’s electric vehicle industry,
particularly since the Slovak economy heavily relies on vehicle and machinery manufacturing. The
high degree of exposure of key industry sectors to the Chinese market, such as the automotive sector,
is also a source of concern for the German government. For Romania, Chinese investments are
relatively small and focused on sectors that are neither sensitive nor critical, giving Chinese companies
in Romania limited influence, and Romanian investments in China are almost non-existent. Thus, in
the Romanian case, dependency on China as an export market and investment partner is perceived
as only a small risk. In Ireland, economic risks related to China concern Chinese inbound FDI, as well
as an export trade in goods with China. In the United Kingdom and Latvia, perceived China-related
risks are also mainly economic. In the Netherlands, the debate on China has changed over the last
ten years and is now mostly focused on risks, which, for example, regard Chinese investments.

However, not all EU member states perceive China as a risk. In Greece, for instance, China is not
generally viewed as a threat. In contrast to several other EU member states, analysing and assessing
risks and economic dependencies with regard to China has not been a focus in Hungary. Instead,
according to the Hungarian government, hosting Chinese FDI is motivated by Hungary’s aim to reduce
its dependence on markets in the West.
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Concerns about closer Russia-China relations

In several countries, such as Poland, Russia’s full-scale invasion of Ukraine and its “no-limits friendship”
with China has influenced the perception of China as a potential security threat. Similarly, in Latvia,
Russia’s invasion of Ukraine and the closer Sino-Russian partnership has changed Latvia’s political
attitude to China from caution to stronger resistance. Latvia increasingly perceives China from the
perspective of its political alignment with Russia. In Denmark, the invasion has played a role in
raising awareness of the risks related to critical dependencies on Chinese suppliers. In Finland, the
connections between Chinese battery investors and Russian companies have also been highlighted
as a topic in need of “careful investigation”.

Conclusions

There are both similarities and differences in the views of the countries that are the focus of this report
on the EU’s approach to de-risking, the risks they are most concerned about with regard to China and
whether concrete measures should be taken in their respective national contexts. How the EU’s de-
risking approach will be implemented in the future remains to be seen.

Ultimately, a de-risking approach has been emerging in Europe for many years, both at the EU level
and in a number of capitals, and the Commission has championed the concept as a pillar of its broader
economic security strategy. However, while there are similarities in how the concept is understood and
applied throughout Europe, differences remain. An important test for the concept will arise in the wake
of the 2024 elections to the European Parliament.

This introduction was written by the editors of this report, grounded in the analysis presented in the
corresponding chapters. This introduction only highlights a selection of examples from the countries
covered. Readers are encouraged to delve deeper into each chapter to gain a comprehensive
understanding of the local contexts.

EU: De-risking from China hits the road

16 | ETNC REPORT 2024






European Union

Francois Chimits
Analyst, Mercator Institute for China Studies (MERICS)

Supply tensions and broadening geopolitical divergences with Beijing have pushed the European
Commission to make long-in-the-making de-risking the guiding mantra of bilateral relations as part
of a broader European Union economic security agenda. The introduction of measures to bolster
the EU’s geoeconomic standing has accelerated. Policies have been rolled out to support EU-
based semiconductors, pharmaceuticals and green-tech industries. A dedicated act and targeted
partnerships have been produced to secure the supply of critical raw materials. The consequences of
this new approach are yet to fully materialize. The natural lag between policy decisions and impacts
is amplified by the EU’s complex internal machinery. At the same time, more serious securitization of
economic interactions with China would require greater financial resources and more political capital
from member states.”

According to President of the European Commission Ursula von der Leyen, “We see a strong push to
make China less dependent on the world, and the world more dependent on China”. Nine months later,
having made de-risking the mantra of the EU approach to bilateral relations, followed four months after
that by an economic security agenda, she was clear: “The EU’s de-risking strategy had been slowly
brewing for some years, arriving after years of intense introspection regarding the European economic
approach to China and the world”.

A recalibration of European views as part of a broader questioning of globalization,
openness and interdependencies

Long gone are the days of a univocally positive perspective on economic openness. The results of
the British referendum on leaving the EU and the election in 2016 of US President Donald J. Trump
signified the end of an era. Trump’s rejection of globalization set a new tone. At the same time, China
under Xi Jinping was also changing course, moving away from the reform and opening up initiated in
the 1980s towards a more centralized economy that prioritizes technological upgrades and regime
security. During the Covid-19 pandemic, it became ever clearer that the US and China were headed
towards more confrontation and away from a rules-based and generally cooperative globalization.

These developments affected the EU and led to tensions in relations with China. An early indicator
was the March 2019 Communication by the Commission on China, which moved away from a focus
on cooperative and mutually beneficial relations and described Beijing as a partner, competitor and
systemic rival. Around the same time, discussions on “open strategic autonomy”, that is, Europe
assuming an active role on its own instead of amplifying or following US policies, gained momentum.

The EU started de-risking before talking about it

Fiercer competition and rougher behaviour taking root in the globalized world pushed Europeans to
initiate economic risk-reduction measures even before the concept became popular. An EU framework
on the screening of foreign direct investment (FDI) was established in 2019, largely in response
to inflows of Chinese investment. This framework requires EU member states to establish such
screening under certain guidelines, alongside soft intra-EU coordination. The creation of a Chief Trade
Enforcement Officer was also agreed to better shield the single market from foreign distortion.

1l Editor’s note: The final draft of this chapter was submitted on 14 May 2024.
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A few months later, the EU began to develop an anti-coercion instrument, initially in response to
US pressure to stop the Nord Stream Il pipeline from importing more Russian gas into Europe. The
EU Toolbox on 5G cybersecurity of January 2020 largely sought to exclude Chinese suppliers from
European telecommunications networks.

During the pandemic, Europeans realized that many critical supplies of medical products depended
on deliveries from China, triggering a broader debate on securing critical inputs and infrastructures.
The first-ever Commission report on trade dependencies featured China prominently as the origin of
half of all European dependencies.?® A second zoomed in on six critical sectors, once again identifying
dependencies on China in half of these.?

To reduce dependencies, the EU framework on prohibiting state aid was relaxed in November 2021
for “Important Projects of Common European Interest” (IPCEI). Alongside IPCEIs on microelectronics
and batteries, regulations were put in place to provide more comprehensive support to specific critical
sectors.?” Efforts were initiated to improve the resilience of “critical entities” to cyberattacks, among
other risks not specific to China but certainly with China in mind.%

The de-risking concept is a push for a common European approach to China

With international tensions on the rise, Europe ramped up its economic security efforts and de-risking
from China. Beijing’s pro-Russian neutrality following the 2022 full-scale invasion of Ukraine led to a
deterioration in bilateral relations. Common ground had already been eroded as China in December
2021 took coercive measures against Lithuania for allowing the Taiwan representative office in Vilnius
to refer to Taiwan, rather than Chinese Taipei.?®

Washington also played a role, albeit secondary. The new administration under Joe Biden did not
significantly reverse Trump’s “America first” approach. The Chips and Science Act and the Inflation
Reduction Act, involving billions of US dollars in subventions for local production, dashed any hopes
the US would re-embark on a truly collaborative agenda. In addition, US pressure to align with its China
strategy steered Europeans towards developing a more consistent approach of their own.

These developments culminated in President von der Leyen explicitly making de-risking and economic
security the main strategic goals on China in March 2023. She defined the objective as “minimising
risks arising from certain economic flows (...), while preserving maximum levels of economic openness
and dynamism”. In setting out the de-risking concept, von der Leyen sought to push for a clearer joint
European approach to China. The emphasis on reducing risks came alongside one on cooperation
with China, thereby discounting unrealistic calls for a decoupling. A “Joint Communication on Economic
Security” published in June 2023 offered a structured and consistent framework for safeguarding the
EU’s international position.

The Commission now has a comprehensive and formal de-risking strategy

By introducing this multidimensional and ambitious plan a year before the elections to the European
Parliament, the Commission hopes to steer discussions during the final months of its mandate — and
probably beyond. It has set out a structured framework for approaching and addressing de-risking.
Four types of risks are identified: resilience of supply chains, critical infrastructure, technology leakage
and weaponization of dependencies. In cooperation with the member states, the Commission will
undertake internal risk assessments for each, which will be updated on an annual basis.

The Commission has suggested a broad range of measures, most of which are already finalized or well
under way. These are organized into those which promote EU capacities, those which protect them and
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those on partnering with third countries to do either. Although formally country-agnostic, China looms
large as the country on which the EU perceives it has the most dependencies, and which also happens
to be a massive investor in infrastructure worldwide while being an active practitioner of cyberattacks,
technology theft and economic coercion.*

Figure 1

The EU's new economic security infrastructure is quickly taking shape O

Overview of major measures to pursue economic de-risking with China

From 2023

2017-2022

Before 2017

Last
negotiations
phase

First full-fledged

proposal

Announced

EU ECONOMIC SECURITY

EU GOVERNANCE & COORDINATION*

Net Zero Industry Act MERCOSUR, trade agreement Single Market Emergency
with Mexico Instrument

Strategic Technology European Platform (STEP)

Revision of the pharmaceutical
legislation

Trade agreements with
Indonesia, Malaysia and Australia

Outward FDI screening

Inward FDI screening update

New proposal on export control

* Risk assessments expected for Q1 2024: Trade dependencies, critical infrastructures, critical technologies,

weaponization of dependencies.

Source: MERICS
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An intensification of the flow of instruments and measures

The finalization of measures has gained pace since the end of 2022 (see figure 1). An Anti-Coercion
Instrument, agreed after years of discussion, aims to deter economic coercion, a practice with which
China is very familiar.®' The more flexible EU export controls framework enables new types of products
to be covered, as in the recent case of Dutch restrictions on sending semiconductor machinery to
China. The new International Procurement Instrument (IPl) and the Foreign Subsidy Regulations
complement the EU’s arsenal for protecting domestic interests against China, a country that stands
out for its closed-off public procurement and massive state subsidies.®?

Targeted measures have also been rolled out for critical sectors, which largely overlap with China’s
own priorities. The planned Strategic Technology European Platform (STEP) is intended to serve as a
tool for leveraging more public funding to support critical sectors. It will come on top of recent IPCEls
on chips, solar panels and cloud services. The EU has also finalized the Critical Raw Material Act,
which aims to diversify supply chains and develop domestic capacities, something which the Net-Zero
Industry Act should soon also do further down the value-chain for green industries.

A list of critical technologies has been established. Chips, artificial intelligence, and quantum and
biotechnologies have become priority areas for risk assessment and future policy remedies. The list
also targets partners that pose “risk of civil and military fusion”, de facto putting China front and centre.

The long road towards implementation in the EU

This impressive list of tools and instruments is still to be implemented. Public policy conceptions and
roll out take time, especially in the EU. The impact of industrial policies sometimes takes years or even
decades to become apparent.

There are also more political reasons for the slow implementation of measures. Implementation has
much higher costs than policy conception. Brussels is faced with tight budget constraints and most of
the new measures have not resulted in the creation of administrative roles to put concepts i