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Summary

= China's interaction with CEE region and the objectives of its
model of cooperation it formulated were premised not only on
economic diversification but also on increasing Beijing’s politi-
cal (normative) influence. The ineffectiveness of the mechanism
for interacting with Central and Eastern Europe was attributable
to the fact that China’s region-formation in the region revolved
around historical and ideological considerations (a region with a
socialist past) and a peculiar perception of the region as easily
manipulable. Against the backdrop of Xi's more assertive foreign
policy, China's region-formation strategy and efforts to expand
political and economic influence have turned against it, with sev-
eral CEE countries becoming some of the most vocal critics of
China in the West.

= Contrary to what is often said in the West, the claim that China is
“buying up” the region is not factually correct. China’s economic
footprint in the region is rather minimal, with the exception of its
greater dependence on imports and — in the case of the Western
Balkans — loans. Although CEE countries have declared their sup-
port for China’s Belt and Road Initiative (BRI), many of them have
zero BRI projects implemented.

= Lithuania’s position on China has set a precedent that is rather
unpleasant for larger countries. However, Lithuania’s criticism
towards Chins also reflects the disappointment shared among
increasing number of CEE countries regarding the progress of co-
operation and the increase of Beijing's influence.
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There is no doubt that the format for China-CEE cooperation is
undergoing an existential crisis. It is likely that some countries
within the format may follow Lithuania's lead; at the same time,
however, one may observe China getting more actively engaged
in dialogues with other CEE countries and making effort to gain
more foothold in the region.

The EU's policy on China of the last few decades has revolved
around economic pragmatism. However, more and more EU Mem-
ber States have recently been expressing concern about China’s
growing influence and global ambitions. The EU’s policy on Chi-
na is beginning to change, several CEE countries are playing an
increasingly important role in this resetting of bilateral relations.
However, China continues to make active efforts to strengthen
its relations with EU Member States — especially Hungary and
Greece and, in part, Poland, — which signals that the formation of
a more unified EU policy on China is rather unlikely.

The issue of Taiwan is gaining new relevance and importance
in the West. The enthusiasm of EU Member States to maintain
closer ties with Taipei is reflected in the increased frequency of
meetings with Taiwanese representatives. This transformation
inside the EU is undoubtedly being driven by the CEE region, es-
pecially Lithuania, Slovakia, and the Czech Republic. However,
discussions on Taiwan often step outside the bounds of econom-
ic cooperation, this particular area is becoming an increasingly
important point of friction between the EU and China.
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Introduction

Active interactions between China and Central and Eastern Europe
(CEE) started only as recently as the previous decade. Initially, China’s
“16+1"” format for cooperation with the region was based on mutual
economic interests. However, when Xi Jinping came to power and made
a push for a more assertive foreign policy, this cooperation mechanism
became a means of pursuing not only economic but also political and
normative goals. Almost a decade in, most CEE countries were left
disappointed: China's economic promises have not been fulfilled, in-
vestments have been distributed very unevenly, and trade deficits have
soared. This was the impetus for calls to review the EU’s China policy,
with several CEE countries becoming the driving force behind the ef-
forts to reset the bloc’s relations with China.

This analytical study aims to assess the overall situation of CEE-Chi-
na relations. Though there are several different definitions of CEE in
the literature, this paper adopts the Chinese definition of the region, as
reflected in the “17+1 format” (or “16+1”, after Lithuania’s withdrawal
from it). The region encompasses Estonia, Latvia, Lithuania, Poland,
Czech Republic, Slovakia, Slovenia, Hungary, Bulgaria, Romania, Bos-
nia and Herzegovina, Montenegro, Croatia, Greece, Albania, Serbia, and
North Macedonia. Though this definition may not be geographically
accurate, the experience of CEE countries and their interactions with
China do share some key similarities and points of contact, their anal-
ysis enables an in-depth look at the policy China pursues in the region.
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1. Overall historical
context and
development of
China-CEE relations

China's long-standing Taoguang Yanghui' diplomatic strategy, launched
by Deng Xiaoping, the architect of modern China, was responsible for the
country's passive and careful participation in the international arena.
From the 90s onwards, Beijing mostly focused on periphery diplomacy.
This strategy was inseparable from Beijing's endeavour to modernise
China, where a stable and non-confrontational neighbourhood was nec-
essary to ensure country’s uninterrupted economic growth. However,
as the fifth generation of leaders came to power in 2012, with Xi Jin-
ping at the forefront, China’s diplomatic strategy was fundamentally
transformed. Xi's Fenfa Youwei? foreign policy strategy changed China's
diplomatic behaviour and accentuated Beijing's global ambitions, as
evidenced by, for example, China’s massive infrastructure project, the
Belt and Road Initiative (BRI). China became far more active and ag-
gressive in both its rhetoric and actions (as evidenced by, for example,
its so-called “Wolf-Warrior Diplomacy”, which was pursued very actively
during the pandemic). Moreover, Beijing became much more actively
engaged in region-specific formats (viz. “16+1” in CEE, FOCAC in Africa,
and China-CELAC in Latin America). Although the China-CEE coopera-
tion format was launched by Xi's predecessor Hu Jintao, its significance
and importance undoubtedly increased after Xi's rise to power.

Mechanism of the China-CEE cooperation:
The “16+1" format

The formation of China'’s regionalism strategy in CEE was strongly influ-
enced by historical ties with the region and a shared socialist past. From
the 1950s up until the collapse of the Soviet Union, a number of CEE
countries in the Socialist bloc maintained close ties with China. After the
fall of the Iron Curtain, such bilateral relations were a priority neither to



CHINA'S INTERACTION WITH CENTRAL AND EASTERN EUROPE:

RELATIONSHIPS AT CROSSROADS?

China, nor to CEE countries (China focused on
major Western countries and its neighbours,
while the majority of CEE countries turned to
the West seeking to join the EU and NATO). In
the aftermath of the 2008 global financial cri-
sis, however, the interest in each other start-
ed growing: CEE countries and China sought
new alternatives for economic diversifica-
tion. In 2011, an important breakthrough in
the development of China-CEE relations was
reached. Wen Jiabao, China’s then-prime min-
ister, delivered a speech in Budapest, where
he proposed the idea of creating a cooper-
ation format that would open a new page in

China-CEE relations. The first summit of Chi-
na and 16 CEE countries took place in 2012
in Warsaw. CEE countries joined the format
almost exclusively for economic reasons: the
need to restructure CEE countries’ economies
arose from the fact that the region had found
itself highly dependent on investments from
the West, and China’s interest in the region
therefore appeared very attractive. However,
once Xi Jinping took office, China’s attitude to
the “16+1" format changed. China's decision
to get actively involved in this cooperation
mechanism was motivated by both economic
and geopolitical calculations:

China within the “16+1": motives and goals

Projection of political power. Expanding the “diplomatic friends” net-
work; strengthening of the country’s position as an emerging global
leader and increasing its economic leverage;

Political a.
(normative)

b. Normative: Promoting China’s economic and political model, (“The
China solution”), the building of the “Community of Common Destiny
for Mankind” and scaling up BRI projects in the region.

Economic diversification: global financial crisis had a serious impact
on Western Europe, China’s main partner, and economic diversification
towards CEE was therefore a rational decision;

Economic a.

b. The surplus capacity of China's construction sector. with the slowing
down of domestic construction projects, China was experiencing a
surplus construction capacity, and one way to resolve it was to devel-
op construction projects abroad. The poor state of infrastructure in
CEE countries attracted the attention of Chinese construction compa-
nies, who perceived those countries as potentially profitable markets.

Nevertheless, China’s decision to build a cooperation format around 16 countries united only
by their socialist past was not a rational one and had a negative impact on its effectiveness.
Disparities between the 16 countries (or 17, after Greece came on board in 2019) are clear.
there are significant historical, cultural, political and economic differences, with glaring dispar-
ities in their economic development. The potential for regional cooperation with CEE is also
limited by the fact that 12 of the countries are EU Member States and 5 (the Western Balkans
countries, 4 of which are official Candidate Countries) are not. This has a fundamentally limit-
ing effect on the practical benefits of the format (for example, EU Member States must operate
within the legislative framework of the EU, while non-EU countries have far more freedom in
their decision-making).
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Transformation of China-CEE
cooperation format

China's “16+1” cooperation format was put
together as the main and most palatable
form of cooperation with CEE countries. Even
though the format is meant to bring those
countries together, the main acts of cooper-
ation take place via bilateral channels, which
has also led to inconsistencies in both its ef-
fectiveness and the benefits it brings (with
Serbia and Hungary being the largest recipi-
ents of Chinese investments). In other words,
this format is a China-led “multilateral bilat-
eralism”, where factual cooperation takes
place on the bilateral level. This indicates the
absence of a coordination mechanism, which
would allow members to form a joint position
on issues that arise and work together to re-
solve thems®.

In its early stages, the “16+1" format was all
about the positioning of China as its leader.

* China's insistence to position itself as the
agenda setter (the first documents with-
in this format reflect this goal especially
clearly).

= |ts secretariat was established in a depart-
ment of the Chinese Ministry of Foreign Af-
fairs (with representatives elected by mem-
ber countries playing only limited roles).

* The format is used for political gain (the pri-
ority level of the format changes as need-
ed; for example, in 2018 there was a talk
of switching to biennial “16+1” summits®).

= China's efforts to further promote its own
political goals became apparent in the ear-
ly days of the format'’s existence (with Chi-
na actively attempting to push the Chinese
narrative).

Nonetheless, the initial concept for the format
was undergoing significant changes from its
very inception, partly due to the desire of par-
ticipating countries to have more say on the
format's goals and the way cooperation was
to develop. But the fundamental changes oc-
curred due to pressure from the EU, stemming
from its concern that this region may become
China'’s Trojan horse in Europe.

From the very beginning, the EU was suspi-
cious of this newly formed platform, which
it saw as China’s attempt to use the “divide
and conquer” strategy to influence and sof-
ten the EU's stance on China. The EU’s largest
Member States were especially concerned
about the format’s move towards institution-
alisation that was taking place after its incep-
tion: for instance, the “16+1" Secretariat was
established in a department of the Chinese
Ministry of Foreign Affairs, which was respon-
sible for organising meetings and preparing
the content of joint declarations. The EU ex-
pressed its concern about further institution-
alisation, which may negatively impact its
overall policy towards China. Also worrying
for the EU was a potential conflict between
decisions within the format and EU law, as it
comprises both EU Member States and coun-
tries outside of it.

The Bucharest Guidelines’, adopted after the
2013 Bucharest Summit, reflected the extent
of the EU'’s influence on the mechanism. The
joint declaration referred to the “China-EU
relations” five times, strongly emphasising
that this format is in line with the joint prin-
ciples of the China-EU bilateral relations. The
document also stresses that “China-[CEE]
cooperation is in concord with China-EU com-
prehensive strategic partnership”, while also
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assuring that the format promotes “all-round development of China-Eu-
rope relations and agreed that China-[CEE] cooperation conforms to the
respective features of development and cooperation needs of China
and [CEE countries] and meets the common aspirations and interest”.
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2. The China-CEE
economic
cooperation and
the emerging points
of friction

CEE countries’ interest in the China-led cooperation format and the BRI,
in contrast with China’s, was based purely on their economic interest
by way of a potentially easier access to China’s vast market, coupled
with China’s expressed willingness to invest in the region®. Prior to
the appearance of this mechanism for cooperation, China’s economic
footprint in CEE had been negligible, with the country focusing mostly
on more economically developed countries in Western and Northern
Europe. However, almost a decade into more active interaction and co-
operation, the economic hopes of most of the CEE countries have not
come to fruition. Closer cooperation, initiated in 2012, gave ground for
high hopes. Against the backdrop of persisting economic disparities
between Eastern and Western Europe, the potential of China's BRI gen-
erated a lot of enthusiasm from CEE countries to sign memorandums
of cooperation regarding the support for this China-led mega project
(see Fig. 1). The “16+1" mechanism was also eventually seen as a part
of the BRI.

However, in many BRI-supporting countries no projects on the ground
have actually been started, with the signed memorandums only serv-
ing as a symbolic expression of support.
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Sources: Green Bglnnd Road Initiative Center; Belt and Road Poggal. ‘
Fig. 1. Signing of agreements of support for China’s BRI in the CEE region by year.

Source: Green Belt and Road Initiative Center, Council on Foreign Relations”
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China's investment
footprint in CEE:
Emerging challenges
and threats

China's promises about potential invest-
ments in the region were one of the reasons
why the CEE countries decided to join the co-
operation format. However, it is readily appar-
ent, in hindsight, that direct investments were
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distributed very unevenly during the period
between 2012 and 2020. There is a clear long-
term trend: Countries expressing a pro-China
position or at least remaining neutral towards
it in the international arena are also the main
recipients of Chinese investments. This can
be seen in China’s investment data for 2020,
where Serbia and Hungary outdo others in the
region in terms of Chinese investment they
received:
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Fig. 2. Chinese investments in the region by category: infrastructure projects (blue), foreign
direct investments (orange), actual inflow of Chinese capital (green) (2020).

Source: CEECAS?
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Data from 2000-2019 on the total value of Chinese direct investments
in different EU Member States also indicates Chinese investors’ highly
uneven and not significantly increased attention to CEE in comparison
with Northern and Western Europe:

Cumulative value (EUR billion) of Chinese FDI
transactions in the EU by country

= 0-5

= 5-10
= ]10-20
= 20-40
= >40

Denmark
1.2 @
4

Netherlands

Fig. 3. Total value of direct Chinese investments in EU countries between 2000 and 2019
(in billion euros).

Source: Merics®
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Serbia, Hungary, and Romania are the coun-
tries that managed to attract the largest in-
vestments from China, with Lithuania, Esto-
nia and Latvia having the smallest Chinese
investment footprint. Some 80 per cent of
Chinese infrastructure investments go to the
Western Balkans, with most projects (around
80 per cent) being financed through loans
from China'®. The direction of investments is
also uneven, with infrastructure investments
taking the lead in Bosnia and Herzegovina,
while Chinese direct investments dominate
in Hungary. Across the EU as a whole, the
total value of investment per country in 2000-
2019 indicate one unchanging trend: Western
European countries continue to be the main
recipients of Chinese investments in Europe.
However, despite the fact that some CEE
countries continue to hope for more attention
from Chinese investors, the US-led discus-
sions about Chinese investments and their
potential security implications were part of
the reason why many of CEE countries decid-
ed to update their legal frameworks so as to
introduce additional safeguards and checks
for any new investments.

CEE countries have differing opinions on
Chinese investments: Some are rather sus-
picious of China’s investment strategy, but
a few of the less developed countries, often
with higher levels of political corruption, en-
thusiastically welcome the Chinese capital,
which, at least on the surface, appears easily
accessible. The issue of a “debt trap” laid by
Chinese investments has already been raised
in relation to the situation in Africa (for exam-
ple, Chinese loans comprise a third of Kenya's
total debt, with debt administration becoming
more and more of a burden, and transferring
the administration of the Port of Mombasa,
East Africa’s largest port, appears to be a not

so distant possibility). In Europe, the case of
Montenegro appears to be a typical example
of China's “debt trap diplomacy”.

Montenegro’s debtin 2020 comprised 103 per
cent of the country’'s GDP of which the Exim
Bank of China owns 17 per cent of Montene-
gro's debt. In 2015, a project was launched to
construct a 41km section of a highway, with
an estimated worth of $943 million. From the
very beginning, experts doubted the project’s
economic viability and Montenegro’s capac-
ity to administer the debt. In the very first
repayment of the loan, Montenegro had no
alternative but to turn to to the EU for help'.
As per the project contract, in case of a de-
fault, the Chinese company would be able to
acquire land in the country'2. However, due to
the joint effort by the EU and the US, Monte-
negro has been able to make the first repay-
ment on time's,

Although the extent of China’s BRI activities
in CEE is fairly minimal, Beijing is increas-
ingly setting its sights on Hungary, which it
hopes to turn into a key logistic hub. An in-
frastructure project partly within the EU and
worth some $2 billion, which has drawn a lot
of attention and is considered by China “the
first major infrastructure project in Europe for
China's Belt and Road Initiative and the sec-
ond most expensive infrastructure project in
Hungarian history”#, is that of a railway line
linking the Hungarian and the Serbian cap-
itals. The 350km long Budapest to Belgrade
high-speed railway was kick-started in Octo-
ber of this year. The agreement, concluded in
2019, was never made public, so no details
are available, but it is believed that up to 85
per cent of the project cost will be covered
by a loan from China. According to Chinese
media, this railway link plays a key role in
supporting China’s global ambitions in Eu-
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rope and is part of China’s larger plan for CEE, moreover, a report came out at the end of Oc-
of linking the region's capitals with the Chi- tober, stating that China’s COSCO managed to
na-controlled Piraeus port. The port, undoubt- increase its share to 67 per cent’s.

edly, is an important strategic win for China;

Fig. 4. Railway link to the Piraeus port in Greece that China plans to build.

Source: Clingendael
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China-CEE trade relations:
China's actual economic influence and leverage

Viewed from a historical perspective, economic cooperation between China and CEE has in-
deed intensified, but not to a significant degree: China has increased its influence in the region
to 1.25% of the CEE economy (an increase from 0.46% in 2009)'.

e Cohina as an export partner Cohina as an import partner
(% of all exports) (% of all imports)

Poland 19(1.2) 2 (15)
Estonia 14 (1.7) 2(9.9)
Latvia 20(1.2) 7(4.2)
Lithuania 22(1.1) 7 (4)
Czech Republic 17 (1.4) 2 (18)
Slovakia 10 (2.7) 3(7.4)
Hungary 15(1.7) 2 (7.8)
Slovenia 23 (0.85) 5(7.4)
Albania 9 (1.83) 4(8.92)
Bosnia and Herzegovina 30(0.2) 5(8.1)
Greece 11 (2.8) 3(8)
Montenegro 5(6.7) 2(10)
North Macedonia 8 (2.5) 4(6.9)
Bulgaria 8(2.8) 7 (4.6)
Romania 17 (1.3) 4 (6.3)
Croatia 27 (0.5) 6 (4.7)
Serbia 17 (1.9) 2 (13)

Fig. 5. Trade relations between CEE and China in 2020.

Source: UN Comtrade and Trading Economics'”

China’s regionalism in CEE is often viewed ert actual economic pressure is very limited.
as an instrument for spreading its influence China’s position as an export market for CEE
and increasing its economic leverage. How- is negligible. Although the closer China-CEE
ever, as became apparent in the last conflict cooperation from 2012 onwards allowed for
between Lithuania and China, its ability to ex- an increase in export volumes, the 2020 data
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shows that CEE exports to China remain min-
imal. According to the export statistics, China
is among the top 10 export partners in only
5 countries (China's position is the highest in
Montenegro, where it ranks 5th, taking up to
6.7 per cent of the country’s exports). In Bos-
nia and Herzegovina, China ranks only as the
30t export partner with a 0.2 per cent share of
the country’s total exports. Although China’s
vast market is very attractive, the unfulfilled
expectations and difficult access to it almost
a decade in meant that the CEE countries
were able to maintain independence from ex-
ports to China.

Somewhat less attention is paid to the imbal-
ance of China-CEE trade: While there was little
change in export volumes, imports increased

significantly, which resulted in an ever-grow-
ing bilateral trade deficit. According to data
for 2020, China is among the top 10 import
partners in every CEE country. The rgion is far
more dependent on imports from China, with
it ranking second in terms of import volumes
in six countries (Poland, Czech Republic, Es-
tonia, Hungary, Montenegro and Serbia). The
lowest dependence on imports from China is
observed in Lithuania, Latvia and Bulgaria,
where China ranks 7th. Their low dependence
on both imports and exports is also reflect-
ed in these countries’ more assertive foreign
policy towards China: They were among the
most open sceptics of the “17+1” format,
sending lower-ranking representatives to the
2021 Beijing summit with Xi Jinping.
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3. China-CEE relations
at crossroads:
Challenges and
prospects for
the future

The confrontation between China and the US, which intensified in 2018,
and Trump administration’s active effort spurred active discussion in
the West regarding the potential harm from China’s growing influence
and investments. China’s adoption of a more active foreign policy, with
unhesitating use of economic and political instruments of pressure
at its disposal, had a negative effect on CEE countries’ perception of
China. Lithuania's statement of its position regarding China prompt-
ed more thorough discussion in the West on the future of its relations
with China. Developments in the region and the increasingly outspoken
criticism of China’s foreign policy indicate that China-CEE relations are
at crossroads. Interestingly, despite China's concerted efforts and the
political and economic capital it invested in CEE, several countries in
the region are among the most vocal critics of China on the continent,
becoming, by the same token, a highly important driving force behind
the calls for resetting of relations between China and the EU.

Future of China-CEE cooperation format:
“16+1" or “27+1"?

Lithuania’'s withdrawal from the format sparked new discussions about
China's policy in both CEE and the EU as a whole. With that said, de-
spite active internal debates about the usefulness and meaning of the
format, there are no clear signs that other countries might be follow-
ing Lithuania’'s example so far'®. One possible reason behind this is
that China’s interactions with CEE, the region which at times felt be-
ing pushed to the bottom of the EU agenda, draw more attention to it
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from the West and the EU, and stimulate dis-
cussions on ways to address various issues
in the region. In other words, participating
in the China-led format helps to strengthen
the bargaining power of the CEE countries
in discussions with their Western allies. Do-
mestically, the format also brings significant
benefits, demonstrating autonomy over coun-
try’s foreign policy and the ability to interact
with the Asian giant. Despite the fact that no
other member of the format followed Lithua-
nia's example, dissatisfaction with the “16+1”
mechanism is palpable in other CEE coun-
tries, too. This was also reflected in this year's
China-CEE summit, which demonstrated that
the format is undergoing an existential crisis.

To neutralise the region’s growing dissatis-
faction with the format, the virtual 2021 Bei-
jing Summit was upgraded, with president
Xi Jinping himself representing China for
the first time in the format’s history. How-
ever, this move to demonstrate the region’s
importance to China was to no avail, as six
countries (Lithuania, Latvia, Estonia, Bulgaria,
Slovenia, and Romania) decided to send their
lower-ranking representatives. Another distin-
guishing feature of this summit was the ab-
sence of the summit guidelines, a document
traditionally issued during each summit. In
addition, no venue for the next year's meet-
ing was announced this time, either. Although
these changes did in fact make the region’s
analysts question the future of the format'®,
knowing the extent to which Xi Jinping is per-
sonally invested in this format, a decision to
abolish the mechanism seems highly unlikely.
The first signal of China’s efforts to stabilise
its relations with CEE and save the format is
Beijing's more involved communication with
the region's leaders (on 1 March, right after
the Beijing summit, for example, Xi spoke to

Polish President Andrzej Duda about the need
to strengthen the China-CEE cooperation). On
27-29 October, China’s Minister of Foreign
Affairs was visiting Europe?, stopping by in
Greece, Serbia, Albania and Italy as part of
an effort to stabilise respective bilateral re-
lations and, according to Chinese media, “to
address any misunderstandings that arose
between China and the CEE countries” (with
the exception of Italy, all the countries he vis-
ited were members in the “16+1” format).

China's interactions with CEE region are of-
ten seen as eroding the unity of EU Member
States with respect to China and negatively
affecting the prospects of the EU member-
ship-seeking countries in the Western Bal-
kans. To address this issue, during Germany's
Presidency of the Council of the European
Union, a proposal was made to hold a sum-
mit between China’s and EU Member States’
heads of state in Leipzig on 14 September
2020. However, the summit was cancelled
due to the Covid-19 pandemic. Lithuania's
departure from the format and active calls
in the EU to initiate cooperation with China
within the “27+1"” format has had a fairly pos-
itive reception in Europe. This idea continues
to be relevant to the European Council, which
is attempting to formulate a firmer, unified EU
policy on China?'.

The prospects of the format remain cloudy
(as Beijing may choose to downgrade its im-
portance), but it is likely that China will try to
save it. Despite its varying levels of effective-
ness, this model does help further China'’s po-
litical agenda and often helps it on the inter-
national arena (see the map below).
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EU countries are not fully aligned on Beijing's human rights violations
Not all member states have backed UN statements on Hong Kong and Xinjiang

EU countries supporting UN statements:

Country =0 =1
Austria

Belgium

UNHRC 44* UNHRC41** UNGA 75 3% Committee™**

Bulgaria

Croatia

Cyprus

Czech Republic

Denmark

Estonia

Finland . . .
France

Germany

Greece

Hungary

Ireland . .
Italy .
Latvia - .
Lithuania

Luxembourg

Malta

Netherlands

Poland

Portugal

Romania

Slovakia

Slovenia

Spain

Sweden

United Kingdom . . .
Total 16 18 21
* June 30, UNHRC 44, Cross-regional statement on Hong Kong and Xinjiang
**July 11, UNHRC 41, Joint letter on Xinjiang
***October 6, UNGA 75, Cross-regional statement on Xinjiang and Hong Kong

Note: UK still included

Seurces: UK Foreign & Commonwealth Office, Permanent Mission of the Federal Republic of Germany to the United Nations, Human Rights Watch and The International Service for Human Rights
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Fig. 6. EU Member States’ support for three UN statements on human rights violations in Hong

Kong and Xinjiang.

Source: MERICS??

Looking at the ongoing internal debates in
EU Member States, it seems possible that
some of them may follow Lithuania's lead.
When it comes to China's response, it is likely
that the format will undergo a transformation
into a “club” of China-friendly European coun-
tries (Belarus's participation in the China-CEE
summit as an observer might indicate the
possibility of its membership in the future).
In light of the dissatisfaction with the lack of
Chinese investment in CEE, Beijing may elect
to increase its economic influence in the re-
gion to keep its countries interested and miti-
gate the increasingly negative views.

Additional security
safeguards and the
decoupling of Chinese
investments from the
strategic sectors

Recently, a lot of attention was paid to de-
vising additional security safeguards and
protecting strategically important sectors
against less reliable investors. The extensive
efforts in this area are not meant to suggest,
however, that all Chinese investments are
harmful, but these additional safeguards are
essential to ensuring transparency and keep-
ing investments in line with national security
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interests. A study by the Bulgaria-based Cen-
tre for the Study of Democracy® shows that
the growth of Chinese investment is directly
linked to the deterioration of governance and
legal standards.

Certain investments in CEE and the West-
ern Balkans in particular are sometimes
referred to as “corrosive capital” due to its
lack of transparency, market orientation and
accountability. This results in uneconomical
projects being implemented (take, for exam-
ple, the infrastructure projects in Montene-
gro), which increases the country’s debt and
deepens its burdensome financial obligations
to China's financial institutions?*. This strate-
gy can also be used to affect decision makers
by means of targeted investments (e.g. Chi-
na's investments in the Czech Republic and
Slovakia in order to increase its influence in
the domestic media®).

CEE countries increasingly see it a priority to
ensure that investments are safe and meet
national security requirements. Examples
are growing in number: In May 2020, Roma-
nia cancelled its deal with China to build a
nuclear power station?® and telecommunica-
tions infrastructure?’; in early 2021, Lithuania
blocked the use of scanning equipment man-
ufactured by the Chinese company Nuctech
in one of its airports? and adopted an amend-
ment to Republic of Lithuania Law on the Pro-
tection of Objects of Importance to Ensuring
National Security? . In the same year, politi-
cal parties in the Czech Republic unanimous-
ly decided not to allow Chinese companies
to participate in its nuclear power station
tender®. Perhaps the largest display of CEE
unity was the decision to decouple Chinese
investments from the telecommunications
sector and 5G infrastructure development, in
support of the US’s Clean Network Initiative.

Viewed from the long-term perspective,
CEE-China relations will undergo only mini-
mal changes, but the attractiveness of the
Western Balkans to China remains high. EU
investments in this sub-region are often
linked with the progress of domestic reforms
tied to EU membership criteria. For this rea-
son, China's investments continue to seem
more appealing and more easily accessible.
Countries in the sub-region are either official
or potential Candidate Countries, but the fact
that China's economic footprint negatively
affects the countries’ governance and legal
standards means that economic cooperation
with China is becoming an increasingly large
obstacle for their integration into the EU. The
Balkans are crucial for the continent’s overall
stability and security, but this issue does not
receive enough attention at the EU level. A
more attractive EU investment strategy (such
as the EU's Global Gateway initiative) would
help to curtail China’s economic influence in
the region and have a positive effect on the
transparency and progress of the EU integra-
tion process.

Potential reset of EU-China
relations and the issue
of Taiwan

EU debates on the necessity of reviewing
EU-China bilateral relations have recently
been gaining momentum. For decades, the
EU's policy on China has been dominated by
economic pragmatism, but recently it has
been undergoing some fundamental changes,
with events in Hong Kong and Xinjiang draw-
ing increasingly outspoken criticism from the
bloc. The key breaking point in bilateral rela-
tions was the EU’s move to impose sanctions
on China on 22 March 2021 for human rights
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violations in Xinjiang®'. This was the EU's first
set of sanctions on China since the events
in Tiananmen Square in 1989. By way of re-
taliation, China sanctioned five Members of
the European Parliament from entering Chi-
na and thus further strengthened anti-China
sentiments. This is also reflected in the fact
that the adoption of the EU-China investment
agreement, whose hasty finalisation and
questionable usefulness has been subject of
controversy within the EU itself, has remained
suspended to this day.

Alongside discussions regarding the reset
of China-EU relations, the issue of Taiwan is
now also back on the EU’s political agenda.
At this point of increasing friction between
the EU and China, a significant role is played
by CEE countries, especially Lithuania, Czech
Republic, and Slovakia.

In the region as a whole, Lithuania’s position
on China stands out in its sharp and princi-
pled nature. In Chinese media, Lithuania is of-
ten described as “the flag bearer of the newly
forming anti-China bloc”. Although many CEE
countries looked with caution at the Lithuani-
an precedent, the EU’s overall policy on China
began to move from a standstill. This is clearly
reflected in the European Parliament (EP) res-
olution of 21 October 2021, adopted by a large
majority, which urges to strengthen economic
and political ties between the EU and Taiwan,
while also calling on the EU to support Lithu-
ania’s stance and condemn China’s pressure.
European Parliament resolution on EU-Taiwan
political relations and cooperation®?is a signif-
icant one — it is the first Taiwan-related Euro-
pean Parliament document of this kind.

However, the content of this legally non-bind-
ing document, which provides various rec-
ommendations to the European Commis-

sion, is largely symbolic. Except for the urge
to rename the EU representation in Taipei to
underscore the political dimension of the res-
olution’s title, the resolution did not contain
any significant ideas that sought a funda-
mental revision of the status quo in China-EU
relations. The adoption of this resolution in
the EP has drawn sharp criticism from China,
who views it as only a symbolic step of “the
most anti-China institution in Europe” that
would have no real effect on the general EU
policy on China (China emphasised that res-
olution speaks on behalf of EU institutions,
while EU Member States with Taipei rep-
resentations are not called on to follow the
lead of the EP). Chinese experts on European
issues emphasise that the stance taken by
the EP does not reflect the EU’s overall posi-
tion at all, which lacks unity on the issue of
China. The EP's stance is markedly different
from that of the European Commission and
the European Council.

Despite the commitment to “pursue our own
interests, in particular vis-a-vis China which
we consider as a competitor, a partner and a
systemic rival"®, expressed during an infor-
mal meeting of the members of the EC, the
topic of China and Taiwan was absent from
the agenda of the EC summit this October.
The 15 October conversation between Pres-
ident of the European Council Charles Michel
and Xi Jinping was also unremarkable in its
content. According to the Chinese Ministry
of Foreign Affairs, President Michel assured
that “the EU is strongly committed to sup-
porting the One China policy and has never
changed its policy on Taiwan"3. In her 2021
State of the Union Address, President of the
European Commission Ursula von der Leyen
presented the EU’'s Global Gateway initiative
as a strategic counterpoint to China's infra-
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structure project, but there were no important
hints on the resetting of relations with China
and Taiwan was never mentioned®. Howev-
er, the determination of the EP and some EU
Member States to strengthen their ties to
Taiwan is also evident from the increasingly
frequent visits: the August 2020 visit to Tai-
wan of the 90 person delegation headed by
President of the Senate of the Czech Repub-
lic Milos Vystrcil, which drew China's ire®®, the
visit of a delegation of French senators this
year®” and the visit of a business delegation
from Taiwan in Lithuania, the Czech Repub-
lic, and Slovakia at the end of the very same
month3*, Taiwanese Foreign Minister Joseph
Wu's visit to the Czech Republic, Slovakia,
and Poland at around the same time®, and
the first official European Parliament delega-
tion to Taiwan in early November“0.

China sees the enthusiasm of some EU Mem-
ber States to strengthen their relations with
Taiwan and the increasingly outspoken dis-
cussions in the West on the issue of Taiwan in
an extremely negative light, which is also evi-
dent in the narrative of Chinese media*'. Anal-
ysis of China's position suggests that Beijing
is willing to put up with other countries deep-
ening their economic ties to Taiwan, but re-
cent debates and actions often step outside
the bounds of pure economic cooperation.
In the case of Lithuania, China's response
was very stern, with the wrath of the Chinese
caused by Lithuania’s uncompromising rheto-
ric towards China and the issues surrounding
the naming of Taiwan’s representative office
in Vilnius*. An increasing number of coun-
tries turn to Taiwan and their politicians keep
visiting it receive sharp criticism from Beijing
that dismisses this growing trend as “actions
of specific politicians, which are unrelated
to the official position of the government”.

China’s position remains unchanged: Any in-
stance of stepping outside the boundaries of
economic cooperation means crossing Chi-
na's red line and violating the One China poli-
cy. Current Taiwan-China relations are at their
historic low and Beijing is highly sensitive to
any changes in the status quo with respect
to Taiwan.
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Conclusions and
recommendations

The model of cooperation with CEE that China formulated in 2012 was
essentially ineffective in increasing economic cooperation. While Chi-
na has managed to achieve several important wins in non-EU coun-
tries, Greece and Hungary, it did not bring about fundamental chang-
es in CEE countries’ attitude towards China. The cherished hopes of
Chinese investments did not come to fruition, the growing dissatisfac-
tion with economic cooperation and Beijing’s pursuit of political goals
in the region had a considerable influence on Lithuania’s decision to
withdraw from the “17+1” format. With that said, the main reason for
Lithuania's departure was the moral position of Lithuania’s governing
majority, which is also reflected the EU's and the US'’s concerns about
the format's divisive effect on the region. However, China is not going
anywhere: Its economic footprint in the Western Balkans and Monte-
negro® and Serbia in particular is not shrinking; China is more actively
involved in strengthening its cooperation with EU Member States Hun-
gary and Greece. EU institutions, especially the European Parliament,
are increasingly outspoken about the necessity to reset EU-China re-
lations. The growing number of countries that want to deepen their
relations with Taiwan might force China to pay more close attention to
strengthening its influence in CEE in order to have some sway over the
prospective unified EU policy on China.

1. A consensus on the One China policy among Lithuanian institu-
tions. Recently, Lithuania’s rhetoric in relation to the foreign policy
on Taiwan has been more cautious. The issue regarding the Tai-
wanese representative office negatively affected the effectiveness
of efforts to stabilise relations with China. Lithuania needs to make
a decision: to continue strictly adhering to its values-based foreign
policy and make no concessions despite China’s continuous pres-
sure, or to soften the current position by explicitly declaring that
the ties with Taiwan will be strictly limited to economic cooperation
while, at the same time, avoiding closer political interactions. Pur-
suing an effective policy on China requires Lithuania to decide on
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what Lithuania’s “One China Policy” actually is. Ideally, such choice
of Lithuania’s “One China Policy” (viz. how Lithuania perceives Chi-
na's One China policy) should be made through the consensus be-
tween all key national institutions.

2. Deciding between “only economic relations with Taipei” or a val-
ues-based stance and preparation for escalation of the crisis.
Economic cooperation with Taiwan is potentially very beneficial for
Lithuania’s economic diversification and its efforts to create higher
added value. However, in talks with China, Lithuania must under-
score the economic/trade dimension of Lithuania-Taiwan relations
if it wishes to keep open the possibility of maintaining economic
ties with China. Based on China’s official statements and Chinese
media narrative, the key issue in the diplomatic conflict between
China and Lithuania is the naming of the representative office of
Taiwan in Lithuania, which does not highlight solely economic co-
operation and Lithuania's apolitical stance (which, in Beijing's view,
significantly changes the existing status quo). Chinese media and
analysts positively viewed the fact that Taiwan's foreign minister
did not visit Lithuania and that the opening of the Taiwanese Rep-
resentative Office in Vilnius was postponed. This was regarded as
Vilnius’ show of willingness to try and mitigate the conflict with
Beijing. On the other hand, the emphasis on the political side of
relations with Taiwan would likely escalate the diplomatic crisis be-
tween China and Lithuania and the country would need to prepare
for further actions of China that would try to maximise its pressure
towards Lithuania.

3. The forming of coalitions to replace” 16+1" with “27+1". Lithuania’s
position with respect to the China-CEE cooperation format and the
general dissatisfaction with the situation in China-EU relations will
become more effective if, first and foremost, Vilnius would engage
in more active dialogue with Estonia and Latvia, which may also
decide to withdraw from the format or at least abstain from further
decisions. It is also important to maintain a constructive dialogue
with Poland, because, in Beijing's view, Warsaw is a middle power
in the region and plays the role of a “superintendent” within the
format. Slovenia, Bulgaria and Romania are also potential partners
in the dialogue, because they stand united with the Baltic states in
terms of significantly changed priorities on cooperating with China
through the format, as evidenced by their lower-ranking represent-
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atives delegated to the summit. A close dialogue and efforts to
reach a joint position would help to propel the debate at the EU and
CEE levels on the negative influence and harm of the China-CEE
cooperation mechanism and to gain more support for the idea of
the “27+1" format.

The importance of the Western Balkans. If some of the countries
decide to follow Lithuania's example and withdraw from the 16+1
format, China may start paying even more attention to the region:
Beijing might pull its resources together to maintain its influence in
the Western Balkans, Hungary, and Greece; it may also show more
attention to Poland. Inside the EU, it is often emphasised that the
stability and security of Europe as a whole depends on the stra-
tegically important region of the Western Balkans. It is important
to strengthen alternatives to China’s investment strategies in the
region (e.g., the Three Seas Initiative, the Global Gateway), which
may help bring the region’s countries to the side of the West.

Lithuania’s China policy synchronisation with the US. Lithuania's
policy on China will inevitably be viewed through the lens of securi-
ty and relations with the US. Accordingly, it is essential to take into
account the need to align and synchronise political decisions with
the US, because this is the only way to secure requisite and timely
help (including the aspects of attention/prestige) should the crisis
with China escalate further. So far, Vilnius’s revision of relations with
Beijing had a positive effect on the transatlantic relations and Lith-
uania's prestige: Vilnius is set to host the 2023 NATO summit; Lith-
uania was elected to the UN Human Rights Council for 2022-2024;
the country recently hosted a high-level “Future of Democracy” fo-
rum, which serves as a preamble to the “Summit for Democracy”,
initiated by the US president. At this point in time, it is important
to use the newly accumulated capital of prestige by turning it into
a new/additional dimension of relations with the US alongside al-
ready existing issues such as security and deterrence of Russia.
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