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Preface

I am delighted that the ASEM Foreign Ministers’ Meeting has inspired the 
Hungarian Institute of International Affairs to publish this book, Asian Studies – 
2011. The authors are among the best experts in Hungary, thus I am convinced that 
their papers will greatly contribute to the research of Asia–Europe relations.

The ASEM is a unique forum which represents a pioneering dialogue between Asia 
and Europe, the cradles of the most ancient centres of civilisation. The two continents 
with over half of the global population now comprise over 60% of world trade, and 
account for more than half of the global GDP. The ASEM initiative has provided an 
opportunity for cooperation on an equal and reciprocal basis for over 15 successful 
years.

The success of the ASEM process is clearly seen from the fact of its popularity, 
proved by the rapidly increasing number of its participants, now coming close to fi ft y 
members, and the further interest expressed by many other countries in joining the 
dialogue. Despite its enlargement, the effi  ciency of the forum must be preserved and 
the bipolar (Europe–Asia) model of cooperation must be retained.

Besides their obvious and historical diff erences, Asia and Europe share a number 
of important similarities as well. On the broadest perspective, they are two continents 
with very long histories, proudly and fi rmly anchored national cultures. Economically, 
both are traditionally open to foreign trade and investment, and, therefore, have a 
strong common interest in an open international economic and fi nancial system. Both 
have complex models of society, which put a high price on the need to control the forces 
of globalisation. They are seeking to preserve the positive features of their complex 
economic and social models, while retaining the capacity to change in the face of 
rapidly evolving circumstances. The interdependence of the two continents provides 
numerous opportunities for evolving and deepening cooperation. Europe and Asia 
also face many common acute global issues and policy challenges – whether they relate 
to economics, development, or social and human security. The agenda of the ASEM 
forum with its three pillars, the political, economic and socio-cultural fi elds, allow us 
to address these opportunities and challenges with a common, thus more eff ective and 
productive approach.
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The rich and diverse agenda of ASEM, focusing on concrete global challenges 
of common interest will enable us to explore common ground and new venues of 
cooperation for a bett er future for the peoples of Europe and Asia. As both of our 
continents have previously been hit by serious economic, currency and banking crises, 
we share the same ambition to bett er cope with the forces of economic and fi nancial 
globalisation. Asia and Europe have a common interest in the emergence of a stability-
oriented, bett er and more eff ective international economic and fi nancial system.

The EU has adopted a new strategy of “EU 2020”, based on smart, inclusive and 
sustainable growth. Asia, as today’s most dynamic region in the world economy, has 
already lift ed millions out of poverty and has a major role to play in the recovery. It is 
high time to bring new dynamism to resolving long-standing global issues, including 
the development challenge of the Millennium Development Goals. ASEM has a distinct 
role to play in these eff orts. The climate protection challenge must remain a top priority 
for both Europe and Asia. In the EU we have the most ambitious climate commitments 
in the world. We will deliver on the pledges we have made on fast start fi nancing and 
we have already helped many Asian countries with climate funding. People-to-people 
contacts are also a very important part of our Asia–Europe partnership. We have to 
make further substantial eff orts to bring ASEM closer to our citizens and civil society 
and reach out to the peoples of Asia and Europe by funding programmes in this area.

I hope that this issue of the Asia Studies is only the fi rst one in a series of publications, 
since Hungary att aches great signifi cance to Asia–Europe relations, and I am convinced 
that the research into this topic is of utmost importance.

Dr. János Hóv ári
Deputy State Secretary for Global Aff airs

Ministry of Foreign Aff airs
Hungary
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The Implementation of Hungary’s Asia-
Policy during the Hungarian Presidency                          

of the Council of the European Union

The European External Action Service (EEAS), the institution that is to support the 
work of the High Representative of the Union for Foreign Aff airs and Security Policy is 
one of the innovations of the Lisbon Treaty. The EEAS began its work one year aft er the 
Lisbon Treaty entered into force and one month before Hungary took over the Council’s 
rotating Presidency from Belgium on 1st December 2010. The Hungarian was the fi rst 
Presidency that had to work together with the new service, and as such, its activity 
could set a precedent.

Before the entry into force of the Lisbon Treaty it was the six-month-long rotating 
Presidency that in the majority of the cases represented the Union in the fi eld of foreign 
policy. In the future the European foreign policy will have a single “face”, the High 
Representative of the Union for Foreign Aff airs and Security Policy, who is elected 
for a period of fi ve years. The establishment of the new foreign service created a new 
situation in European foreign policy.

Nevertheless, the Hungarian Presidency intended to be one of the most important 
actors supporting the High Representative, especially in the initial period of the EEAS. 
The still ongoing Hungarian Presidency aims at providing all possible support to the 
High Representative and the European External Actions Service in fulfi lling all their 
tasks enshrined in the Treaty. The cooperation that has developed between the High 
Representative and Hungary is very instructive. We are glad to state that the fi rst 
manifestation of this new mechanism was highlighted in Asia, a region Hungarian 
foreign policy pays special att ention to. Upon Catherine Ashton’s request, already in 
June 2010, the Hungarian Foreign Minister, János Martonyi represented the EU in Hanoi, 
at the ASEAN Post-Ministerial Conference and Regional Forum. This was the fi rst case 
in which, nearing the Hungarian EU Presidency, a Hungarian politician negotiated in 
the name of the EU. This example shows that the Lisbon institutional framework has 
suffi  cient fl exibility for the rotating Presidency to manage aff airs keeping in view the 
interests of the EU and to the satisfaction of all the member states.

The Hungarian government considers Asia as one of the priorities of its foreign 
policy. Strengthening and deepening relations with Asia is a vital interest for both the 
EU and Hungary. Hungary is striving to broaden cooperation on both the bilateral and 
multilateral levels – we are interested in developing a mutually benefi cial relationship 
with our Asian partners. The cooperation of Europe and Asia covers a most important 
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segment of the current system of international relations: the interaction of two power 
centres of the new millennium. A unifying Europe, which in the spirit of the Lisbon 
Treaty is striving to redefi ne itself as a major player outside the boundaries of the 
“Old Continent”, and an emerging Asia, which also as a result of the global fi nancial 
and economic crisis of 2008, has just begun to receive the att ention it deserves. The 
framework is also crucial: Europe and Asia are trying to develop a comprehensive, 
mutually benefi cial system of inter-regional cooperation under the circumstances when 
the need to fi nd common solutions to our common problems is more acute than ever 
before. We are trying to build a Europe–Asia relationship not just for the sake and 
benefi t of Europe and Asia – our cooperation can also serve as an example of global 
dimensions by showing the world that diff erent historical and cultural backgrounds, 
diverse systems of beliefs and values, dissimilar ways of social and economic 
development are not necessarily dividing or excluding factors. On the contrary, they 
can complement and balance each other, benefi ting all parties concerned.

Hungary has kept these in mind while shaping and implementing our Asia policy 
both in bilateral terms and at EU levels. Our bilateral cooperation with the countries 
of the Asia–Pacifi c region covers two major areas: the political and security sphere on 
the one hand and the economic area on the other. Our active bilateral consultation 
mechanism with the countries of Asia and the Pacifi c is a substantive, comprehensive 
and eff ective forum for the exchange of views and opinions on current regional and 
global developments and at the same time to follow-up constantly the issues of our 
bilateral cooperation. The continuity of high level visits plays a special role in extending 
this cooperation. They help to intensify the development of our political, economic, 
educational and academic as well as cultural contacts and at the same time enable us to 
extend the contractual framework with our Asian partners. In this spirit several bilateral 
visits and talks took place since the formation of the new Hungarian government in 
2010. The Prime Minister of Hungary, Viktor Orbán held negotiations with his Chinese 
counterpart, Wen Jiabao at the occasion of the Shanghai EXPO late October last year 
and met with the Prime Ministers of Japan, Kan Naoto and the Republic of Korea, 
Kim Hwang-sik in Europe on the side-lines of an OECD multilateral event. Several 
ministerial and senior foreign aff airs offi  cial level visits took place from India, Japan, 
the Republic of Korea and Australia while senior Hungarian foreign policy makers 
held talks in Vietnam, Afghanistan and Pakistan. Our parliamentary cooperation was 
strengthened by mutual visits of parliamentary leaders from India, Laos and Thailand, 
and the Speaker of the Hungarian parliament paid a visit to Indonesia. Members of 
several Asian national parliaments on the one hand while Hungarian MPs and MEPs 
from the European side on the other similarly contributed to the extension of ties. These 
developments emphasize the importance of all regions of Asia for Hungary with which 
we strive to substantially increase our cooperation.
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Within the framework of EU–Asia interaction several signifi cant events and 
developments took and will take place during the Hungarian Presidency of the 
Council of the European Union. One such event of importance was the second round 
of the strategic dialogue between the EU and the People’s Republic of China. The 
Hungarian Presidency was greatly honoured that it was held in Gödöllő castle in 
Hungary at the beginning of May between State Councillor of the PRC, Dai Bingguo 
and High Representative Ashton. The dialogue in Hungary was an important stage of 
preparations for the EU–China summit which is to take place during the second half 
of the year. The Strategic Dialogue is an essential part of the post-Lisbon relationship 
between the EU and China. It refl ects the great importance that the European Union 
att aches to the strategic partnership with China.

Two other major events during the Hungarian Presidency are the EU–Japan Summit, 
which was held at the end of May in Brussels, and the Asia–Europe (ASEM) Foreign 
Ministerial Meeting in early June in Hungary. The special character of this year’s EU–
Japan Summit is that it stands out from among regular, yearly meetings between two 
strategic partners. EU–Japan cooperation has come to a crossroads: during their meeting 
the President of the European Union and the Prime Minister of Japan are expected to 
point out and defi ne the future directions of the development of EU–Japan relations, to 
determine the desirable and possible spheres of cooperation, and to iron out any and all 
disagreements which can present themselves as obstacles on our way towards common 
goals and ideals. In order to help the preparations for the summit, the Hungarian 
Presidency also embraced a Japanese proposal of organizing a symposium in March 
on the topic of “Europe and Asia in the Globalizing World”. Our enthusiasm was fuelled 
not only by the possibility of enriching the program of the Hungarian Presidency but 
also by the perspective of being given a chance to make a however small contribution 
to furthering cooperation and deepening understanding between Europe and Asia.

The importance of ASEM is quite obvious: the this year fi ft een-year old Asia–Europe 
dialogue provides the institutional framework for the above mentioned inter-regional 
cooperation between Europe and Asia. It is a forum where political leaders of the 
two continents regularly meet and exchange views on subjects of mutual interest or 
concern both within and outside the geographical boundaries of Eurasia. The Foreign 
Ministerial Meeting, held in the intermission between bi-annual Summits, is the second 
most important forum of ASEM where the heads of European and Asian diplomacies 
gather to discuss the major developments in the international arena and to draw up 
recommendations for the leaders concerning the future ways and means of developing 
Europe–Asia cooperation. We trust that this year’s ASEM foreign ministers’ meeting 
in Hungary will be an important milestone in this process. We, the organizers and the 
host of this event, are doing our best to make this FMM as productive and successful 
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as possible. The overarching theme of the ASEM meeting in Hungary is the challenges 
that non-traditional security threats impose on us. We sadly recall the timely manner 
of the discussion of such issues. The natural disasters that hit several Asian and Pacifi c 
countries during the course of the last couple of months are tragic reminders that there 
is an ever-growing urgency to discuss these issues. Subsequent to the tsunami and 
the related disasters that hit Japan in March, Hungary, just as most EU member states, 
reacted quickly. In April Hungary gave an account of the preparations for the June 
ASEM Foreign Ministers’ Meeting. Due to the disaster which hit Japan, Hungary was 
invited to organize an expert level ASEM preparatory gathering originally planned to 
be held late March in Tokyo. As a token of solidarity for Japan, the Hungarian Ministry 
of Foreign Aff airs immediately accepted the invitation. At the same time the Hungarian 
EU Presidency also helped to channel the discussion on nuclear safety at the relevant 
EU bodies and decision-making forum.

We are also proud that a milestone free trade agreement between the Republic of 
Korea and the EU was fi nalised during our Presidency period, while several such 
agreements are under way with other Asian partners, as well. Also, during the course 
of our Presidency, Partnership and Cooperation Agreements (PCAs) are close to be 
concluded with several Southeast Asian partners. 

Nevertheless, it is without any doubt that the pinnacle of our Presidency concerning 
the implementation of our Asia policy will be the outstanding opportunity to organize 
the tenth Foreign Ministers’ Meeting of ASEM. Nearing the end of our EU Presidency 
period we are hosting 48 ministers and leaders from both Asia and Europe, which 
event lends Hungary to demonstrate the commitment we have towards the Asia–Pacifi c 
region both at bilateral level and as a responsible member of the European Union and 
the international community.

May, 2011 at Budapest
  István Szerdahelyi
 Szabolcs Takács  Director General Péter Wintermantel
 Deputy Director General Asia-Pacifi c Department Director General
 Asia-Pacifi c Department ASEM Senior Offi  cial Head of Secretariat 
 Deputy Head of ASEM Ministry of Foreign Aff airs of Deputy State Secretary
  FMM 10 Task Force of the Republic of Hungary for European Union Aff airs
 Ministry of Foreign Aff airs   Ministry of Foreign Aff airs
 of the Republic of Hungary            
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Editor’s Note

Though being a cliché, it is still true that the role of Asia became extremely important 
in global political and economic relations during the fi rst decade of the 21st century. 
Currently, we have to face the facts that China is already the second largest economy in 
the World, India, Russia and Southeast Asia are on the rise, while other regions of the 
continent are still listed among the most dangerous confl ict zones.

We, the citizens of the European Union, should pay great att ention to the events and 
processes in Asia, since they already have an impact on our lives, to such an extent most 
of us could not even imagine. Europe has a huge contribution to the development and 
history of mankind, and now we have to share our knowledge and experience with our 
Asian friends in order to secure our common future. Without cooperation neither side 
can cope with global issues, such as the fi nancial crisis or the climate change.

In order to deal with a selection of the most interesting and acute topics of Asian 
and Asia–Europe aff airs, the Hungarian Institute of International Aff airs has decided 
to publish this book, Asian Studies – 2011, and requested the contribution of some of the 
most outstanding Hungarian experts and researchers. Due to the physical limits of the 
book, it is impossible to cover all of the current political and economic issues, thus we 
have tried to collect some of the most stirring ones.

Although this book was inspired by the 10th ASEM Foreign Ministers’ Meeting 
in Budapest, I truly hope that this is only the fi rst step and we could continue to 
publish Asian Studies from year to year. In a certain sense, Europe is just a peninsula 
or subcontinent of Asia, thus the role of the Central European EU member states 
could gain momentum, since these countries represent the bridge between the two 
regions. Therefore, my personal intention for the future is to internationalise the range 
of our authors, to include the papers of our Polish, Czech, Slovakian, Romanian and 
other Central European fellow researchers. I believe that as a result of joining our 
eff orts, Asian Studies of the Hungarian Institute of International Aff airs would gain 
signifi cance on a regional level.

Hereby I would like to express my gratitude to the sponsor of this book, the 
Várnai&Partners Law Firm. Without their support it would have been impossible 
to publish our work. I am also thankful for the help of our publishing editor, 
Andrea Tevelyné Kulcsár, and for the accurate and indispensible work of our 
intern, Nikolett Tevely.

Tamás Matura
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Multipolar Financial World – Multi-Pillar 
Reserve  Currency System?
Zsuzsánna Biedermann*

The Great Crisis accelerated the decade-long power shift  in world economy. New 
global players are emerging, while some of the most successful economies of the 
pre-crisis era are coping with constant economic problems. These new dynamics 

question the pre-eminence of the US dollar in the international monetary system. Glo-
bal fi nancial stability is in danger because imbalances and tensions have risen to a 
critical level due to the monopoly of the dollar. Instead of cooperation, policy makers 
oft en engage in unilateral steps that cannot solve multi-faceted problems resulting from 
the integration of China and the emerging countries into world economy.

The Financial World Order: Need for Change

The current crisis has drawn our att ention to fl aws and inequalities in the global 
fi nancial system that largely contributed to the recession. The emergence of global 
imbalances and the prolonged crisis are symptoms of fi nancial system incoherence that 
has to be addressed in the long term.

During the fi rst phase of the crisis political leaders seemingly realised the urgency 
of reforms: several politicians kept on emphasizing the importance of a substantial 
change, a new cooperation in the fi nancial sphere. In October 2008, Gordon Brown, 
Prime Minister of the United Kingdom at that time, explicitly expressed that 
we “must have a new Brett on Woods – building a new international fi nancial 
architecture for the years ahead (…) we must now reform the international 
fi nancial system around the agreed principles of transparency, integrity, 
responsibility, good housekeeping and cooperation across borders.”1 He was 
not the only one stating that time has come to rebuild what was constructed 
more than sixty years ago.

The initial enthusiasm was not translated into signifi cant global reforms 
of economic policy cooperation. It seems that leading world economies have 

* Junior research fellow, Institute for World Economics of the Hungarian Academy of Sciences
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not been persuaded that continuous conciliation would be preferable to the 
current system of loose and sporadic policy coordination.2 Most countries are 
still focusing on their own monetary policy to achieve domestic objectives 
while blaming others and discouraging them from proceeding with “beggar-
thy-neighbour” policies. Exchange rate policy coordination would be desirable 
to avoid a competitive devaluation and thus slow down the already sluggish, 
mainly export-led growth.

To ensure the long-term health of the world’s economy, building a new 
monetary system seems inevitable.3 One of the greatest obstacles standing in the 
way of the development of a global monetary system is the hegemony of the US dollar. 
At present, the dollar is the major internationally-used currency – as it has been since 
the Second World War – while the euro, the Japanese yen, the British pound sterling, 
and the Swiss franc are lagging behind in a number of dimensions.

The overwhelming American dominance in global markets has justifi ed the dollar’s 
success as the key reserve currency and for a long time it had no real competitor. But the 
American currency’s dominance is not well suited to the economic realities of our world 
any more. The dollar’s exceptional function as a world currency has played a huge role 
in distorting the global economy where the whole fi nancial system depends more 
or less on what happens in the United States.

The Dollar Hegemony

Eighty-fi ve per cent of worldwide foreign-exchange transactions are trades of other 
currencies for dollars. The Organization of Petroleum Exporting Countries sets the 
price of oil in dollars. Most of the raw materials (oil, gold, etc.) are still traded in dollars. 
The dollar is the currency of denomination of half of all international debt securities. 
More than 60% of the foreign reserves of central banks and governments are in dollars.4

The current international fi nancial system is based on the hegemony of the US dollar. 
Aft er the Second World War, the United States of America was the only developed 
country with an economy left  more or less intact. To refl ect the post-war era, countries 
created a monetary system where the US dollar was chosen as the international 
currency for trading.

Issuing the most important currency in the world has its advantages and inconveniences 
at the same time. It seems to be an exorbitant privilege, as Valéry Giscard d’Estaing, 
former French President, pointed out. It is a privilege since the US would not face a 
balance of payments crisis and the capacity of printing money without having to 
face infl ation at once, thus the currency’s exceptional position makes it easier 
for the United States to run higher trade defi cits with postponed economic 
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impact. That represents great economic benefi ts in the short term: the dollar is 
taken everywhere in return for real goods, and Americans quickly learnt the 
lesson – they got used to living beyond their means and their production.

But when a national currency also serves as an international reserve currency, there 
are fundamental confl icts of interest between short-term domestic and long-term 
international economic objectives (known as the Triffi  n dilemma5): the use of a national 
currency as global reserve currency leads to a tension between national monetary 
policy and global monetary policy. The country issuing the global reserve currency 
must be willing to run large trade defi cits in order to supply the world with enough of 
its currency to fulfi l global needs.

This artifi cial demand for the dollar placed the United States in a unique 
position to dominate world economy without productive work or savings, 
and without limits on consumer spending or defi cits. But it also led to a loss 
of manufacturing jobs to overseas markets.6 America became more dependent on 
manufactured products fl owing in the country from abroad.

This whole system, based on the dollar’s unique role, has been distorting American 
consumer habits as well as shift ing world economy into a vicious circle of growing 
inequalities.

The Dollar As an International Reserve Currency

Why is the dollar so att ractive? What contributes to the international use of a currency?  
Economic actors looking for safe investments are convinced by the enormous size and 
institutional depth of the US economy, its robust capital markets, economic growth, 
vitality and profitability, as well as the American political stability and military 
strength.7

Tavlas8 mentions the following conditions enhancing the international use of a 
currency:

1) low and stable infl ation;
2) open, deep and broad fi nancial markets;
3) the country’s share of world trade or world output.

The att ractiveness of a currency depends partly on its ability to keep its value 
compared to other currencies and in terms of purchasing power over goods. This 
depends on the central bank aiming at low infl ation. In addition, the currency must 
be usable in the sense that offi  cial or privately-held balances must be easily convertible 
into other currencies through a variety of fi nancial instruments with low transaction 
costs.9
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A currency’s status depends on others’ use of it as a reserve currency. The larger 
extent a currency is used as a medium of exchange, the lower its transaction costs and 
the higher is its liquidity, and hence the more att ractive it becomes for new users.10

Network externalities tend to push towards “centralisation,” benefi ting no more than 
a few international currencies or even just one.11 Various factors are interdependent and 
reinforcing.

Taking into consideration all these factors, it is completely understandable why 
central banks hold most of their foreign currency reserves in dollars.12 Economic size 
also matt ers, since it gives a country market power, allowing it to denominate its trade 
in its own currency, forcing foreigners to take on the risk of currency fl uctuations. Size 
also enhances the breadth and depth of domestic fi nancial markets. The United States 
is the giant of world economy in terms of the size of its economy and fi nancial centre. 
American bonds are still considered to be one of the safest forms of investment, the US 
Treasury even managed to sell bonds with negative interest rates(!) in October, 2010.13

Still, concerns over global imbalances and the dollar’s leading currency role are 
gett ing stronger. Investors are willing to hold dollars if they have confi dence in the 
dollar retaining its value and stability indefi nitely into the future. But the dollar is 
constantly trending downwards and its worldwide comparative value has been falling 
for several years.14

The chart on the next page shows the real eff ective exchange rate (REER) of the dollar 
from 2000 to 2010. REER is a weighted average of a country’s exchange rate relative to 
the currencies of all its trading partners, adjusted for diff erences in national rates of 
infl ation. By 2010, the dollar’s real eff ective exchange rate reached its lowest point of 
the decade.

This downward tendency is likely to continue since several long-term factors, 
having a strong infl uence on exchange rate, are persistent. Economic actors are losing 
confi dence in the dollar sustaining its value. This is due partly to burst of the dotcom 
bubble, Enron, WorldCom and Tyco scandals that shook the confi dence in accounting 
methods and government oversight procedures.

Another factor that worries investors is the increase of twin defi cits: the government 
spends more than it raises taxes, and the US imports more goods and services than 
it exports. Government budget defi cits have long been on the increase, a short- to 
medium-term problem is related to the fi nancial crisis of 2007–2010, which has 
signifi cantly reduced tax revenues and involved large stimulus spending. But 
there is a long-term problem as well that results from increasing healthcare 
costs.15 The impending trade defi cit is caused by the fact that the United States imports 
more than it exports year aft er year. America imports oil, and consumers buy foreign 
products because they are cheaper than the respective American merchandise, or very 
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oft en there is no American equivalent at all. Off shore outsourcing of jobs is another 
outward-bound money stream.

Other developments have also reduced confi dence in the strength of the American 
currency. The United States’ continuing policy of quantitative easing could, and very 
probably will, cause further dollar depreciation.

One thing is certain: the United States is on an unsustainable fi scal path. 
Niall Ferguson, Harvard economic historian, said during an interview in 
November 2009: “you either default on that debt, or you depreciate it away. You 
infl ate it away with your currency eff ectively”.16 The Federal Reserve’s money 
printing waves imply that the United States is voting for the second option.

Investors and markets must and will sooner or later realise that the dollar 
depreciation is a continuing, long-term trend and the dollar’s role as the safe 
haven of the international monetary system will come to an end. Marc Faber, 
investment analyst, recently said, “I no longer regard the US dollar as a valid 
unit of account. People shouldn’t value their wealth in dollars because one day, 
in dollars, everyone will be a billionaire.”17

Due to the loss in value, time will come when dollar will be received less 
enthusiastically or even be rejected by foreign countries, since constant 
depreciation is eroding dollar-centric portfolios. The shift  in att itudes towards 
the dollar has already started.

Source: Bank of International Sett lements
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The decline in the att ractiveness of dollar assets and the shift  towards other currency 
deposits represent very well that the dollar’s reign is slowly but steadily approaching 
its end. As the dollar declines, the value of reserves also decline. As a result, foreign 
countries are less willing to hold dollars in their reserve portfolio. They diversify 
into other currencies. This reduces demand for the dollar, putt ing further downward 
pressure on its value.

According to IMF statistics, in the second quarter of 2010, foreign governments had 
2.9 trillion dollar in reserve, which is approximately 62% of all measurable reserves. In 
2008, 67% of total measurable reserves were held in dollars. The share of dollars is slowly 
declining and governments are gradually moving towards a portfolio diversifi cation. 
The value of euro held in reserves increased from $393 billion to $1.25 trillion during 
the same period. Although, this is a signifi cant rise, it is still less than half of all dollar 
reserves.18

The Dollar’s Role As a World Currency:
the Origin of Global Economic Imbalances?

When we speak of global imbalances, we are usually referring to the current large 
account defi cit in the United States, and the matching surpluses in other countries 
such as China, Japan, emerging Asia, some oil-exporting countries, as well as other 
industrial countries. Since the mid-1990s, and in particular since the beginning of the 
new century, US trade defi cits had to a large extent correspond to trade surpluses in 
East Asia.

The current US account defi cit is largely due to the dollar’s role as an international 
reserve currency.19 American fi rms and residents can pay in their own currency when 
importing goods from or investing in other countries. Meanwhile, other countries must 
get dollar-denominated assets by export, capital infl ow or loans. Therefore, as detailed 
above, the United States needs to supply the world with dollar, eroding the value of its 
own currency20 and thus remain continuously in a state of trade defi cit.21 The United 
States tends to put the blame on undervalued foreign currencies, especially the Chinese 
yuan, for its impending trade defi cit. Not only China, but several emerging markets are 
intervening heavily in the exchange rate markets to prevent further appreciation.

Guido Mantega, Brazilian fi nance minister, warned about a global currency war in 
September 2010. He was referring to a competitive devaluation of currencies by diff erent 
central bank interventions worldwide to make countries’ export more competitive: there 
is a fi ght between the dollar and the currencies of the emerging markets. The 
expression itself might be exaggerated but one thing is certain: central governments tend 
to pursue domestic objectives without coordinating monetary policies on a worldwide 
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or regional level. This chaos of individual steps might hinder the convalescence of 
global economy aft er the crisis.

Competitive devaluation is not a new phenomenon. Countries regularly used this 
method before introducing the euro in Europe: Italians, Greeks, Spanish all used to 
intervene to keep their domestic currency undervalued relative to the German mark. 
One of the great advantages of the common European currency is that devaluation 
based on individual decision-making ceased to exist in the Eurozone. Another example 
is South America, where Brazil and Argentina competed to devalue their currencies. 
Southeast Asia could also be mentioned where devaluation was regular relative to US 
dollar or Japanese yen.

Since 1929–1933, when numerous countries tried to export unemployment and 
domestic economic problems by devaluation simultaneously, this phenomenon 
never took place on a massive scale. History of competitive devaluations proves that 
intervention is only a short-term solution for certain economic problems (it might 
improve trade balance and help exporting companies – if Marshall–Lerner condition22 
is fulfi lled) but is disadvantageous because it deteriorates commercial relations (the 
MERCOSUR has also been struggling with exchange rate debates) and att racts 
speculators. To sum up, it makes world economy much more volatile and has a negative 
eff ect on its development.

At fi rst glance, world economy managed to avoid the protectionist wave that extended 
recession and narrowed fl ourishing commercial channels aft er the Great Crisis in 1929–
1933. Instead of direct protectionism,23 countries have recourse to indirect methods, 
among them exchange rate manipulation.

An important reason for applying this ambivalent method is the crisis itself: 
circumstances are gett ing harsher and every country is trying to overcome these hard 
times. Developed countries are running out of economic policy instruments. Interest 
rates are around zero to boost recovery. A recovery that is thrown back by fi scal 
consolidation.

On the other hand, since the Asian crisis in the 1990s, developing countries based 
their economy on export-oriented growth and the accumulation of foreign reserves. 
This strategy was welcomed and accepted by developed countries since it raised their 
living standard. Meanwhile, Western populations got used to live in abundance and 
now feel deluded that their usual standard of living is gett ing lower.

Global imbalances evolved due to the overconsumption of developed countries, 
where large trade defi cits became usual. Consumption of developing countries is lagging 
behind, it is very low compared to their GDP growth and they keep on accumulating 
further reserves. This imbalance is unsustainable, and Western countries are trying to 
reset their economies from consumption to export-led growth by penetrating to new 
markets. The most cited example is the ambivalent relationship between China and 
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the United States. Washington has been importing more from Beĳ ing than it exports, 
therefore American trade balance has a widening defi cit. Seventy per cent of American 
GDP is spent on consumption, Americans are overconsuming. In contrast, Chinese are 
more willing to save their earnings so they put aside half of their GDP. This rate is also 
staggering. Chinese are very cautious, and the social welfare system is not as developed 
as in developed countries. Chinese must save money for retirement, illness, etc. Beĳ ing 
has also tried to revive domestic consumption but did not really succeed. Their growth 
is an export-oriented growth and their export products are very competitive on foreign 
markets. According to several experts, their success is due to the undervalued Chinese 
renminbi. Some American economists also tend to put the blame on the undervalued 
yuan for their huge trade defi cit and argue that American products would become more 
competitive if the exchange rate refl ected the Chinese economic potential to a larger 
extent. This standpoint is partly understandable, but if the yuan strengthened, Chinese 
import products would very probably be replaced by Brazilian, Chinese, Indian, etc. 
import instead of domestic products. America would have to reindustrialise to react to 
its population’s consumption requirements.

In any case, Washington is trying to pressurise China in order to appreciate the 
renminbi, and is looking for allies in this fi ght. Of course, the undervalued yuan 
complicates life for several countries with fl oating exchange rates but they are not 
criticising China openly. China is a very important trading partner for most of these 
countries and they are cautious when the United States calls for their opinion.

China, instead of an immediate solution, is opting for gradation: the renminbi 
strengthens against the dollar but not too much at a time. Chinese Premier Wen 
Jiabao warned economic leaders around the world at a press conference in 
October, 2010: “If the yuan is not stable, it will bring disaster to China and 
the world (...) many Chinese factories will be closed and the society will be in 
turmoil if Beĳ ing pushes up the value of yuan by 20%–40% as some Western 
governments emphasize. Such a move is not good for the global economy.” 
Chinese central bank governor has pointed out several times that appreciating 
the yuan would not solve Western economic problems. The Chinese claim that 
their currency is rising as rapidly as it should. Beĳ ing also suggests that exchange 
rates should be considered in a wider political context.

Another important aspect of the exchange rate debate is the monetary policy of 
developed countries and its consequences. Since in most countries, interest rates 
approach zero, and commercial partners are not willing to appreciate their currency, 
the playing fi eld is very limited. Central banks are trying to remedy economic problems 
by quantitative easing. Such as in the United States, where the central bank is printing 
money, besides buying treasuries and other investments. This high amount of liquidity 
is looking for rentable investments around the world and since investors will not 
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fi nd it in the production industry, they are looking for short-term investments. While 
America puts the blame on countries devaluing their currency for global imbalances, 
developing countries answer by claiming that extremely loose monetary policies result 
in speculative infl ow to developing countries, and further distort world economy.

The direction of capital fl ow is not surprising, since interest rates are a lot higher in 
developing countries; for example, the benchmark interest rate in Brazil was at 11.75 per 
cent in March. Speculators att ain cheap money in Western countries, and then invest it 
in developing countries: these investments are usually speculative and short-term ones. 
Capital infl ow raises the value of domestic currency, while the exporting companies’ 
competitiveness is further deteriorated. Hence, governments try to prevent capital 
infl ow by additional taxes on speculative money.

Devaluative interventions took place not only in China, but also in Japan, South 
Korea and Taiwan to prevent the domestic currency from strengthening compared to 
the US dollar. In the United States, leaders resort to further quantitative easing. Then 
International Monetary Fund Managing Director, Dominique Strauss-Kahn, 
said that the global economic recovery would be put in danger if nations 
started using currency policy as a weapon. “Any such approach would have a 
negative and very damaging longer-run impact.”24

Where does the solution lie in this extremely complex situation? Though many 
think that China has the clue, this is only partially true. China could help reducing 
imbalances but seems reluctant to answer Western pressure since Beĳ ing has become 
a great economic and political power. Critics say that Beĳ ing must gradually turn from 
export-oriented growth to domestic consumption and if this change took place, then 
yuan appreciation might have only a moderate eff ect on Chinese living standards. 
Lately, opposite trends seem to preside over Beĳ ing’s economic policy. The Chinese 
central bank has raised interest rates to decrease infl ation but this step also triggers 
saving. It shows that China does not seem to care about foreign opinions. Neither does 
the United States, since it goes on with waves of quantitative easing. How to end this 
vicious circle?

The G20 fi nance ministers’ meeting in February 2011 marks a cornerstone in fi ghting 
global imbalances. In Paris, all participants signed a deal on the indicators that will 
be used to evaluate and to tackle the economic imbalances “taking due consideration 
of exchange rate, fi scal, monetary and other policies.”25 The text suggests that while 
Western economies are ready to deal with exchange rates in a more complex way, China 
is also willing to cooperate on inconsistent macroeconomic policy strategies.

Another front of the currency war is the fi ght between the dollar and the 
currencies of other developed economies.

There is a huge divergence of macroeconomic policies between the United States 
and the Eurozone because of the diff erent primary economic goals. Europe is on a 



12 Asian Studies - 2011

Zsuzsánna Biedermann

tight fi scal track sett ing low infl ation, stability and thus the credibility of the common 
European currency as the main target since it has not yet recovered from the sovereign 
debt crisis. On the contrary, the United States is further loosening its monetary policy.

America’s continuous quantitative easing means that the euro will further strengthen 
against the dollar, which might darken the economic prospects of Europe. That’s 
why Steff en Seibert, spokesman for the German chancellor, angrily said: “One could 
of course also argue that the US currency might not be fully at its real value, given 
the ample amount of liquidity that’s being pumped into the markets, which tends to 
devalue the dollar.”26

A relatively strong euro, on the one hand, refl ects the strength of the European 
economy in times when the viability of the common currency has been questioned, 
but on the other hand, it also harms some exporters. While German exports are still 
fl ourishing if the euro surges, since its specialist goods are less sensitive to price than 
France’s export products, France is suff ering. A 2009 export report of the European 
Commission showed that French exporters lost market share27 partly because of the 
strength of the common currency. French Finance Minister, Christine Lagarde, said 
in an interview on France 5 Television channel that the euro is suff ering not 
only because of the weak dollar but also of the undervalued Chinese yuan. 
According to Lagarde, the international monetary system should be reformed 
to avoid the euro being “hit by the expense of trade-off s between two 
currencies that are deliberately weak.”28

In years before the crisis, a strong euro or an appreciation meant no problem 
because of the dynamic and growing world economy. “Now, though, the 
euro’s climb is set against the backdrop of slowing global demand,”29 which is 
completely diff erent from the preceding years’ economic circumstances.

These currency skirmishes, as well as all the well-founded doubts detailed 
above, represent perfectly that the global fi nancial system is too heavily reliant 
on the dollar and the present hegemony should be replaced by a broader-based 
arrangement.

Jeff rey Sachs, special advisor for UN Secretary General, envisions a new, 
three-pillar monetary system: “What’s missing is that the countries have a 
choice off  the dollar. The euro is in crisis, but it will get out of the crisis, 
I believe, so the euro will be a good robust alternative, but there is no Asian 
alternative right now, so what I believe where really ahead is RMB or some 
kind of Asian cooperative arrangement will be the third pillar of the system.”30
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Alternatives to the Dollar

Chinese Challenge

“As the rapid economic growth continues and the restrictions on international fi nancial 
transactions are gradually liberalised, China’s importance in the global economy and 
fi nancial system will increase further.”31

China is emerging as a global player: it seems natural to consider whether its 
currency is going to play a more important role in the fi nancial system. At present, 
Chinese renminbi is not fully convertible and not used internationally.

In recent years, Chinese strategy on positioning the renminbi to become a truly 
international currency, a viable alternative to the dollar, was not clear. In 2009, China 
called several times for the reform of the global currency system, dominated by the 
dollar, which it said is the root cause of the global fi nancial crisis.32 In March 2009, 
Governor of the People’s Bank of China, Zhou Xiaochuan, wrote in an essay33 that he 
intended to replace the US currency, which has served as the world’s reserve currency 
since World War II.

Indeed, until 2009, China seemed to be sceptical whether a domestic currency is 
able to play a role as an international reserve currency without contributing to already 
existing global imbalances. Chinese economists and government offi  cials explained 
their doubts by the long-term unsustainability of such a constellation. It is practically 
impossible to conciliate domestic economic interests and supply the world with enough 
liquidity. The Governor of the People’s Bank of China explained in his essay, entitled 
Reforming the International Monetary System, that

issuing countries of reserve currencies are constantly confronted with the 
dilemma between achieving their domestic monetary policy goals and meeting 
other countries’ demand for reserve currencies. On the one hand, the monetary 
authorities cannot simply focus on domestic goals without carrying out their 
international responsibilities; on the other hand, they cannot pursue diff erent 
domestic and international objectives at the same time. They may either fail to 
adequately meet the demand of a growing global economy for liquidity as they 
try to ease infl ation pressures at home, or create excess liquidity in the global 
markets by overly stimulating domestic demand. The Triffi  n Dilemma, i.e., the 
issuing countries of reserve currencies cannot maintain the value of the reserve 
currencies while providing liquidity to the world, still exists.
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Zhou also mentioned several basic characteristics of a desirable international reserve 
currency in his essay. According to him, an ideal world currency:

1) fi rst, should be anchored to a stable benchmark and issued on the basis of clear 
rules to ensure constant supply,
2) its supply should be fl exible enough to allow timely adjustment according to the 
changing demand;
1) third, such adjustments should be disconnected from economic conditions and 
sovereign interests of any single country.

He commented on converting the international monetary system into a Special 
Drawing Right-centric arrangement, proposing an overhaul of the international 
monetary system to replace the dollar as the world’s main reserve currency with Special 
Drawing Right (SDR).34 Zhou called for a “super-sovereign reserve currency” under 
IMF management, turning the Fund into a sort of world central bank.

Currently, SDR is playing a marginal role in the international monetary system: 
aft er the extraordinary allocation approved in 2009 to increase global liquidity,35 total 
outstanding SDRs (204 billion) represent less than 4% of global reserves.36

Expanding the volume of SDR allocations would solve the global currency problem 
only partially: SDRs cannot be used directly for market intervention or liquidity 
provision. Moreover, their low-yield and the relative diffi  culty to hedge any net 
positions with SDRs show that SDRs do not represent a perfect substitute for a real 
currency backed by a political entity.

The United States’ response to the Chinese proposal was clear: “…as a country, we will 
do what’s necessary to make sure we’re sustaining confi dence in our fi nancial markets, 
and in the productive capacity of this economy and in our long-term fundamentals.”37 
If the dollar lost its leading role as an international currency, the United States would 
have to face the loss of seigniorage, but would also lose the privilege of accepting short-
term deposits at low interest rates in return for long-term investments at high average 
rates of return.38 This would have far-reaching consequences not only on the world 
monetary system but on the United States’ geopolitical status as well: it would very 
probably mark the end of American political hegemony.

The United States was not the only country who was not convinced that extra SDRs 
would solve global economic problems. Although, in the framework of G20 meetings 
participants said that extra SDR allocation is a key instance of a cooperative multilateral 
response to the global crisis, the use of SDR in a wider context seems to lack real policy 
commitment.

Reacting to the unwillingness of economic actors to accept a growing SDR role, 
as well as getting to be more conscious about China’s growing power in economic 
and political terms, Beijing shifted its strategy and rhetoric after March 2009, when 
calling for an enhanced role for the IMF’s Special Drawing Rights. Chinese officials 
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now speak of a system that rests on a handful of existing currencies: the dollar, the 
euro, and the renminbi.39

Internationalisation is in line with a country’s increasing economic power: as a result 
of China being the second largest economy in the world, it is natural to assume its 
greater role in international economics and fi nance. The lack of proportional infl uence 
is largely due to the fact that Chinese currency lacks international standing.

Beĳ ing is proceeding step-by-step with the renminbi’s internationalisation that is 
likely to evolve in three stages in gaining international acceptance gradually to become 
a currency of trade, a currency of investment and ultimately a reserve currency.40

In fact, the RMB has already been evolving to a regional trading currency. In 
recent years, RMB has become a de facto currency of sett lement and payment in the 
neighbouring countries of Russia, Vietnam, Thailand, Myanmar and the Democratic 
People’s Republic of Korea. At the end of 2010, the RMB denominated cross-border 
trade volume reached 506 billion, with a majority of intra-regional trades. The People’s 
Bank of China is planning to further expand the yuan-denominated cross-border trade 
sett lements across the country in 2011. Currently, only a limited number of companies 
in selected regions possess this right.41

Although this liberalisation is a major step, China is still far from completing 
the internationalisation process of the RMB. Beĳ ing needs a more liquid domestic 
fi nancial market, an adequate bond market (issuing sovereign debt securities) and to 
accommodate a larger volume of capital infl ows and outfl ows, it will need a more fl exible 
exchange rate.42 As Eichengreen notes: “China still has a long way to go in order to 
internationalise the RMB.”43 What is the target date of this process? Chinese ambitions 
include transforming Shanghai into a major international fi nancial centre by 2020, on 
par with New York, Hong Kong, Singapore and London, as it was announced by China’s 
State Council in March 2009.44 When Shanghai becomes an international fi nancial 
centre, by implication, the renminbi will very probably become an internationally used 
currency.

The Great Crisis made Beĳ ing reconsider its economic policies. While 
moving gradually to turn the yuan into an international currency, China 
is preoccupied with the decreasing value of its dollar assets and is openly 
advocating multilateralism. Regarding the international monetary system, 
this multilateralism is translated into a gradual portfolio diversifi cation.
Over the long run, Beĳ ing is hoping to reduce the size of its enormous reserves 
and cut exposure to US Treasury bonds to get out of the “dollar trap.” The 
composition of China’s reserves is a state secret but dollar assets are estimated 
to comprise around three-quarters of the total 3.04 trillion.45 Moreover, China 
owns nearly a quarter of the US debt held by foreigners, according to US 
Treasury data.46
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Finding alternatives to the dollar would be a positive development in international 
relations, since in terms of trade and production, US dominance is over: the world 
is moving towards multipolarity where the three largest economies are the US, the 
European Union and China.

Meanwhile, from monetary and fi nancial aspects, the world is still 
dollar-centric because of the continuing USD domination of international 
transactions. However, some att ractive, stable and liquid competitors are 
challenging this dominance. For instance, the Chinese renminbi has the 
potential to become a powerful rival to the US dollar. The other candidate is 
the common European currency.

A Potential Candidate: the Euro

“The euro… is a credible challenger: the economic performance of the euro area is 
roughly as great as that of the United States, and the euro has proved to be a bett er 
means of storing value than the dollar... the euro might have overtaken the dollar as 
early as 2015.”47

As the renminbi is not used internationally, at present, the most viable alternative to 
the dollar is the common European currency. Since its introduction in 1999, the euro has 
been gaining importance as an international currency and is now fi rmly established as 
the second most important one aft er the dollar.

The euro is of increasing signifi cancy in spite of the fact that the European Central 
Bank has refrained from promoting it as a world currency. Jean-Claude Trichet, director 
of the European Central Bank, has spoken several times of the euro’s role: “The euro 
was not created to compete with the US dollar or to replace the dollar as the 
international reserve currency. It was created in order to complete the single 
European market and to bring stability and prosperity to Europe... The ECB 
does not campaign for the international use of the euro. We let economic agents 
and investors make their own decisions.”48

It seems that economic actors trust the common European currency since the share 
of global foreign exchange reserves held in euro has grown since its 1999 inception 
and stands at 25.9 per cent, increased from 18.1 per cent.49 Russia’s central bank has 
adjusted its holdings to the point where it has roughly equal amounts of euros and 
dollars, partly because of Russia’s strong trade links with the Eurozone.

The pricing of crude oil in euro instead of dollar has also been on the agen-
da, especially at the beginning of the millennium.50 In December 2003, then OPEC 
Secretary General Alvaro Silva said that the organization was considering trading in 
euro or in a basket of currencies other than the dollar, as the US currency was declining 
in value . His proposal was supported by several OPEC countries51 and by Russia as 
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well.52 In reality, petrodollars have not been replaced on a large scale since the 1970s. 
Even though oil producers have discussed switching to another currency or a basket of 
currencies from time to time – especially in periods when the dollar has been weak –, 
crude oil is still traded in dollars.

The euro has also increased its importance as an anchor currency. About 50 countries, 
including several small states, now use the euro as an anchor and reference currency; 
and they peg the exchange rate of their own currency to the euro. In some countries, 
the euro is a component of a basket of currencies to which the domestic currency is 
linked.53

European capital markets also justify the euro’s ascendance by reaching the size 
of those in the United States. Their composition is diff erent, since in the United States 
equity capitalisation makes up for half of the market but capital markets in the 
European Union have been evolving in effi  ciency, liquidity and breadth.54

Even if the founding fathers of the common European currency did not 
mean to erode the dollar’s historical advantages, the euro has been questioning 
the dollar’s hegemony in several fi elds. However, the banking and sovereign 
debt crises have drawn the att ention to inherent fl aws of the common currency 
that must be addressed to make the euro a credible long-term alternative to 
the dollar. The crisis proved that it is practically impossible to further maintain 
the common currency without fi scal policy coordination at the supranational level.55 
Europe has a monetary union, but not a fi scal one. This conformation has been viable 
as long as circumstances were favourable. Now that some member countries have 
diffi  culties and others must fi nance them, the institutionalisation of fi scal transfers 
within the Eurozone seems to be more important than ever.

Hence, the crisis is not only a test but it may also represent an important opportunity: 
a chance to build a closer union and thus a stronger international currency. The 
sovereign-debt crisis could act as a catalyst to tighten fi scal ties between member states. 
A sovereignty transfer in the area of fi scal policy would very probably not be accepted 
under normal circumstances because the determination of fi scal policy is an integral 
part of national sovereignty. But as crises hit Eurozone countries one aft er the other, 
short-sighted public opinion may begin to realise the urgency of moving forward 
with fi scal integration. A fi scal union would not solve all EU problems but would 
defi nitely calm markets, and clarify European intentions when some economic actors 
are speculating about the disintegration of the Eurozone.

Financial supervision, which became stricter in the European Union from the 
beginning of this year, represents an important step forward. In order to “help prevent 
future fi nancial crises”, several new authorities have started monitoring Member states’ 
micro- and macroeconomic prudence in the framework of the European Systemic Risk 
Board (ESRB) and the European System of Financial Supervisors (ESFS).
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Sanctions must also be introduced: for countries who breach the Stability and 
Growth Pact, ECOFIN has agreed to suspend voting rights in the European Council. 
There are several other proposals on the agenda; on the one hand, imposing “interest-
bearing deposits” on countries that make insuffi  cient progress consolidating their public 
fi nances under a favourable external economic climate. On the other hand, Member 
states that accumulate large surpluses could spend more during crises without having 
to face excessive defi cit procedure. Cohesion Fund payments could also be suspended 
in countries that repeatedly breach the Stability and Growth Pact.

Another important element of a future fi scal union is the bond market. The most 
recent proposal is the establishment of a federal Eurozone (joint government) bond, or 
European bond (E-bond) market. A common bond market would have to be centrally 
coordinated and supported by joint guarantees from the participating euro-area member 
states. This would help reduce currently high borrowing costs. But the proposal met 
resistance from Germany and several euro-area countries with a strong fi scal position. 
Angela Merkel is not willing to fi nance other Eurozone members – at least not yet. The 
German chancellor has also pointed out that the creation of a European bond market 
could lead to further fi scal negligence among Eurozone member countries.

Creating a centrally coordinated joint bond would also have the eff ect of promoting 
the euro as a reserve currency. With a deep, complex (liquid and large enough) common 
bond market, the euro could represent an alternative to the US dollar in global fi nancial 
markets. Instead of relying exclusively on the US dollar, and thus the US economy, 
emerging markets exhibit strong interest in a multipolar world based on more than 
one currency. China, for example, has already bought bonds from several Eurozone 
members assisting the region as it batt les against a debt crisis that prompted 
bailouts of Greece and Portugal. The fact that China has supported Europe 
in its eff orts to stabilise its fi nances, proves that Beĳ ing is keen on promoting 
fi nancial multipolarity by preserving the euro. At the same time, it is 
enthusiastically developing ties with strategically important trading partners 
and expanding its infl uence in areas where it has long played a minor role.56 
Most likely, China, as well as every country having huge foreign currency reserves 
mostly denominated in dollars, would be willing to buy Eurobonds. If Eurobonds 
were able to supplant US treasuries on the market, the EU could play an active part in 
reshaping the global fi nancial landscape and helping solve imbalances resulting from 
dollar hegemony.
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Conclusion

Changing the dominant currency would not resolve all the problems of the international 
monetary system. It is certainly one crucial part of the solution, but there are also 
more fundamental structural problems that need to be dealt with. Concerted eff orts 
should be taken to prevent all forms of protectionism (including competitive 
devaluation), to tackle global imbalances, to shift  from exchange-rate 
manipulation to currency realignment and consistent macroeconomic policies. 
Countries should reconsider their whole att itude towards reforming the international 
monetary system in order to improve supervision and regulation, and expand the 
representation of emerging economies in international fi nancial institutions.57

As for the dominance of one currency, the international monetary system is already 
becoming bipolar with the common European currency as the second most important 
international reserve currency, and as China is internationalising, it will soon be 
tripolar. Over the next ten years, we are about to witness a profound shift  towards a 
world in which several currencies compete for dominance. This process has already 
started, central banks are diversifying their dollar-centric portfolios, for example, 
Stanley Fisher, Governor of the Bank of Israel, said during a panel discussion at the 
annual World Economic Forum in Davos, Switzerland: “We ourselves are diversifying 
into currencies which we would never have put in the reserves before, including the 
Australian dollar and so forth.”58

Though Beĳ ing explicitly claimed that the hegemony of the US dollar is a “product of 
the past”,59 change in the international role of a currency is a traditionally slow process. 
The dollar did not replace the pound sterling as the leading currency until 1945, even 
though the economic output of the United States had been surpassing that of the 
United Kingdom since as far back as 1872.60

Although globalisation accelerated changes in world economy, probably only 
gradual changes are going to take place in the international use of currencies in the 
medium term. The United States should welcome this transition, since the distorting 
eff ect resulting from the international use of a currency will decrease. A multi-pillar 
reserve currency system will represent the multipolar world bett er, speed up needed 
rebalancing of the world economy and reduce the risk of future crises.
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Normalisation through Cricket Diplomacy?     
An Analysis of Indo-Pakistani Relations            
in the 21st Century
László Csicsmann*

The preparations for the 2011 cricket world cup started in a very gloomy 
atmosphere, as the International Cricket Council has announced that Pakistan 
would not host the cup, due to security reasons. One can still remember the 

public anger that the att ack on the national Sri Lankan cricket team in the Punjabi 
capital, Lahore, in 2009 caused. At that time, in broad daylight, 12 gunmen, possibly 
from the banned militant organization Lashkar-i Taiba (LeT), opened fi re on the bus 
in which the Sri Lankan players travelled to their destination. In the justifi cation of the 
International Cricket Council the leaders of Pakistan were told that the country would 
not able to provide enough security for the visiting teams as well as for fans. However, 
the 2011 cricket world cup was a victory for the whole Indian subcontinent, as India, 
Pakistan and Sri Lanka were among the four semi-fi nalists. As was argued by many 
South Asian cricket fans, it made no diff erence who the winner would be, and the only 
thing that matt ered was that the cup should remain in South Asia and should not be 
expropriated by the Western hemisphere. The triumph of India generated great respect 
among many Pakistanis, as was not the case in the past. Both offi  cial and unoffi  cial 
discourse in Pakistan signalled a positive change in the unfavourable public opinion 
towards India.

Finally, on 30 March 2011, at the relatively small stadium in the Indian city of Mohali, 
while the two South Asian nuclear powers’ teams met for the semi-fi nal, the two prime 
ministers, Manmohan Singh and Yusuf Reza Gilani, started negotiations. The aim of this 
paper is to analyze Indo-Pakistani relations in the post-9/11 world order with a special 
focus on terrorism, the Kashmir question, and confi dence-building measures between 
the two neighbours. The author argues that despite the positive atmosphere of the 
Mohali meeting, several obstacles should be overcome through rounds of negotiations. 

*  Assistant professor, Institute for International Studies, Corvinus University of Budapest. This paper 
was supported by the János Bolyai Research Scholarship of the Hungarian Academy of Sciences.
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On the one hand, the growing rivalry between India and China, the coalition’s planned 
pullout from Afghanistan by 2014 and growing disintegration within Pakistan’s own 
territory all pose a threat for advancing peace negotiations for a long-term sett lement 
of South Asia’s main disputes. On the other hand, the international vulnerability of 
current South Asian economic development demands a deeper integration within the 
region through the existing SAARC or even on a wider level.

The Global War on Terror and Its Implications for South Asia

Indo-Pakistani relations witnessed a serious setback aft er both countries carried out 
several underground nuclear tests during May 1998. It was thought by many that nuclear 
deterrence would not work in a regional sett ing. The possibility of mutually assured 
destruction, the principle that was promulgated during the Cold War era, remained 
high as US President Bill Clinton described South Asia on his visit to India in 2000 as 
the most dangerous place on earth. Clinton’s statement refl ected the consequences of 
the failed Pakistani att empt to challenge its neighbour by military means, in crossing 
the Line of Control (LOC) in Kashmir. The Kargil War (1999) came as a surprise not only 
for Indian decision-makers, but also for many within the Pakistani elite circles.1 From 
a security policy perspective, the Kargil War served as an att empt to prove how the 
existence of nuclear arms infl uences the military equilibrium between the two states. 
We can argue that despite a very hostile rhetoric from both sides during and aft er the 
Kargil War, the evolution of a nuclear balance has contributed to avoiding any large-
scale warfare in South Asia. As the former chief of staff  of the Pakistani army at the 
time of the Kargil War, Pervez Musharraf, analyzed the matt er in his book, “I can also 
say with authority that in 1999 our nuclear capability was not yet operational. Merely 
exploding a bomb does not mean that you are operationally capable of deploying 
nuclear force in the fi eld and delivering a bomb across the border over a selected target. 
Any talk of preparing for nuclear strikes is preposterous.”2 The joint declaration of the 
two prime ministers at the meeting in the Pakistani city of Lahore on 21 February 
1999 was a positive step towards ruling out accidental or unauthorised use of nuclear 
weapons, but because of the Pakistani military operation, which led to the Kargil 
War, such a positive atmosphere collapsed immediately. The general perception of the 
fourth Indo-Pakistani war was very diff erent from the approach of Pervez Musharraf, 
who saw the Kargil War as a response to Indian military build-up. The international 
community condemned the Pakistani violation of the Line of Control in Kashmir. 
It was not accepted that only non-state paramilitary organizations were behind the 
att ack, without the knowledge of the Pakistani military.3
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The security situation in South Asia was further aggravated by the bloodless military 
coup in Pakistan in October 1999. As it was understood in India, the political instability 
in Pakistan was a sign of the weakness of the state’s institutions in dealing with the 
nuclear arsenal. Especially the Kashmiri policy of the Pakistani military establishment 
and intelligence was perceived with suspicion, as the new military leader of the country 
was the mastermind behind the Kargil War. However, Pervez Musharraf was the one 
who ordered the withdrawal of troops from the Indo-Pakistani border in October 
1999 aft er ousting Nawaz Sharif.4 In retrospect, the Pakistani military coup was not as 
negative for the South Asian peace eff orts as was imagined. Musharraf brought political 
stability at least until 2002, as Kashmiri insurgents were under the direct control of the 
chief of the armed forces and the political control of the nuclear arsenal became more 
transparent.

This fragile security arrangement completely collapsed aft er the 9/11 terror att acks 
on the US. The terror att ack in itself was not related to South Asia, but it aff ected 
the geopolitics of the region. Pakistan joined the Global War on terror and became 
a Western ally, despite the growing anti-Americanism of its population. Pervez 
Musharraf saw cooperation with Washington as a potential tool for modernising the 
military and reducing the relative isolation of Pakistan in the world economy. George 
W. Bush praised the Pakistani military and the intelligence service of Pakistan, the 
ISI (Inter-Services Intelligence), for their eff orts in providing logistical supply for the 
coalition troops and fi ghting against terrorists within the territory of the country. 
However, the two terrorist att acks that hit India during the second half of the year 2001 
changed the non-confrontational relations between India and Pakistan. The location of 
the fi rst att ack was in the Kashmiri capital, Srinagar, where the Pakistan-based Jaish-e 
Mohammed carried out a bomb strike against the building of the State Legislation, 
which killed 38 people. A more sensitive incident took place on 13 December 2001 in 
Delhi, when terrorists belonging to Jaish-e Mohammed and Lashkar-i Taiba carried 
out an armed att ack against the building where the Indian Parliament is located. The 
Indian government directly accused the ISI of destabilising India by using paramilitary 
terrorist organizations for advancing its interests in Pakistan. The Pakistani government 
as well as the Lashkar-i Taiba strongly denied that they had any kind of involvement in 
the terror att ack in India. The loss of confi dence led to a mutual military build-up along 
the LOC in Kashmir and along the international border between India and Pakistan.

The military standoff  posed a serious political and diplomatic challenge for the US 
foreign policy towards South Asia. The offi  cial rhetoric of the Bush administration 
was balanced toward the two sides, as keeping Pakistan engaged with the US 
in Afghanistan was a key American interest in the region. In the long term, close 
economic and political relations with India are a strategic priority for the United States 
in South Asia. President Bush put pressure on his Pakistani counterpart, General 
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Pervez Musharraf, to persecute terrorists within Pakistani territory. According to 
certain American and Indian critics, offi  cial Pakistani institutions openly embraced 
paramilitary organizations such as Jaish-e Mohammed or Lashkar-i Taiba. The military 
standoff  between India and Pakistan in 2001–2002 set alarm bells ringing in the Western 
world over the renewed possibility of a nuclear war in South Asia. The two sides have 
practised restraint in order to avoid a full-scale war between them. Rhetoric on both 
sides was aimed at restoring confi dence at least on a minimal level. A statement of “no 
fi rst use” of nuclear weapons by both India and Pakistan during the ongoing crisis was 
helpful to calm tensions. In January 2002, Pervez Musharraf showed his commitment 
to eradicating terrorist organizations within Pakistani territory. In a TV address he 
declared fi ve Pakistani organizations – including Jaish-e Mohammed and Lashkar-i 
Taiba – to be terrorists, their assets were frozen and their members were arrested. This 
TV address would have sent a positive message to India if these organizations had 
remained illegal. Both Jaish-e Mohammed and Lashkar-i Taiba reorganized themselves 
under diff erent names and re-launched armed jihad against India. Aft er growing 
tensions during the summer of 2002, with the mediation eff orts led by the United 
States, India and Pakistan started a gradual military withdrawal from the border area. 
Finally, aft er long and serious closed-door negotiations, India and Pakistan signed the 
cease-fi re agreement in November 2003 easing tensions. The cease-fi re was the fi rst 
such agreement in 14 years, and ended the 10-month-long military standoff  between 
India and Pakistan. The 2001–2002 mobilisation crisis along the Indo-Pakistani border 
proved the success of “coercive diplomacy” applied by Indian strategic thinkers and 
key members of the Indian military.5 The aim of the coercive diplomacy was to threaten 
Pakistan with the possibility of a full-scale war against Pakistani interests and to launch 
a diplomatic off ensive against Pakistan in order to discredit its leaders. A clear example 
of how Indian politicians have threatened Pakistan is the off ensive rhetoric of the Indian 
defence minister, George Fernandez: ”Pakistan can’t think of using nuclear weapons 
despite the fact that they are not committ ed to the doctrine of no fi rst use like we are. 
We could take a strike, survive and then hit back. Pakistan would be fi nished. I do not 
really fear that the nuclear issue would fi gure in a confl ict.”6 Lobbying in Washington 
diplomatic circles, India achieved its goal of forcing the United States to criticise its 
rival, Pakistan, which is ironic given the fact that Islamabad and Washington are major 
allies in the war against terrorism in Afghanistan.

The November 2003 cease-fi re agreement between the Indian and Pakistani 
army ended direct hostility along the LOC, the Siachen Glacier and the undisputed 
international border, and opened up the possibility for future peace talks on Kashmir 
or any other questions.
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The Kashmir Peace-Process

The recommendations and negotiations of the two sides starting with the signature 
of the cease-fi re agreement are oft en called the Kashmiri peace-process. The Kashmir 
question, the “unfi nished business of partition”, is the most important unsolved territorial 
confl ict between India, Pakistan and the People’s Republic of China. A part of Ladakh, 
called Aksai Chin, is still occupied by China (1962). Aft er three wars (1947–1948, 1965, 
1999) waged in Kashmir, India and Pakistan started rounds of peace talks aimed at 
resolving the confl ict. Much has been writt en on the history of the Kashmir confl ict, 
and thus this chapter tries to recapture the contemporary discourse on this issue.7 
The dispute over Kashmir has at least three dimensions. The fi rst dimension is an 
international confl ict between India and Pakistan, which gained a new horizon aft er 
both sides carried out their own nuclear tests in May 1998. It was widely believed by the 
international community that with the existence of the nuclear arsenal on both sides, the 
confl ict could escalate to a more dangerous level. In reality, aft er the mobilisation crisis 
of 2001–2002, nuclear arms helped to achieve a quasi-military equilibrium between the 
two sides, which was the strategic goal of the Pakistani military establishment during 
the nuclear tests. Nuclear deterrence helped to make India and Pakistan sit down 
together to negotiate on the future of Kashmir. It means that the Kashmiri confl ict (in 
this respect) calmed down, as there were no major clashes between the two armies 
aft er the signature of the cease-fi re in 2003.8 During on his visit to Srinagar in April 
2003, the Indian Prime Minister of the Bharatiyya Janata Party (BJP)-led government, 
Atal Bihari Vajpayee, called for talks with the country’s neighbour, emphasizing the 
importance of a peace sett lement concerning Kashmir. On 11 July 2003 the direct bus 
service from Lahore to Delhi was restored, as a sign of growing confi dence. The 2005 
devastating earthquake in Azad Kashmir in Pakistan, with a death toll that reached 
75,000, contributed to bringing the parties much closer, as India agreed to open the 
border on the LOC and sent humanitarian aid to Pakistan.

The second dimension is the confl ict between the Indian army and the indigenous 
Kashmiri movements based on the Indian side of the LOC. From this perspective the 
Kashmir question belongs to Indian internal politics, despite the fact that most of these 
organizations receive tremendous fi nancial and military support from Pakistan. Most 
of the Kashmiri movements have given up military struggle against the Indian state, 
and they have accepted the rules of the game. The Jammu and Kashmir Liberation 
Front (JKLF), which has a representation on both sides of Kashmir, was once a military 
organization, but in 1995 its leader in the Indian part of Jammu and Kashmir renounced 
violence and asked for a political solution. Aft er a major split among members, JKLF 
reunited again in 2005, aft er its leader Yasin Malik’s visit to the Pakistani side. The 
meeting between the rival factions was among the confi dence-building measures 



 29

Normalisation through Cricket Diplomacy? 

initiated by India and Pakistan. Despite the reunifi cation, JKLF is still a deeply divided 
organization.

From the mid-1990s a freer political climate developed in Kashmir, which 
automatically marginalised armed jihad on the Indian side. The political alliance of 
the Indian National Congress and the Jammu and Kashmir People’s Democratic Party 
challenged the traditionally infl uential National Conference Party’s role in Kashmiri 
politics in the 2002 elections. The new chief minister, Muft i Mohammed Sayeed, 
promised the start of a reconciliation process between the State of Jammu and 
Kashmir and former militants willing to denounce violence.9 However, the positive 
atmosphere was overshadowed by the boycott  of the separatist All Parties Hurriyat 
Conference, which labelled the elections fraudulent. In 2004, the Indian National 
Congress-led government, headed by Manmohan Singh as Prime Minister, started 
an unconditional dialogue with Kashmiri separatist groups. Several round table 
discussions were held in Srinagar in 2005, 2006 and 2007. It was a positive step towards 
the integration of former militants into the political process, but the dialogue failed to 
achieve any signifi cant sett lement of the dispute. One of the problems was that some of 
the separatist movements refused to take part in the dialogue, as they did not recognise 
the legitimacy of each other, and they called for the exclusion of those organizations 
that were not in favour of separatism.10

During the year 2008 political tensions were on the rise, due to the Amarnath land 
transfer issue. The Jammu and Kashmir state government in May 2008 handed over 
a small territory in the Kashmir Valley to a Hindu organization catering for pilgrims 
celebrating at the holy shrine called Amarnath. The land transfer triggered an enormous 
outrage from the separatist movements, criticising the deal as being in contradiction of 
the constitution’s article 370, which regulates the status of Kashmir as an autonomous 
region. According to the law, Indian citizens from states other than Jammu and Kashmir 
are not allowed to buy land property, in order to preserve the status quo in the region. 
This provision was strongly criticised by the Bharatiyya Janata Party-led government 
between 1998 and 2004. The BJP called for the abrogation of article 370, seen as a barrier 
hindering the complete integration of Kashmir into the Indian federation. It was widely 
believed in India that the protests driven by the Amarnath land transfer controversy 
were supported by Pakistan through the LOC. In the Kashmir valley tens of thousands 
marched against the government decision to give the holy territory to the Hindu 
organization. Finally, the local government changed its decision on the land transfer, 
which caused an outcry among Hindus located in Jammu. Protests were held against 
the government not only in Jammu, but also in Delhi, organized by Hindu nationalists. 
The fear of a new wave of religious communalism has swept over India. Aft er the 
People’s Democratic Party withdrew its support from the Indian National Congress, 
the local government collapsed immediately. In January 2009 a new government was 
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inaugurated, headed by Omar Abdullah, the dynamic leader of Jammu and Kashmir’s 
National Conference. His fi rst two years as chief minister of Kashmir have had mixed 
results, as protests turned violent during 2010. In October 2010 Omar Abdullah 
delivered a controversial speech on the occasion of the 63rd anniversary of the accession 
of Jammu and Kashmir to India, saying that the State of Jammu and Kashmir “acceded 
to the Union of India and did not merge with it”. Members of the opposition parties 
criticised Abdullah’s speech as being “anti-Indian” and playing into the hands of 
separatists.11

Recent polls have shown a signifi cant dissatisfaction with India especially in the 
Kashmir Valley. According to a poll conducted in Srinagar by the Centre for the Study 
of Developing Societies based in New Delhi, 87% of the respondents said that they have 
no allegiance to India or Pakistan, while 3% want to merge Kashmir with Pakistan, and 
3% with India. In Jammu 95% want to see Jammu and Kashmir remain as part of the 
Union of India.12

The third dimension of the Kashmir dispute is the confl ict between India and 
foreign militant organizations based in Pakistan. Militant jihadi organizations were 
once strategic assets in the hands of the Pakistani intelligence service, the ISI, especially 
during the Afghan jihad against the Soviet Union. At the end of the Afghan war, when 
the last Soviet occupiers left  Kabul in 1989, these Pakistani organizations, with the 
general support of the Pakistani military establishment, have launched an asymmetrical 
war against India. These paramilitary forces are mostly based in Punjab Province in 
Pakistan, some operating from the former North-Western Frontier Province (NWFP), 
today called the Khyber-Pakthunkwa region. Harakat ul-Mujahedeen, Lashkar-i Taiba 
and Jaish-e Mohammad are the major military forces behind the strategic operations 
of the ISI. The Kashmiri guerrilla movement is not homogenous and there is growing 
disagreement between the organizations and the ISI. According to Zahid Hussain’s 
information, Pakistan was home to 24 militant organizations in 2002, at the time when 
Pervez Musharraf delivered his television speech declaring fi ve groups to be terrorists.13 
As Shuja Nawaz wrote in his book entitled Crossed Swords, “The militants, even those 
that were banned, re-emerged in various guises and formed new alliances with other 
groups, even with al-Qaeda, and helped set up att acks not only on other sectarian 
groups in Pakistan but also specifi cally on Musharraf.”14 Some of the militants have 
turned against their former supporter and mentor, the Pakistan state, causing more 
headaches for Islamabad than for New Delhi. It does not mean that Pakistani-based 
insurgency in Jammu and Kashmir is over, but it has been transformed in many ways, 
which will be the main point for discussion in the next section.
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Mumbai and Its Aft ermath

The terror att ack that hit the economically vibrant Indian megacity of Mumbai on 
26 November 2008 had a direct impact on Indo-Pakistani bilateral relations. Peace 
negotiations on Kashmir and other issues were completely halted, as India accused 
Pakistan of destabilising the country. Terrorism is not a recent issue in South Asia, 
as suicide att acks have been widespread since the beginning of the new millennium. 
According to several documents South Asia is the number one terror target in world 
politics. India was ranked as second aft er Iraq, taking into account the number of victims 
of terror att acks in the period between 2004 and 2007.15 In the att acks on Mumbai’s 
suburban railway system in 2006 more than 200 persons lost their lives. In the year 
2008, before what is called India’s 9/11, the Mumbai att acks, several blasts occurred in 
Indian cities. On 26 July, 51 people were killed in Ahmadabad, a day before nine bombs 
were exploded in the IT centre, Bangalore.

Terrorism is usually regarded in India as a spill-over eff ect from its chaotic 
neighbourhood, namely Afghanistan and Pakistan. However, it is oft en overlooked by 
many politicians in India that contemporary terrorism partly has a home-grown root. 
As Hindu nationalism became the mainstream political ideology during the 1990s, 
aft er the destruction of Ayodhya’s Babri Masjid by young Hindu radicals a wave of 
Hindu–Muslim violence erupted. Muslim radicalism had been almost absent in India 
since independence, as most of the Islamist organizations of South Asia had started to 
operate from the Islamic Republic of Pakistan. Hindu nationalism was not so popular 
in India, especially aft er the killing of Mahatma Gandhi in 1948. In the 1990s, when 
Hindu nationalism was on the rise, radicalism took root within the populous Muslim 
community in India. The Students Islamic Movement of India (SIMI), the student 
wing of the Jamaat-e Islami Hind, declared India to be dar al-harb and called for jihad 
to establish a caliphate in South Asia based on sharia law. SIMI’s declaration was a 
direct reaction to the crisis of secularism in India.16 SIMI was banned as a terrorist 
organization in 2008. Indian intelligence sources assume that SIMI has direct links 
to Pakistani militants coordinating att acks on the Indian state. Investigations of the 
2006 Mumbai train bombing in India have shown that the perpetrators of the att ack 
belong to the banned Lashkar-i Taiba and SIMI. Aft er the Mumbai train bombings, 
peace negotiations between India and Pakistan came to a halt for months. The aim of 
the terrorist groups is to stop any peace talks between India and Pakistan, especially 
on Kashmir. Pervez Musharraf and Manmohan Singh issued a joint statement on the 
sidelines of the summit of the Non-Aligned Movement in Havana on 26 September 
2006, declaring that peace talks between the foreign ministers must resume at the 
earliest time.17
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The call for a Hindu state, Hindutva, and Islamism constitute a dangerous mix, 
which endangers the societal harmony and cohesion of multicultural India, with a 
Muslim population of around 160 million. The Shamjauta Express bombing came as a 
surprise to all religious communities living in India. On 18 February 2007 in Panipat, 
not far from Delhi, the twice-weekly Delhi-Lahore express train exploded, leaving 68 
dead and dozens injured. Nobody claimed responsibility for the bombing, but it was 
widely believed that one of the Hindu nationalist organizations, Abhinav Bharat, was 
behind the terrorist att ack. Despite the fact that most of the victims were Pakistani 
citizens, the Indian government accused Jaish-e Mohammed and Lashkar-i Taiba of 
direct involvement and found some evidence that linked the incident to Azad Kashmir 
in Pakistan. The timing of the att ack on the “friendship express” shows a connection 
to the Indo-Pakistani peace talks, as the bombing came just one day before planned 
negotiations between the two foreign ministers in New Delhi that were aimed at making 
a deal on nuclear risk reduction. Pervez Musharraf asked India not to allow terrorists to 
derail the peace process, and peace talks continued aft er the express bombings.

The 26 November 2008 Mumbai att ack had diff erent consequences for Indo-Pakistani 
relations from the previous ones. In 2008 negotiations carried out through back 
channels between India and Pakistan resulted in serious achievements for the fi rst time. 
However, many military organizations are not interested in advancing peace talks, as 
they hurt their interests. Lashkar-i Taiba claimed to be responsible for preparing and 
executing the Mumbai att ack from Pakistani territory. Mohammad Ajmal Amir Qasab, 
the convicted survivor of the Mumbai att ack, reported to the court that he and his 
companions received military training in Pakistan in the camps of Lashkar-i Taiba.18 
Manmohan Singh not only condemned the att ack immediately, but also called for any 
peace negotiations to be frozen temporarily. There were some rumours in India that 
the Pakistani ISI was the mastermind behind the Mumbai massacre, an allegation 
that was strongly denied by the Pakistani government. The location of the terrorist 
att ack is symbolic, because Mumbai is the vibrant economic capital of India, and is very 
popular among Westerners as well as Indians. One can say that the period just before 
the Mumbai massacre was a very turbulent one. Pervez Musharraf was forced to resign 
in August 2008 as president of the republic, the military returned to their barracks, and 
the widower of Benazir Bhutt o, Asif Ali Zardari, was inaugurated as the new president. 
Zardari gave the order to arrest the leader of Lashkar-i Taiba, the chief mastermind 
behind the att ack, Zaki-ur-Rehman Lakhvi, thereby showing a serious commitment to 
eradicating terrorism in Pakistan.

But what was the aim of the att ack? As Bruce Riedel noted, “It is reasonable to assume 
that one of the key targets of LeT in Mumbai, if not the key target was the peace process 
itself.”19 However, at this time India showed restraint aft er the Mumbai massacre, and 
the two countries avoided a serious military build-up, which was very usual in history. 
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This restraint was largely the result of two reasons. The fi rst reason is that, apart from 
the diplomatic off ensive launched against Pakistan in November 2006, India lacks a real 
means to retaliate against the Mumbai att ack. The second reason behind the moderate 
Indian response is the reaction of the civil government in Pakistan to the terrorist 
att ack. The BJP, at this time in opposition in India, condemned the restraint, calling 
for a military response. Both President Zardari and Prime Minister Gilani strongly 
condemned the att ack and announced serious anti-terrorism measures. In January 
2009 the Pakistani information minister, Sherry Rahman, confi rmed that Qasab, the 
surviving member of the terrorists, is a Pakistani citizen. In February 2009, Pakistan 
accepted the fact that the Mumbai att ack was planned in Pakistani territory. However, it 
was rejected that offi  cial authorities of Pakistan had any direct or indirect involvement 
in the att ack. Investigations and reports do not show any evidence of the involvement 
of ISI or the military establishment in Pakistan in the massacre. However, India accused 
Pakistan of allowing the operation of terrorist organizations on its territory. India also 
demanded the extradition of the jailed leaders of the Lashkar-i Taiba from Pakistan to 
India, which was rejected by Pakistani Prime Minister Gilani.20 By freezing the peace 
talks between India and Pakistan, the Indian response to any terror att ack plays into 
the hands of terrorists. Manmohan Singh’s policy towards Pakistan was to restore 
diplomatic ties on a full level and resume peace talks as soon as possible. This was 
the fi rst time that India and Pakistan recognised that terrorism is a common enemy 
of both of them, threatening the security of both sides.21 The fi rst high-level meeting 
between India and Pakistan took place in Yekaterinburg on 16 June 2009 at the summit 
of the Shanghai Cooperation Organization. Manmohan Singh condemned the decision 
taken by a Pakistani court ordering the release of the founder of the Lashkar-i Taiba, 
Hafi z Mohammed Saeed.22 Singh put a pressure on his Pakistani counterpart to launch 
a serious military att ack against terrorist organizations based in Pakistan. A month 
later, on 16 July 2009, Yusuf Reza Gilani and Manmohan Singh issued a joint statement 
aimed at restoring peace talks during the summit of the Non-Aligned Movement in the 
Egyptian city of Sharm al-Sheikh.

From the perspective of both countries it is not only cross-border terrorism that 
matt ers, but also the intensifi cation of suicide att acks on Pakistani state institutions, 
aiming to destabilise the civil government in India’s neighbourhood. Recent articles 
analyzed the evolution of the so-called Punjabi Taliban, the groups of militant Islamist 
organizations based in Punjab Province. Most of the Punjabi organizations, as was 
mentioned before, were strategic assets of the ISI and the military establishment 
advancing their goals in Indian Kashmir. When Musharraf launched his war against 
terrorism in the Federally Administered Tribal Areas (FATA), the ethnically Pashtu 
organizations started their military campaign against the president himself. The 
security perception of the Pakistani state has been deteriorating ever since the Pashtu 
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Taliban based in FATA and the Punjabi Taliban operating from Punjab formed loose 
connections with each other.23 The Punjabi Taliban is not a coherent network of militant 
groups as is implied by the name, but rather involves diff erent organizations working 
in Punjab. Since 2008, suicide att acks against military checkpoints, regional offi  ces of 
the ISI and other offi  cial buildings have been widespread in Pakistan, claiming the 
lives of many civil and military personnel. Manmohan Singh’s government recognised 
that the destabilisation of the Pakistani state and its civil government is a worrisome 
tendency for the long-term stability of India.

At this point it must be noted that it was not only the weakening state of Pakistan 
that set alarm bells ringing among Indian decision-makers; the negative developments 
in Afghanistan also cause headaches for them. The 2008 suicide bombing which hit 
the Indian embassy in Kabul killed 58 persons. The American CIA and the Indian 
intelligence service (Research and Analysis Wing, RAW) have given evidence to 
Pakistani Prime Minister Gilani that the att ack was carried out by the ISI to contain 
the expansion of India in Central Asia and beyond. The rivalry between India and 
Pakistan over gaining infl uence in Afghanistan and Central Asia is not new. For 
Pakistan, interference in Afghan politics, called “strategic depth”, is a strategy to 
balance the hegemonic ambitions of India within the region. Islamabad assumes that 
India wants to encircle Pakistan’s military in its neighbourhood. Today India is the 
largest donor in Afghanistan, larger than any nation without military presence in the 
country. The amount of Indian aid is far larger than Pakistan’s economic contribution 
to Afghan reconstruction. India is the sixth-largest donor in Afghanistan, and so far it 
has spent more than 750 million dollars.24 From the perspective of Pakistan, the Indian 
intelligence service and the paramilitary organizations are trying to destabilise Pakistan 
by sponsoring – inter alia – the current uprising in Baluchistan or some militant groups 
trying to destroy Pakistan. However, there is a common interest in starting serious 
cooperation in the fi eld of economy and energy security, which could be the start of 
renewed peace negotiations.

Economic Cooperation and Energy Security

The only major economic cooperation agreement between India and Pakistan is the 
Indus Waters Treaty signed in 1960. The aim of this treaty was to separate the Eastern 
Rivers belonging to India from the Western Rivers owed by Pakistan. As several 
articles have shown, despite its positive character, this treaty has failed to achieve any 
signifi cant progress in the economic relations between India and Pakistan.25 The level of 
bilateral trade between India and Pakistan is stagnating, standing at less than 2 billion 
dollars.26 The potential expansion of bilateral trade is hampered by political tensions 
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between the two sides as well as the similarity and the competitive character of the 
two economies. An agreement on the South Asian Preferential Trading Arrangement 
(SAPTA) was signed in 1993 within the framework of the South Asian Association 
for Regional Cooperation (SAARC). In 2008 an agreement on the South Asian Free 
Trade Area (SAFTA) entered into force, reducing tariff s in the region. The recent 
economic modernisation process in India is perceived by the country’s neighbours 
with remarkable suspicion as India’s hegemonistic ambitions. Due to lack of political 
confi dence among the countries, this integration has so far failed to meet the growing 
expectations of the South Asian population.

In the fi eld on energy security, several planned projects are promising for future 
joint cooperation between India and Pakistan. The two proposed joint pipeline projects 
would be of benefi t to both countries. As Pandian noted, “The creation of irreversible 
economic interdependence through trade and investment would enhance regional 
security in South Asia. Energy trade in this regard gains more signifi cance, as it has all 
the potential to lock India and Pakistan into an irreversible economic interdependence.”27

The Iran–Pakistan–India (IPI) pipeline would bring natural gas from Iran to Pakistan 
and India. In recent years Pakistan has been facing a serious energy crisis, as it does 
not have such an agreement on nuclear cooperation as the one that India and the US 
signed in 2006. Iran and Pakistan reached an agreement in 2010 to launch a 7.6 billion 
USD project to build a pipeline from Iran’s South Fars Province to Baluchistan and 
Sindh in Pakistan. Despite serious negotiations between Iran and India during 2010, 
New Delhi has opted to stay out of this project temporarily. India’s main problem is 
the lack of security in Pakistan, and New Delhi also fears sabotage of the gas supply 
to India. India proposed an alternative route within Pakistan in order to avoid the 
confl ict areas of Baluchistan and Sindh Provinces, but it was obstructed by Islamabad. 
If the pipeline extended to India, Pakistan would be entitled to a transit fee from New 
Delhi. Another factor in New Delhi’s unwillingness is the pressure from the United 
States, as Washington is not keen to support Iranian nuclear ambitions fi nancially. The 
Iran–Pakistan pipeline will have started its operation by 2015.28 Despite the fact that 
the bilateral relations between Iran and India are fairly good, the US–India strategic 
alliance had a negative impact on IPI, as India shows more willingness to listen to Ame-
rican interests. It seems that the original place to build a pipeline from Iran to India and 
with an extension to Bangladesh is not feasible at this moment, and the pipeline will 
begin its operation only as an Iranian–Pakistani bilateral project.

The second, more promising, project is the Turkmenistan–Afghanistan–Pakistan–
India gas pipeline, which was fi nalised when India joined the project in 2008. The Gas 
Sales Purchase Agreement is to be signed by 31 July 2011; before then negotiations will 
take place on the level of technical working groups aimed to fi nalise the details of 
the deal. Both Russia and China support the implementation of the TAPI agreement, 
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as both regional powers have an economic interest in participating in building the 
pipeline. It seems that there is an Indian–Chinese rivalry on the realisation of the pro-
ject, as both countries want to gain profi t from the pipeline.29 The USA favours TAPI 
over IPI for two reasons. First, Iran has been left  out of the TAPI project, which will 
have a negative eff ect on the economic integration of the Islamic Republic within Asia. 
Second, TAPI brings together countries with internal confl icts, such as Afghanistan 
and Pakistan. The TAPI project is regarded as the “peace pipeline” as it interlinks the 
four economies in an irreversible way. According to the plans the TAPI pipeline will be 
operational from 2016.

A New Roadmap for Peace?

The 2011 cricket world cup brought the leaders of India and Pakistan together. The 
chance for progress in cross-border relations is very high now. The cricket match at the 
Mohali stadium has helped to create a positive environment for future talks on anti-
terrorism measures, Kashmir or economic issues. During the meeting in April 2011 the 
trade ministers of the two countries agreed on deepening bilateral economic ties, which 
is a sign of confi dence-building aft er the Mumbai att ack in 2008.

Manmohan Singh said in an interview aft er the visit of Yusuf Reza Gilani to India 
that the parties “should be working together to fi nd cooperative solutions and need 
permanent reconciliation to live together in dignity and honour.”30 India’s policy 
towards Pakistan can be regarded as a combination of containment and engagement, 
called hedging by Anit Mukherjee: “Continuing its military modernisation, India is 
simultaneously engaging Pakistan economically while investing in infrastructures that 
bypass Pakistan, should the relationship deteriorate.”31

As India has became a new global player of the new millennium and New Delhi’s 
voice in international politics is much louder than ever, the decades-long confl ict with 
Pakistan has lost its weight. India tries to overlook the cross-border disputes with 
Islamabad and to act as a global power, devaluing the role of Pakistan.

The security situation within Pakistan forms an enormous risk for future peace 
negotiations. The Pakistani civil government, allying itself with the United States in 
the global war on terror, makes every eff ort to eliminate terrorist groups in its territory. 
However, Pakistan’s intelligence agency (ISI) was accused of playing a double game by 
preserving some connections to the jihadi networks. Many observers have pointed out 
that it is not the absence of desire to fi ght against terrorism, but the capacity and a clear 
understanding of the jihadi threat that is missing currently among Pakistan’s infl uential 
decision-makers.32
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The capture and killing of Osama bin Laden in the Pakistani city of Abbott abad on 
2 May 2011 raises many questions about the eff ectiveness of anti-terrorist measures 
within Pakistan. President Zardari explained the American commando action in 
Pakistan in an article published by the Washington Post recently: “Some in U.S. press 
have suggested that Pakistan lacked vitality in its pursuit of terrorism, or worse yet 
that we were disingenuous and actually protected terrorists we claimed to be pursuing. 
Such baseless speculation may make exciting cable news, but it doesn’t refl ect fact… 
The war on terrorism is as much Pakistan’s war as it is America’s.”33 Zardari is right; 
Pakistan has paid an enormous price in the war against terrorism. The military action 
against the leader of al-Qaeda in Abbott abad poses a serious challenge for Islamabad. 
Pakistan has just launched secret negotiations with various factions of the Taliban 
represented in the tribal areas aimed at aligning them with radical networks, which 
formerly launched suicide att acks on institutions belonging to the state. Pakistan wants 
to infl uence internal politics in Afghanistan aft er the withdrawal of coalition troops 
by 2014 with using various Taliban groups. Pakistan’s strategic depth in Afghanistan 
requires a closer alliance between the Taliban and the Pakistani state to achieve the goals 
of the latt er. The US action can infl uence these negotiations negatively. On the one hand 
US–Pakistani relations have started worsening this year, due to the Raymond Davis 
case and the drone att acks in the tribal areas. On the other hand US–India ties have 
strengthened, as the American president visited India on his Asian trip in November 
2010. The worsening US–Pakistan relations and the growing security concerns within 
Pakistan endanger the success of any Indo-Pakistani negotiations. It is not Kashmir 
but the deteriorating security scenario that is the major threat for South Asia in the 
21st century. For a long-lasting peace sett lement the civil government in Pakistan needs 
help to fi ght against terrorist networks. A common military and non-military strategy 
is vital for fi ghting terrorism successfully.
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Summary

The present study aims to reveal the new types of security challenges, which 
have revalued the traditional security policy, based on the military sense of the 
word, since the end of the last century. Great tension has been experienced by the 

geopolitical centres of power which have undergone a transformation aft er the period 
of the Cold War: while still having to maintain traditional territorial security they also 
have to eliminate the perceived threats that concern the human factor.

The study illustrates the situation through the examples of Japan and the EU, 
highlights the political practice of both powers and analyses their responses to the 
issues that have become more and more urgent. We can fi nd out about the questions 
which both parties have to face and also about the interests they have in common, others 
that they cannot share and also about how these interests respectively strengthen or 
weaken their cooperation.

Traditional security theories focus mainly on military and political issues. The 
concept of security has changed aft er the Cold War, new security sectors have emerged 
and become important issues in regional cooperation. The importance of traditional 
geopolitical power-balancing coexists now with non-traditional security questions 
such as energy, resource depletion, climate change, forced migration, international 
crime, pandemics, health issues, green technology and life sciences, all of which can 
challenge security management implications.

The broadly defi ned concept of security includes the issues of human security. In 
1994, Human Development Report,1 the United Nations Development Programme, has 
introduced a new understanding of human security, which equates this notion with 
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people rather than territories and with development rather than arms. It broadens the 
meaning from the national towards the global concerns of human security. The Report 
deals with such concerns through a new paradigm of sustainable human development, 
which means a new form of developmental cooperation and the restructuring of the 
system of global institutions.

Under such terms, human security refers to the security of the individuals and 
communities. It is expressed as both “freedom from fear” and “freedom from want”2 
and refers to the protection of individuals, as opposed to state or national security, 
which means the defence of borders.

The 1994 Human Development Report enlists seven core aspects of human security:
• economic security;
• food security;
• health security;
• environmental security;
• personal security;
• community security;
• political security.

“This is a unique moment in world aff airs. Multiple crises – food, fuel, fi nancial and 
fl u – are hitt ing at once, and climate change looms larger every day. Each illustrates a 
21st century truth: we share one planet, one home. As people, as nations, as a species, 
we sink or swim together.” This message of Ban Ki-moon, the Secretary General of 
the United Nations, was delivered on the UN Day in 2009, and it can display a broad 
understanding of how non-traditional security threats can challenge our world.

As it is pointed out above, the principle of human security is closely related to the 
notion of non-traditional security, because these unconventional security issues can 
also threaten the stability of the state, as well as the individual rights of citizens.

In the present study I reveal how the new types of security threats can force an 
organization or a country to completely alter its policy, moreover, I would also like to 
enlist the present challenges of security, which might be of serious consequence for the 
near future.

This report will analyze the way these two views on security are used in the new 
policy of Japan and the European Union. We can understand the similarities and the 
diff erences of these concepts and the main priorities and methods of their diplomacy. 
The basic elements of their security strategies will also be clarifi ed.

The occurrence of non-traditional security aff airs has become one of the most 
important risks to national security. There is a wide range of threatening factors, whose 
eff ect may be transnational and the outbreak could be dramatic. The emergence of 
non-traditional security issues can be partly att ributed to the eff ects of fragmentation 
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caused by globalisation. This paper argues that Japan and the EU should work together 
in order to be able to deal eff ectively with non-traditional security issues.

Human security deserves special att ention within the general theme of non-
traditional security; therefore, fi rst, I will att empt to describe the policy applied by the 
two powers and their viewpoints, concerning the question.

Japan: Policy of Human Security

Japanese foreign policy incorporated human security in 1998. Prime Minister Obuchi 
Keizo used the concept in the backdrop of the Asian fi nancial crisis to illustrate his 
vision of responding to the dilemmas associated with the rapid economic development 
and globalisation.3 Obuchi pushed the concept to the forefront of Japanese foreign 
policy as he identifi ed it with the cause of human security. Prime Minister Mori Yoshiro 
later onwards continued the progress as a joint project with the UN Secretariat, as a 
result, the United Nations Trust Fund for Human Security (UNTFHS) was established, 
the main responsibility of which is to control the realisation of human security projects. 
UNTFHS programmess focus on the least developed countries, especially the ones that 
show the lowest level of progress. These projects fi ll the gap between humanitarian and 
developmental assistance. Japan also helped to establish the Commission on Human 
Security in 2001. In this way, the government assisted to the further development of 
the human security concept and made recommendations for practically applicable 
techniques. The fi nal report of the commission was submitt ed in 2003.3

Human Security Approach of Japan

Japan has applied human security approach as a part of its foreign policy and has 
emphasized the “freedom from want” aspect of the concept. The country has been 
striving to make the 21st century a “human-centred” one; therefore, she endorsed 
human security as the main principle of international cooperation. To achieve this goal, 
Japan makes eff orts to propagate the concept and to realise it on the spot.4 There are 
three top priorities of the concept, which help reaching a thorough understanding of 
governments, civil societies and international institutions concerning the importance 
of human security:

• promoting the issue by means of policy speeches and symposia;
• inviting other countries to bilateral and multilateral meetings;
• creating movements whose aim is to mainstream human security.
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Realising Human Security

Offi  cial Development Assistance (ODA)

ODA is the offi  cial tool for implementing human security. It includes fi nancial and 
technical aids, loans and assistance for developing countries.

ODA tries to be the most eff ective in the following areas: addressing the challenges 
coming from the international community and advancing the country’s national 
interests.

Japan’s government-to-government cooperation can be marked by its joining of the 
Colombo Plan in 1954, the main goal of which was to facilitate economic and technical 
cooperation with developing countries.5 The main principle of this cooperation is to 
ensure stability and peaceful prosperity throughout the world. This is the reason why 
Japan mainly assists developing countries.

The basic philosophies are defi ned in the ODA Charter as:
1) humanitarian considerations;
2) recognition of interdependence among the nations of the international community;
3) environmental consideration; and
4) support for self-help eff orts of recipient countries.6

Japan provided the ODA with its support in the past fi ft y years, so that these countries 
could make a progress in their economies. This particularly concerns Asian countries, 
because of their close historical, geographical and economic ties. Despite the economic 
setback in the 1990s, Japan is still the fi ft h largest ODA donor in the world. The nature 
of this aid can be characterised as the following:

• The biggest amount of ODA, about 60%, was directed to Asian countries in order 
to develop their economic infrastructure, so the environment for investment was 
improved and thus, foreign capital investment could appear in the private sector.

• These aid projects were just in time to invite foreign direct investments to these 
countries, successfully developing their export industries.

• A large amount of aid has been provided for the agriculture of these countries 
and consequently production has increased.

• Japan has spent an enormous amount of money on the training of engineers 
and other personnel as well. As a result, the economy showed a sudden growth 
in the East Asian area. Japan’s economic cooperation, together with its grant 
aid for the development of social infrastructure (education, public health and 
sanitation), have generated multiplying eff ects to improve the living standard of 
local communities and to narrow the regional disparity between cities and rural 
territories.
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Peacebuilding Diplomacy

Japan, a nation committ ed to peace, rejects the role of a military power and on that basis, 
is resolved to contribute to the peace and prosperity of the world. The Constitution 
(Article 9)7 does not permit expanding any military action, but allows creating a 
minimum defence capability in order to preserve the stability and independence of the 
nation; therefore, Self-Defense Forces (SDF) were established.

In 1992, the National Diet passed a UN Peacekeeping Cooperation Law which 
permitt ed the Self-Defense Forces to participate in UN medical aid, refugee repatriation, 
logistic support, infrastructural reconstruction, election-monitoring and controlling 
operations under strictly limited conditions. Japan places great emphasis on eff orts 
ensuring international stability by participating in global peacebuilding 
eff orts, and as such, contributing to her own security and prosperity. From 
this point of view, the country defi nes peacebuilding as consolidation of peace 
and nation-building and strengthening the political, economic and social 
frameworks of the relevant country, while promoting security and stability.

From 2003, Tokyo’s ODA policy has placed greater emphasis on human security 
and peacebuilding activities in places such as Afghanistan, Iraq, Sri Lanka, Cambodia, 
Indonesia and East Timor.

In the followings, I would like to give a brief insight into Japan’s humanitarian peace-
building activity with two examples.

Afghanistan

Japan has provided assistance, including refugee and food aid in times of confl ict, helped 
in the peacemaking process and also in the elections. Aid is provided aft er confl icts, 
to ensure domestic safety so as to consolidate peace. Assistance also includes the 
disarmament, demobilisation and reintegration of former soldiers and helps refugees to 
return and resett le. Japan provides further assistance focusing on the following pillars: 
support the enhancement of Afghanistan’s capability to maintain security by training 
the police and reach sustainable and steady development in education, health, medical 
care, sanitation and other basic human needs.

In 2009, Japan dispatched civilians for the fi rst time to Provincial Reconstruction 
Team (PRT) Chaghcharan in Ghor Province, who are carrying out a detailed study of 
the region’s reconstruction needs.
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Iraq

Japan conducted the reconstruction of Iraq and combined the humanitarian activities of 
SDF with offi  cial development assistance and considered the two as being inseparable. 
The Ground Self-Defense Force was engaged in humanitarian reconstruction activities, 
including the provision of safe drinking water, the stabilisation of the electricity supply 
and the provision of basic medical services. It provided assistance to the improvement 
of sanitary conditions, educational environment, maintenance of community roads, 
creation of employment opportunities, restoration of public safety and the development 
of human resources. The fi ve-year long mission ended in 2008.

Japan’s Non-Traditional Security Issues and Relevant Policy

In 1980, the Japanese government adopted “comprehensive national security”8 as its 
security doctrine and so, for the fi rst time, the country stepped outside the US’ military-
centric thinking. The concept had a diff erent aspect: it gave priority to non-military 
threats over traditional military actions. Three concepts merged, such as self-defence, 
non-military diplomacy and natural disaster response. From today’s perspective, the 
most interesting aspect of comprehensive security was the inclusion of natural disasters 
as a major threat.

Aft er the recent earthquake and tsunami, Japan is likely to adjust its security policy 
so that it would pay more att ention to non-traditional security threat factors, like natural 
disasters. The (latest available) Diplomatic Bluebook of 2010, which is an annual report 
on Japan’s foreign policy and activities published by the Ministry of Foreign Aff airs, 
emphasized that the international community has entered a new era of cooperation. 
Climate change, natural disasters, environment, the proliferation of weapons of mass 
destruction and missiles, international terrorism, energy security now form part of the 
variety of non-traditional security threats and thus, of the security policy of Japan.9

Climate Change and Environment

Climate change is a pressing issue that requires long-term and global eff orts. It will 
continue to be one of the most important challenges. Japan has provided support to 
developing countries on this issue through the Cool Earth Partnership, since 2008, 
and in 2009, she announced the “Hatoyama Initiative”10 at the UN Summit on Climate 
Change. According to this initiative, Japan will contribute more actively and is willing 
to support the countermeasures of climate change in developing countries both 
fi nancially and technically.
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In 2009, at the fi ft eenth session of the Conference of Parties to the United Nations 
Framework Convention on Climate Change (COP15)11 in Copenhagen, Denmark and 
Japan promised to take active measures under the “Hatoyama Initiative” to reduce 
emission and to provide aid to the countries vulnerable to the negative eff ects of climate 
change.

It has various impacts on the living environment, such as droughts, fl oods and 
extreme weather, as well as rising sea levels. In order to respond eff ectively to these 
circumstances, it is inevitable to develop and enhance the socio-economic environment: 
infrastructure, technology, information, funding and management capacity. In 
developing countries, preventive measures have litt le priority because of the shortage in 
suffi  cient funding, technology and knowledge. There is a risk of stagnation, or even of 
stepping back, in the area of human development due to the impacts of climate change. 
Japan conducts various projects in Africa and Asia, also provides technical assistance 
to China, Vietnam, Fĳ i, Mexico and other countries, to promote the 3Rs (Reduce, Reuse, 
Recycle) among local residents, companies and organizations.

Energy and Environmental Security

Energy security has been traditionally viewed in Japan as an indispensable component of 
their development strategies. Facing supply instability and the volatility of prices while 
there is an ever-growing global demand, the country has put great emphasis on energy 
security. In a certain sense it has emerged from the fi nancial crisis relatively unharmed 
compared to the EU. Therefore, Japan is still able to show some economic growth. 
Nevertheless, we understand that energy security does not equal to granting access 
to fuel sources at an aff ordable price. There are societal, economic and environmental 
consequences of our reliance on fossil fuels. They include the problems of rising sea 
levels, threats posed to the ecosystem, political impact of public dissatisfaction caused 
by rising energy prices, etc.

We have to be aware that fossil fuels will continue to make up the bulk of energy mix 
in the near future. Japan has to fi nd the way to reconciliate socio-economic development 
with environmental protection. Such a strategy has to be based on two principles. On 
the one hand, several measures have to be taken to control energy effi  ciency, while, on 
the other hand viable alternative energy sources are to be explored. Japan has always 
shown great interest in clean energy technologies, which, apart from reducing carbon 
emissions, reduce the dependence on fossil fuels.

Thirty per cent of Japan’s energy supply is generated from nuclear energy. The country 
has always strived for energy diversifi cation since it is a crucial means of facilitating 
economic growth. Nevertheless, apart of the problem of providing cheaper sources, 
there is another requirement of energy security, combined with as litt le dependence 
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as possible on oil imports from the Middle East. The earthquake of 11 March and the 
tsunami that followed, destroyed the nuclear power plants in Fukushima. The triple 
disasters of earthquake, tsunami and nuclear catastrophe have been declared Japan’s 
worst crisis since World War II. It seriously challenged Japan’s disaster management 
capabilities and the record of high safety standards. As the country is trying to solve 
the multiple nuclear meltdowns aft er several explosions at the power plant, questions 
of overall impact of such developments have occurred.

This disaster shows the weak points of controlling nuclear energy and of the idea 
to use it as the basis of economic development. The countries of the area will have to 
consider how to deal with the latent threat of nuclear power and the importance of 
safety requirements. The advancement of nuclear science and technology will have to 
focus on reliability.

Energy security oft en has close linkages to environmental security. The scarcity of 
clean water and food aff ects public health and sanitation. The eff ects of the present 
nuclear disaster have generated other problems: besides energy and environmental 
security, there is a heavy impact on food, health, social and personal security and on 
almost all aspects of human security, which the Japanese government has to solve at 
the same time.

Resource Security

Japan depends heavily on imports of energy, minerals, food and other resources that 
form the basis of the everyday life of the people and thus, the strengthening of economic 
security is one of Japan’s fundamental diplomatic objectives. There is a transition of 
the paradigm, regarding the allocation of resources that results from the alteration of 
several factors such as the growth of emergent nations and the climate change. Under 
such circumstances, the Japanese private sector and government need to unite their 
eff orts to secure resources providing long-term stability of supply to Japan. In addition, 
it will be necessary to promote an international partnership of responsible resource 
development and utilisation. From this perspective, Japan is assuming leadership in 
this fi eld through activities, such as participating in organizations like the International 
Energy Agency (IEA) and the International Renewable Energy Agency (IRENA).

In dealing with environmental issues, the global economic and fi nancial crisis 
and energy sustenance, the international community is looking forward to Japanese 
science and technology with great expectation. Recognising the need for international 
cooperation, Japan continued to promote science, technology and space diplomacy 
to pursue synergistic progress among these branches of research, as declared in its 
general diplomatic policy in 2009.12
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EU: Policy of Human Security

Human security policy has been a very important subject within the European Union, 
during the recent years. Since the launch and development of the European Security 
and Defence Policy (ESDP) – now to be incorporated in the Common Security and 
Defence Policy (CSDP) –, the EU has demonstrated its capacity to act as a global power 
in security aff airs.

In 2003, the European Council approved the European Security Strategy (ESS),13 
which marks the main points of human security, without giving any specifi c reference 
to it under this name. In this document the EU clarifi es its security strategy, describes 
the overall vision of the Union’s foreign policy priorities, security posture and the 
integration objectives:

Security is a precondition of development. Confl ict not only destroys infrastructure, 
including social infrastructure, it also encourages criminality, deters investment 
and makes normal economic activity impossible. A number of countries and 
regions are caught in a cycle of confl ict insecurity and poverty. Competition for 
natural resources – notably water – which will be aggravated by global warming 
over the next decades, is likely to create further turbulence and migratory 
movements in various regions.14

The Strategy names fi ve “key threats” or new dangers: terrorism, proliferation of 
weapons of mass destruction, regional confl icts, state failure and organized crime, all 
of which destroy human lives and threaten human rights.

Outlining the EU’s Human Security concept, a Study Group, chaired by Mary Kaldor, 
was convened in 2004, to examine the possibility of formulating a human security po-
licy within the EU.15 The term itself is currently absent from European foreign policy 
texts and practices. Mary Kaldor argues that in European foreign and security policy 
terms, such as crisis management, confl ict prevention and civil–military cooperation, 
do not reveal the nature of European foreign policy. We can understand human 
security as a term that encompasses all the three previous concepts but it takes them 
further towards “responsibility to protect”, “eff ective multilateralism” and “human 
development”. Furthermore, it argues that the EU needs to contribute more actively to 
global security. The report proposed a Human Security Doctrine for Europe,16 which 
includes three elements:

• There are seven principles: the primacy of human rights, clear political authority, 
multilateralism, a “bott om-up” approach, regional focus, the use of legal 
instruments, and the appropriate use of force.
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• A “Human Security Response Force” composed of 15,000 people, of whom at 
least one third would be civilian. There should be “Human Security Volunteer 
Service” as well.

• A new legal framework to govern both the decision to intervene and the 
operations on the ground.17

Human Security Approach and the European Union

Human security approach of the EU is diff erent from the Japanese concept; it is 
characterised by the “freedom from fear” principle. In the new global context, the EU 
security policy should be built rather on human and not only on state security. Human 
security approach means that contribution should be made to the protection of every 
individual and they should not exclusively focus on the defence of the borders, or on 
the security of the member states.

The Human Security Doctrine lists three reasons why the EU should adopt a hu-
man security concept. The fi rst argument is based on “morality”. Human beings have a 
“right to live in dignity and security”. We can name a few examples, like Kosovo, East 
Timor, Sierra Leone and Yugoslavia, where we have seen a large number of activities 
that have been done by countries of the European Union. The second reason is a “legal” 
one. United Nations Charter invites states to promote universal respect of human rights 
and the same principles are recognised in the Constitutional Treaty of the EU. The third 
reason can be defi ned as “enlightened self-interest”. In practice this means the fact that 
the EU cannot be secure if others in its neighbourhood are insecure.18

Realising Human Security

Offi  cial Development Assistance (ODA)

The development policy aims to reduce poverty and to combat it in developing countries 
by supporting reforms and by assisting development and trade.

The EU currently provides over half of all ODA allocated by the major donor 
countries. In 2009, the total amount was 49 billion euro, which equals almost 100 euro 
per citizen, and so it makes a higher sum per capita than the participation of the US 
and Japan. The key objective of EU is to create sustainable development in order to 
mitigate poverty. The aid aims to revive local economies by establishing the mini-
mum condition of basic physical and social infrastructure, furthermore, contributes 
to strengthen the legal system and democratic governance. The ODA can be delivered 
in many ways such as cooperating with governments, implementing individual 
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projects through NGOs, providing humanitarian aid, assisting in crisis prevention and 
supporting civil society.19

Humanitarian Aid

The EU and its member states are the world’s largest providers of humanitarian aid, 
through the European Commission Humanitarian Aid Offi  ce (ECHO).20 The EU’s 
mandate to ECHO is to provide emergency assistance and relief to the victims 
of natural disasters or armed confl icts outside the EU. The aid is intended to go 
directly to those in distress, disregarding race, religion or political convictions.

Since its set-up in 1992, ECHO is the channel of emergency relief of the EU and it has 
been active in more than 100 countries around the world, gett ing essential equipment 
and emergency supplies to the victims of disasters. From its annual budget of over 
700 million EUR, ECHO also funds medical teams, other experts, fi nances transport, 
communication, food aid and gives logistic support.

Activities of the ECHO include:21

• carrying out feasibility studies for its humanitarian operations;
• monitoring humanitarian projects and sett ing up coordination arrangements;
• promoting and coordinating disaster prevention measures;
• giving its partners technical assistance;
• promoting the public awareness of humanitarian aid through actions carried 

out directly;
• fi nancing network and training study initiatives in the humanitarian fi eld.

2010 was an intense and demanding year for the EU humanitarian assistance, with 
numerous large-scale disasters both natural and man-made, examples include Sudan, 
Pakistan, Haiti, Somalia, Middle East, Sri Lanka, Colombia and Kyrgyzstan.

At the beginning of 2011, the EU has delivered a swift  response to the crises that 
occurred in the world. Both military and natural catastrophes have been reacted to in 
Egypt, Libya, Tunisia, Ivory Coast and Yemen. Furthermore, the European Commission 
has recently adopted a new humanitarian funding decision of 10 million EUR, to 
help the Japanese civilians cope with the massive consequences of the triple disaster, 
occurred on 11 March. The EU’s aid to earthquake and tsunami-hit Japan exceeded an 
amount of more than 15 million EUR.

Civil and Military Operations

“Joint disarmament operations, humanitarian and rescue tasks, military advice and 
assistance, confl ict prevention, peace-keeping and crisis management”22 have been 
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included under Article 17 of the Constitutional Treaty,23 incorporating the Petersberg 
tasks which have been an integral part of the ESDP. The solidarity clause was adopted 
as well. The Constitution also states that all these tasks may contribute to the fi ght 
against terrorism.

First, classic peacekeeping operations were based on the notion of keeping the peace 
between armed combatants. Second, classic military interventions have been aimed at 
defeating the enemy.

Priorities of the security policy are:
• gravity and urgency of a situation;
• risks, chances of success and availability of the other actors;
• special responsibility for neighbouring countries;
• historic ties and responsibilities;
• public concern and pressure.

In 2003, the EU deployed its fi rst external mission under the ESDP with a military 
force to the former Yugoslavian Republic of Macedonia. Since then, it has instigated 
over 18 civilian and military missions to deal with humanitarian crises all over the 
world.

EU Missions and Operations24

As of March 2011, there are ten ongoing civilian missions (six completed) and three 
military operations (fi ve completed) of the EU, on three continents.

I would like to shortly evaluate the three most important missions.

Afghanistan

In the framework of its comprehensive approach towards Afghanistan, the EU has 
launched a police mission in June 2007 (EUPOL AFGHANISTAN). In 2010, the 
Council has extended the mission for a period of three years, until May 2013. Its 
objective is to contribute to the establishment of sustainable and eff ective civilian 
policing arrangements under Afghan ownership and in accordance with international 
standards. More particularly, the mission monitors, mentors, advises and trains 
policemen at the level of the Afghan Ministry of Interior, regions and provinces.

Iraq

European Union Integrated Rule of Law Mission for Iraq (EUJUST LEX) is a 
civilian crisis management operation under the auspices of the EU Common Security 
and Defence Policy. The mission started on 1 July 2005, and the Council decided to 
extend the mandate of the mission until June 2012.
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As it is established to strengthen the rule of law and promote a culture of respect for 
human rights in Iraq; EUJUST LEX provides professional development opportunities to 
senior Iraqi offi  cials from the criminal justice system.

Kosovo

The European Union Rule of Law Mission in Kosovo (EULEX) is the largest 
civilian mission ever launched under CSDP. The central aim is to assist and support 
Kosovo authorities especially in the police, judiciary and customs areas. The mission 
started in December 2008.

Apart from civilian missions, the EU is entitled to take military operations in Bosnia-
Herzegovina (EUFOR ALTHEA since 2004) and Somalia (EUNAVFOR since 2008 and 
EUTM since 2010).

If we are looking for coordinated missions with Japan, we can fi nd none, although 
both parties are present in Afghanistan. Their responsibilities and tasks are most 
diff erent, although they have a common goal in order to facilitate the restauration 
in this country and to create stability. Their fi nal aim is to ensure security in their 
surrounding areas and thus to decrease the level of global threat.

Within the frame of the 19th Japan–EU Summit in 2010,25 the EU and Japan have 
decided to tighten their interoperability in Afghanistan, which means that aft er the 
successful cooperation on the ground with the Provincial Reconstruction Teams, the 
parties agreed to cooperate on security, reintegration and development assistance, in 
the context of the EU’s Action Plan and Japan’s assistance package to Afghanistan and 
Pakistan.

Both the EU and Japan expressed their intention to make joint eff orts for counter-
piracy, as well as to maintain the safety of maritime navigation off  the coast of Somalia 
and the Gulf of Aden. They wish to stabilise the region and have commended a 
fruitful interaction between the units of the Japan Maritime Self-Defence Force and EU 
NAVFOR Somalia Operation ATALANTA present in the zone. They also decided to 
cooperate in supporting the activities of the planned Djibouti regional training centre 
and the information-sharing centres in Yemen, Kenya and Tanzania.

EU’s Non-Traditional Security Issues and Relevant Policy

In 2008, the Report on the Implementation of the European Security Strategy – Providing 
Security in a Changing World26 was accepted by the European Council, which does 
not replace the ESS of 2003, but supports it. The strategy mentions further key threats 
such as terrorism and cyber security, energy security and climate change. We can see 
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the same Japanese concerns being framed in the Diplomatic Bluebook of 2010, by the 
Ministry of Foreign Aff airs.

In 2010, the Council of the European Union approved the EU Internal Security 
Strategy,27 which highlights the main challenges that the EU has to face. It enlists 
terrorism, organized crime, cyber-crime, drug and arms traffi  cking, sexual exploitation 
of minors, child pornography, traffi  cking in human beings, economic crime and 
corruption and youth violence. Natural and man-made disasters, such as forest fi res 
and energy shortages, also require cross-border actions. The strategy strongly focuses 
on prevention as well. Since internal security depends to a large extent on external 
security, it is necessary to work closely with the EU’s neighbours and other countries 
as well as with international organizations. It describes objectives and adjusts relevant 
actions to them. The main objectives are: to “disrupt international crime networks, 
prevent terrorism and address radicalisation and recruitment, raise levels of security 
for citizens and businesses in cyberspace, strengthen security through border manage-
ment, and increase Europe’s resilience to crises and disasters”.28

With the Treaty of Lisbon, as a new legal framework, the Internal Security Strategy 
in Action29 should become the shared agenda for the EU, until 2014. Its success depends 
on the combined eff orts of all EU actors, but also on the cooperation with the outside 
world.

Of the recent and most accurate non-traditional security factors, the two most 
important ones, namely energy security and climate change, must be highlighted.

Energy Security

The market of the EU, with half a billion consumers, is the largest regional one in the 
world and at the same time it counts as the largest energy importer. The scarcity of 
energy, the growing need for it in the emerging countries, the higher prices and the 
climate change are just some of the risky security factors, the EU has to face.

The European Security Strategy of 2008, expresses a deep concern about the EU’s 
energy dependence, which has increased over the last years. Europe is the world’s 
largest importer of oil and gas. Imports accounted for about 54% of energy consumption 
in 2006, and by 2030, up to 75% of the EU’s oil and gas will have to be purchased from 
abroad. Most of the oil imports come from the OPEC (38%) and Russia (33%), while gas 
arrives mainly from Norway (26%), Russia (21%), Algeria (17%) and Nigeria (5%). The 
majority of EU members feel defenceless against a limited circle of exporters because 
of their dependence on them. Several countries may face threatening of their stability, 
since their ratio of import can exceed 80%.

The EU needs a more unifi ed energy market with particular att ention to the most 
isolated countries. Greater diversifi cation of fuels, sources and of transit routes is 
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essential; therefore, the strengthening of bilateral cooperation in the energy fi eld 
with countries like Brazil, Russia, Norway, Azerbaĳ an, Kazakhstan, Uzbekistan and 
Iraq is vital. There are various energy forums to bring the diff erent interests closer to 
each other. The EU has regular meetings within the EU–Russia dialogue, EU–OPEC 
dialogue, Baku initiative, Eastern Partnership and the Union for the Mediterranean. 
The problem of fi nancial support and clashing interests within the EU makes it diffi  cult 
to fi nd a partner suitable from every respect.

Responding to the concerns expressed in ESS 2008, the European Commission 
proposed a wide-ranging energy package, which gives a new recovery to energy 
security in Europe. The fi rst priority schedules a 20% reduction in greenhouse gas 
emissions, a 20% share of the renewables in fi nal energy consumption and a 20% saving 
in future energy demand for the EU, by 2020. The Commission put forward a new 
strategy to build up solidarity among the member states and a new policy, to stimulate 
investments in more effi  cient, low-carbon energy networks. A new Energy Security 
and Solidarity Action Plan30 was also proposed, which outlined fi ve areas where more 
action was needed to secure sustainable supplies. Furthermore, the challenges that 
Europe would face between 2020 and 2050, were also described.

In 2010, the Commission has adopted the communication called “Energy 2020 
– A strategy for competitive, sustainable and secure energy.”31 This communication 
defi nes the priorities for the next nine years and sets the measures to be taken in order 
to tackle the challenges of saving energy, achieving a market with competitive prices 
and secure supplies, boosting technological leadership and eff ectively negotiating with 
EU’s international partners.

The new strategy highlights fi ve priorities:32

• achieving an energy-effi  cient Europe;
• building a truly pan-European integrated energy market;
• empowering consumers and achieving the highest level of safety and security;
• extending Europe’s leadership in energy technology and innovation;
• strengthening the external dimension of the EU’s energy market.

As we can see from the documents presented, the EU needs to save and produce 
more power, invest in low carbon alternatives and build diverse networks. In order 
to achieve these aims, the EU needs to coordinate for the completion of the internal 
market. The following legislation has recently been adopted and been implemented, 
such as the third Internal Energy Market package, the Directive on the promotion of 
energy from renewable sources, the Directive on services and the Directive on the eco-
design of products.33

With partners, including Japan, China, India and the US, the EU should promote 
low-carbon technologies, effi  ciency, transparent and well-regulated global markets 
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alongside with renewable energy. The partners have a common interest to come to 
a consensus concerning the most urging problems and so to fi nd a solution that is 
acceptable to all of them within the next few decades.

Climate Change

In 2003, the European Security Strategy already identifi ed the security implications 
of climate change. In 2008, the High Representative and Commission presented the 
Report on the Implementation of the ESS to the European Council which described 
climate change as a “threat multiplier”.34 Natural disasters, environmental degradation 
and competition for resources exacerbate confl ict, especially on poverty and population 
growth. All these issues have humanitarian, health, political and security consequences, 
including greater migration. Climate change can also lead to disputes among countries 
over trade routes, maritime zones and food and water resources. The EU has enhanced 
its confl ict prevention and crisis management, but needs to improve analysing and 
early warning capabilities. Still, it cannot be done alone; they must increase working 
with countries most at risk, by strengthening their capacity to cope. International 
cooperation, with the UN and regional organizations are also essential. There is a 
need for the right timing and the right decisions. We have experienced serious 
consequences of climate change within and outside the EU, such as low tides, 
continuous rainfalls and extreme weather.

EU–Japan Cooperation on Climate Change

At the G8 summit in July 2008, held in Japan, an EU–Japan joint statement was issued, 
marking out a highly ambitious and binding international approach to deal with the 
scale and urgency of the climate change challenge.35 The Kyoto Protocol on carbon 
emissions runs out at the end of 2012, and Japan wanted the summit to shape the course 
of negotiations to reach a post-Kyoto Protocol deal on curbing global warming by the 
end of 2009. But the joint statement did not give a specifi c fi gure for binding cuts. While 
the EU has proposed the reduction of emission from 20% to 30% by 2020, from the 1990 
level, Japan has joined the United States saying that it is too early to set numbers for 
future emission curbs. On the following G8 summit in Prague, in 2009, a promising 
statement was made again, by both parties. They decided to join forces in the batt le 
against climate change to “build a low-carbon society”36 and invited a large number of 
countries to follow.

The United Nations Climate Change Conference held in Copenhagen, in December 
2009 (COP15),37 failed to conclude a legally binding agreement to succeed the Kyoto 
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Protocol. The parties only agreed to take note of what became the Copenhagen Accord, 
an agreement that contains a number of positive elements but fell short of the high 
expectations. In December 2010, COP16 took place in Cancun, Mexico, but as it was 
expected no binding agreement was signed. The next COP17 conference in South Africa, 
in December 2011, will assume serious responsibility to create a new international 
climate treaty. The Kyoto Protocol expires in 2012, so it has become increasingly urgent 
that developed nations agree on a new agreement. The announcement that Japan is not 
going to be involved is increasingly worrisome. All the more so, that when the Protocol 
was created as the result of the climate change talks in 1997, Japan was the host nation.

In June 2011, the ASEM Foreign Ministers’ Meeting is organized in Gödöllő, Hungary, 
where there would be further discussions on how to work together on non-traditional 
security challenges.

EU–Japan Strategic Partnership
Javier Solana, the EU High Representative for the CFSP until 2009, delivered a speech in 
2006, about the EU’s strategic partnership with Japan.38 One of the top priorities within 
this partnership is to promote common values, such as democracy, human rights and 
good governance. Both parties think similarly about security questions and prefer 
multilateral forum for carrying out discussions. They have much in common, such 
as the issues discussed above, but the starting point, in terms of regional security, is 
diff erent. East Asia is central to the interest of the EU. Being the new centre of world 
trade, it has great investments, especially in Japan and China. While accepting Japan’s 
concerns about China’s rising economy and growing military budget, the EU must 
consider China as one of its key partners. Although the basic questions of security that 
the EU and Japan have to face are almost the same, this is the reason why there is so big 
diff erence in the approaches and policies they implement.

The 19th EU–Japan Summit was held in Tokyo, in April 2010.39 The Prime Minister 
of Japan, the President of the European Council and the European Commission 
were committ ed to strengthen bilateral relations, exchanged views on a number of 
international key questions confi rming Japan–EU common positions on important 
global and regional challenges. Furthermore, the parties agreed to make a closer 
relationship in the future in a number of areas and they were able to identify concrete 
cooperation priorities.

The changeover of the government in Japan and the Treaty of Lisbon that entered 
into force created a new environment for the bilateral relationship. Therefore, Japan and 
the EU, as global partners and major economies, should systematically collaborate, both 
bilaterally and globally. To strengthen the economic relations, a joint High-Level Group 
was established in order to determine the key issues of interest by both parties.
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Japan and the EU decided to cooperate in a more action-oriented way regarding the 
following issues:

• promoting peace and security;
• Japan’s contribution to the EU Common Security and Defence Policy;
• partnership in Afghanistan and Pakistan;
• research and innovation.

The spheres of cooperation can be briefl y summarised, by that both parties are 
committ ed to seek for a safer world and to strive for the creation of the conditions of a 
world without nuclear weapons, in accordance with the goals of the Treaty on the Non-
Proliferation of Nuclear Weapons (NPT). Furthermore, they have expressed serious 
concern over Iran’s nuclear programme.

Japan highly appreciated crisis management and post-confl ict peace-building 
activities conducted by the EU under the CSDP and the government expressed its 
interest in contributing civilian personnel to CSDP civilian missions, for the fi rst time, 
and the EU welcomed it.

Aft er the successful cooperation on the ground, the parties agreed to cooperate on 
security, reintegration and development assistance in Afghanistan and Pakistan. Japan 
and the EU will deepen their collaboration on research and development of innovative 
technologies.

Similarly, they decided on cooperation in science and technology in 1993, to create 
a high-level forum in order to exchange views and promote joint research in many 
areas. In 2009, Japan and the European Community signed an agreement on Science 
& Technology Cooperation, which identifi ed common research priorities and areas of 
common interest, such as energy and environment, green and low carbon technologies, 
space applications and thermonuclear fusion.

The limited dimensions of this study do not allow further elaboration on the topic 
of strategic partnership, therefore, it seems to be more to the point to describe the 
framework programme for cooperation in science and technology, presently in force.

Science and Technology Relations

The EU regards Japan as an important partner to cooperate within these fi elds and aims 
to strengthen their relations. Knowledge lies at the heart of the EU’s Lisbon Strategy 
to become the “most dynamic competitive knowledge-based economy in the 
world”.40 The “knowledge triangle” such as research, education and innovation, 
is a core factor in order to achieve competitiveness. Various programmes, initiatives 
and support measures are carried on the EU level to promote knowledge.
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The currently valid EU 7th Framework Programme for Research and Technological 
Development (FP7) has been determined for seven years (2007–2013).41 The programme 
has a total budget of over 50 billion EUR. This represents a 63% substantial increase at 
current prices, compared to the previous Framework Programme FP6, which means 
a high priority of research. FP7 provides fundings for exchange of fellows between 
the parties and similarly facilitates cooperative research projects. These mechanisms 
enable Japanese companies, universities and individual scientists to work closer with 
their European counterparts. Furthermore, it co-fi nances research and technological 
development.

There are several thematic areas for collaborative research such as health; food, 
agriculture and biotechnology; information and communication technologies (ICT); 
nanosciences, nanotechnologies, new materials and new production technologies; 
energy; environment (including climate change); transport (including aeronautics); 
socio-economic sciences and the humanities; and security and space research.

The FP7 have been grouped into four categories: “Cooperation”, “Ideas”, 
“People” and “Capacities”. For each type of objective, there is a specifi c programme 
corresponding to the main areas of EU research policy.42 “Cooperation” refers 
to collaborative transnational research activities; “Ideas” covers basic research 
implemented through a European Research Council (ERC); “People” includes Marie 
Curie actions and other initiatives; while “Capacities” encompasses support to research 
infrastructures, regions of knowledge and small and medium sized enterprises. All 
specifi c programmes work together to promote and encourage the creation of European 
poles of scientifi c excellence.

According to the exchange agreement of 2008, the Japan Science and Technology 
Agency (JST) can participate under the “Cooperation” category of FP7.43 JST has 
established a new scheme for the funding of Japan–EU cooperative research exchange 
projects. “Environment” has been selected as the fi eld of research to which the funding 
goes. Among the member states of the EU, the UK, Sweden, Spain, Denmark, Germany, 
Finland and France are the ones that participate in JST projects. Fields of cooperation 
vary from bionanotechnology, systems biology, advanced and multidisciplinary 
materials science, life science, nanoelectronics, functional materials, to ICT (including 
computer science).

Critics of the EU–Japan Relations

There are thousands of pages emphasizing the good relations of the two powers, and 
we can only fi nd just few experts who have given a substantial and reliable criticism of 
the cooperation between the EU and Japan. In the following part I quote the opinions 
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declared by experts who have given reasons to revalue the assessment of several 
questions discussed before.

Paul James Cardwell has a doubt about the EU–Japan relationship: whether it is to 
be characterised as “mutual ignorance” or as “meaningful partnership”.44 It is obvious 
that the EU and Japan have strengthened their relationship since the signing of the 
Joint Declaration in 1991, which was the fi rst document to govern their political and 
economic relationship. Both of them are economic powers regardless of their present 
budget and balance problems and the impediments that stand against them on the 
world stage and try to diminish their political power. But there is a lack of political will 
to do more in the areas of international politics and security. In spite of the signatures 
on protocols and declarations, few joint policies have been implemented.

Axel Berkofsky says that litt le has been achieved in the fi eld of security, as well.45 
The EU and Japan have established over the last ten years a framework for regular 
consultations and meetings on the issues of common interest, including regular 
consultations of the annual session of the United Nations Commission on Human 
Rights in Geneva. The EU and Japan jointly support international initiatives to achieve 
global nuclear disarmament and eff orts to limit the proliferation of weapons of mass 
destruction. Still, there remains the question of security. Soft  security is the area 
where Japan and the EU could actually make a diff erence and achieve success.46 Soft  
security can also be named alternative security, which means covering the issues, such 
as providing development aid, technical assistance, economic and fi nancial grant. 
Developing specifi c European–Japanese initiatives focus exclusively on that area of 
security.

Paul Midford argues that working together, the EU and Japan have the potential 
to demonstrate to their US ally and other countries that human security approach 
for promoting stability could be more expedient rather than the approach focusing 
on military interventions.47 The EU can play the role of a partner in redefi ning the 
ambivalent question whether Japan is able to participate with SDF in the fi eld of 
overseas humanitarian and reconstruction missions. According to Midford, Japan and 
the EU should cooperate and help stabilising countries, such as Afghanistan, Somalia 
and Sudan. The only problem is that Japanese SDF has to be separated from the combat 
areas. Four possible solutions were raised by Midford, out of which the most ambitious 
was that SDF units should be dispatched to relatively safe areas to implement ODA 
projects and participate in the reconstruction together with EU forces.
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Conclusion

Japan is the EU’s most important partner in the Asian region, whilst for Japan, the 
EU is a centre of stability and growth in a turbulent economic world. Both parties 
have become leading economic powers during the last four decades. Their relation 
is signifi cant since they are two of the greatest economies of the world. The 25,000 
EUR and 26,000 EUR GDP per capita indicator shows that both belong to the club of 
developed economies, though during the last years they have faced enduring and 
heavy crises.48 With a combined population of 627 million, the EU and Japan comprise 
less than 10% of the world’s population but over 40% of its GDP. This prominence has 
brought a concomitant increase in global responsibilities with regard to promoting and 
maintaining both regional and global stability and security.

The overall relationship is anchored around the three axes of political dialogue, 
economic cooperation and partnership on common and global challenges. Japan’s New 
Growth Strategy, published in 2009, clarifi es the directions for three strategic areas, 
which focus on the principal measures and the targets to reach by 2020.49 Two of the 
three objectives bring into focus the implementation of reform arrangements, such as 
focusing on growth areas driven by Japan’s strengths (environment, energy, health) and 
the platforms to support growth (science, technology, employment, human resources).

Green innovation and life innovation are the fi elds where Japan and the EU could 
possibly make signifi cant advantage based on the eff ective scientifi c research concluded 
currently and also in the past. Innovation in the environment and energy sector and 
similarly in the medical and health sectors will engage Japan and the EU to the most 
advantaged powers in the world by fostering to develop new technologies in order to 
provide fuel for growth of their economies.

The expansion of EU membership and the adoption of the Treaty of Lisbon have 
strengthened the importance of the EU–Japan dialogue and present opportunities to 
build a stronger relationship. Both of them depend heavily on imports of energy, mineral 
resources and the token of their future development lies in a successful renewal. Such 
common interests make the EU and Japan natural allies in their eff orts to develop a 
stable multilateral political and economic system. It has never been more important 
to cooperate so as to achieve this goal. The political and economic interdependence 
between Japan and the EU places both sides in a strong position to shape development 
in a mutually benefi cial way. The EU and Japan are therefore by nature global partners.
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Some Questions about India’s Great-Power 
Politics in the Last Decade
Béla Háda*

From a European perspective, India’s growing great-power ambitions 
in the fi rst decade of the 21st century seems to be a very unusual 
phenomenon. In this, the European nations’ own world view, fundamentally 

infl uenced by their special historical experiences, plays no small role. The now living 
generations’ political thinking is largely determined by the fact that power 
politics is essentially a product of a Judeo-Christian culture, as can be identifi ed 
within the policies of the Western world. From this vantage point, India’s and 
other non-Western states’ power policies seem to be strange and risky. It is clear 
that the international political balance of power was transformed in the post-
Cold War era, and this makes it important to change Europe’s Western-centred 
strategic thinking as well. In this context, India’s increasing international 
engagement also requires a diff erent approach. For this, it‘s important to know 
about the specifi c problems that defi ne the South Asian giant’s security and 
defence policy. New Delhi’s security eff orts oft en inspire special solutions, but 
they also can easily become a source of dilemmas. This study aims to illuminate 
some of the issues that oft en cause concern to India’s great-power policy.

The Sixth Acknowledged Nuclear Power

India’s military nuclear programme is still one of the most frequently occurring 
themes in the literature on the South Asian security processes. The majority 
of the writers address this issue from the international att ention that the 
South Asian nuclear armament programme has att racted. This also presents 
the priorities of Western political thinking, of course. Nuclear weapons and 
analysts’ thinking on this theme are still predominant in the studies that 
address the South Asian giant’s defence policy.

*   Junior Research Fellow, Institute for Strategic and Defence Studies, Zrínyi Miklós National Defence 
University, Hungary 
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At the end of the 1990s, on the basis of previous successes, the Indian nuclear 
armament wasn’t a cause for surprise. In the 1970s the country had completed 
its fi rst successful explosion.

It was not clear why the country made the decisive step towards developing 
a nuclear arsenal in the much less tense decades of the Cold War era. Perhaps, 
paradoxically, the answer must be sought in the transformation of the 
international system. In the last decade of the twentieth century, the changes 
of the global power structure and the trend towards a multipolar international 
system opened up for India a new, more powerful option for fi lling its power 
position. This, along with the related security and defence needs, gives a new 
perspective to India’s nuclear programme, which has been producing tangible 
results since the 1970s. When the Bharatiya Janata Party’s (Indian People’s 
Party, BJP) returned to power in 1998,1 with the political agenda of making 
India into a great power, at least in regards to its military component. The 
party’s 1998 election manifesto also included a specifi c defence conception, 
which included the further development of ballistic missiles and nuclear poli-
cy review as well.2 This latt er idea was not novel and also appeared in the BJP’s 
political communication in 1985.3

Aft er China defeated it in the 1962 war, India launched a military nuclear 
programme. The fi rst fruit of this was the approximately 15 kiloton “Smiling 
Buddha” nuclear bomb, which was exploded on 18 May 1974, in Rajastan, near 
the town of Pokhran. The programme was delayed for political reasons until 
1987, when it was decided to renew it.4 The Janata government of 1998, which 
dominated the 12th Lok Sabha,5 already inherited the results achieved by this 
project, further steps only depended on central decisions, and politically it 
was expedient to get quick results. Under these conditions, twenty-four years 
aft er the fi rst att empt, on 11 and 13 May 1998, India demonstrated its nuclear 
capabilities with a series of underground experiments. With this nuclear test, 
which was named Pokhran II, 5 pilot bombs were activated.6 The largest of the 
diff erent types of devices produced a 35 kiloton thermonuclear explosion. All of 
this was just 60 miles from the Pakistani border.7 The three larger bombs came 
into operation on 11 May at 15:45 pm, the two smaller (0.2 and 0.6 kiloton) ones 
on 13 May, 12:21 pm. However, because India (just like Pakistan) had not joined 
the nuclear arms restriction conventions, it did not breach any international 
law. The Indian nuclear infrastructure was already very advanced at the end 
of the millennium. At that time, the country possessed about 11 operating 
nuclear reactors, and a number of nuclear research centres.8 The domestic 
uranium mining in Jagudha provided the raw material, and thus India has 
every condition for a plutonium-based nuclear armament. In the late 1990s, this 
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function was already not just a regional deterrent, but also something that organically 
fi t the Hindu nationalist government’s programme, as it wanted to create a globally 
recognised Indian great power. Basically, this ideology inspired the experimental 
explosions. The specifi c defence motivations of the newly revived nuclear 
armaments, however, were generally weak. Specifi c national security risks, 
which would have justifi ed such a high level of developmental deterrence 
capabilities, were not considered during this period. Although Prime Minister 
Atal Behari Vajpayee and Minister of Defence George Fernandes explained that 
there was a need for weapons because China and Pakistan were still threats 
for the country, this theory can hardly be justifi ed.9 During the 1962 confl ict 
China showed a conventional military superiority, but this is not nearly as great 
today, so India certainly would be able to defend itself against its northeastern 
neighbour. This danger, however, is highly doubtful, since the decade-long 
border dispute does not seem to be a serious problem today. Because of this, 
it is not worth the risk of another military confl ict to anyone. As far as India’s 
biggest rival is concerned, Pakistan has indeed also successfully implemented nuclear 
research, supported by the Chinese, which resulted in 1986, according to experts, 
in Pakistan’s having assembled its fi rst operational atomic bomb.10 The Pakistani 
experimental nuclear tests, however, only took place aft er India’s successful 
detonations. It is scarcely credible that the two nation’s political leaders did not 
have any information about the other’s capabilities. The threat – if it is a reality – 
was regarded as reciprocal in any event.

Behind the explanation is the tendency to enhance the international acceptability of 
nuclear-power status, which had a strong infl uence on the evolving nuclear doctrine 
as well. For the government of India, the issue of nuclear arms was a matt er 
of principle, and a pillar of a long-term great-power policy too. However, the 
most practical benefi t then could be exploited if it gained a wider recognition, 
and India would be able to act and be seen as a responsible player in the 
international arena. During that period, however, there was no alternative to 
strengthening the military dimension of this eff ort. Although today’s analysts 
expect that India will be one of the world’s three most powerful forces in the 
twenty-fi rst century, in recent years it has been able to demonstrate its power 
position only in the military sphere. It was clear, therefore, that the political 
emphasis should be placed on the armed forces. Thus a responsible strategic 
culture of mutual security guarantees would more eff ectively contribute to the 
easing of international concerns over the existence of nuclear weapons, as with 
any perceptions of threat.

This will be observed in the principles of the country’s nuclear doctrine, the 
fi rst public presentation of which took place on 15 December 1998.11 That day, 
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in his speech given at the Radjya Sabha’s meeting, Prime Minister Vajpayee 
outlined the basic elements of the doctrine, which, adequately for conventional 
nuclear states’ policy, refl ected a restrained defensive approach, at the same 
time demonstrating the political nature of the weapon. At the same time he 
expressed the country’s desire to play a responsible international role.

In this respect, the doctrine was also aligned integrally with the BJP’s 
declared political ambitions and philosophy, and the Indian military thinking’s 
defensive realism too.12 The draft  was then developed in detail by a group of 
experts. They fi nally published it in August 1999.13 In the preamble of the doctrine, 
the creators expressed the point that their country is interested in developing a peaceful 
and equitable international order. In this context, there is the most important tenet 
of the nuclear weapons’ policy: that India will never launch a fi rst nuclear 
strike on any country. In addition, New Delhi also guaranteed that it “won’t resort to 
the use or threat of use of nuclear weapons against States which do not possess nuclear 
weapons, or are not aligned with nuclear weapons powers.”14 Of course, behind this 
latt er undertaking lies the reality of the country’s traditional dominance in the 
fi eld of conventional military assets. The South Asian power, relying on its huge 
military reserves and own military potential, which in peacetime maintains a 
more than 1.3 million-strong army, can defend itself in a conventional war, 
essentially against all possible opponents. However, the exclusion of the fi rst 
nuclear strike needs the technical terms of a high level of deterrence, opposed 
to all potential adversaries. The authors formulated the demand for deterrence by 
reference to the United Nations Charter’s guarantees about countries’ right to self-
defence.

This means that a country should be provided with nuclear forces’ land, air and sea 
departure platforms (nuclear triad) in order to maintain a high level of survivability of 
units in the case of a possible fi rst strike against it, and to allow a second, devastating 
strike in retaliation. The latt er can play an important role in the country’s naval doctrine 
too. The control of nuclear forces and legal application of their instructions is 
the responsibility of the Prime Minister. Finally, the doctrine expressed the 
country’s interest in developing a nuclear weapons-free world, which of course 
contradicts the eff orts to build a nuclear triad. As the change of att itude towards 
the nuclear weapons also signalled, the Hindu nationalists’ takeover of power 
in New Delhi in 1998 meant a new, somewhat harder policy than that of the 
previous congressional government. From a European perspective, most of 
the leaders of the BJP were educated, senior politicians. Their party’s hardline 
nature was manifested primarily in its social politics, and great-power political 
ambitions, which are detailed above. While the latt er course – at least from 
the perspective of the Indian power politics – later proved to be progressive, 
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in that historic moment it could have led to instability. The risk could not be 
ruled out that a harsher tone against Pakistan might lead to further deepening 
of the two countries’ acute confl icts. Following the above, however, it is clear 
that the West’s fear of a nuclear holocaust was unfounded. Today it is clear that 
the Indian and Pakistani nuclear armament per se did not result in an unstable 
security situation in South Asia. Instead, there is a mutual strategic deterrence, 
because the chance of a large war between them is reduced to a minimum. 
Aft er the fall of the BJP government, the programme of Indian great-power 
politics is still a priority. The Indian National Congress now represents the 
country’s nuclear status, and as a result, has gained widespread recognition in 
2008, when the country was revealed as the world’s de facto sixth conventional 
nuclear power.

The breakthrough on this issue occurred during a US–India nuclear 
cooperation agreement concerning the peaceful uses of nuclear technology. 
The US interest in the South Asian state, justifi ed by complex geopolitical 
calculations, became particularly intensifi ed aft er 9/11. The two countries began 
to approach each other aft er the millennium, when India’s strategic importance 
made the United States and also Russia noticeably more open towards New 
Delhi’s eff orts.15 The neo-conservative American government – perhaps with 
a not entirely realistic assessment of the local conditions – would have to 
rely on India when struggling against Iran’s power ambitions and Central 
Asian Muslim extremism as well. With this, the Indian party may acquire a 
strategic partner who could eff ectively promote the international recognition 
of its great-power ambitions. Europe was hardly suitable for this, so it is not 
surprising that India’s great-power relations are much more oriented towards 
the United States. This, of course, pointed out the European Union’s relative 
lack of competitiveness in the arena of world politics. Finally, George Bush 
and Manmohan Singh signed the US–India nuclear cooperation agreement on 
2 March 2006.16 Washington crossed a threshold, essentially acknowledging 
India’s nuclear status which it had previously not recognised.

The agreement emphasizes the peaceful uses of nuclear power, and made it possible 
for the United States to sell power plant equipment and complete technologies for 
India. India in exchange allowed an international committ ee to carry out 
inspections in certain nuclear facilities, and agreed to prevent the uncontrolled 
spread of nuclear technologies. However, this does not rule out its further 
nuclear weapon development. This international inspection is not applied to 
the nuclear installations for military purposes, and the US clearly wouldn’t 
expect New Delhi to exit the atomic club.17 American diplomacy rather seeks 
to develop a strong alliance with the rising power of India, and to prevent 
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its weapons of mass destruction from falling into the hands of Washington’s 
potential enemies.

This example found followers quickly in Europe. It is no surprise that France 
was the fastest in our continent to follow the diplomatic lead of the United 
States. Singh and the French president, Nicholas Sarkozy, signed the French–
Indian Bilateral Nuclear Cooperation Agreement on 30 September 2008.18 On 
5 December 2008, Russia, the old strategic partner, undertook an investment 
in the development of the South Asian country’s nuclear power production.19 
New Delhi found prominent international partners, though not nearly of the 
same strategic value, for the nuclear programme, which clearly shows that it is 
not regarded as an unreliable or risky factor.

Generally, it is appropriate to distinguish between the international 
reputation of Indian and Pakistani nuclear armaments, because the beliefs 
linked to the stability of two states are very diff erent. Today, the nuclear 
weapons-related fears are far less decisive in the assessment of the South Asian 
security problems than they were, for example, at the turn of the millennium. 
The Western world is much more sensitive to the phenomenon of Robert Cooper’s post-
modern wars, and the asymmetrical warfare of jihadi groups, which consider India as 
an enemy.20 These groups carry out their actions with only small forces, but they 
pose a very diffi  cult challenge for New Delhi. The experiences of the 1999 Kargil 
War showed, however, that the dilemma of the existence of atomic bombs coupled with 
the challenge of terrorism further increased the Western world’s uncertainty regarding 
the stability of the region. The Indian response to the theoretical dilemma, which in 
political terms was manifested as “the theory of the limited conventional war”, was not 
able to dispel that uncertainty.

The Theory of the Limited Conventional War

In December 1998, a squad of the Pakistani Northern Light Infantry, 
accompanied by the militant organization of Lashkar-e-Taiba’s warriors, 
secretly crossed the cease-fi re line in Kashmir, and took up batt le positions in 
the Dras-Kargil-Batalik sector on the Indian side.21 The infi ltration occurred 
within a very risky endeavour, when the Pakistani army, which – for the last 
time so far – in collaboration with the local jihadi organizations att empted to 
alter the existing balance of power in the divided province and tried to force 
New Delhi to discuss the future of Kashmir.22 The strategy is directly linked to 
the open embrace of nuclear armaments.
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Among the Pakistani generals, the widely held view is that in the shadow 
of nuclear weapons (and, not incidentally, the risk of nuclear holocaust), 
India’s superiority in conventional weapons is not so worrying, and the new 
position of the Kashmir confrontation could result in a breakthrough. Finally 
the so-called Kargil War started on 3 May 1999, when aft er several months’ delay the 
Indian troops noticed the breach of the Line of Control.23 A brief but intense confl ict 
highlighted almost every weakness of the Indian army. The specifi c problems 
were, inter alia, the shortcomings of the operational planning (and implementation) 
of inadequate equipment of forces in Kashmir, for example, or the poor integration 
of the command structures and the lack of eff ective anti-terrorist strategies.24 At that 
time Europe’s att ention was focused on the Kosovo war, and therefore the continent’s 
states did not devote suffi  cient att ention to the South Asian crisis for a long time.25 The 
struggle eventually terminated on July 26, following US mediation. Although 
by then New Delhi’s clear military superiority had prevailed against the limi-
ted Pakistani strategy and small forces, lessons of the crisis couldn’t be ignored 
from the defence point of view. The Kargil War is the most important landmark in 
the Indian defence policy in the last twenty years. The crisis’s experiences challenged the 
validity of the military doctrines held at the time, and the eff ects of this are still felt.26

However, this is an obvious conclusion: it is now clear that the practical 
arrangements for a number of uncertainties exist. As the theoretical solution to the 
raised dilemmas, the Indian strategic planners eventually set up a concept, half a year 
aft er the war, and it has been published with the consensus of the political and military 
elite. The rewarding work waited for Defence Minister Fernandes. On 5 January 2000, 
at a conference of the Institute for Defence Studies and Analyses, he has outlined the 
conception which became known as “the theory of limited conventional war”.27

The shock of the Kargil incident was caused by the recognition that, despite India’s 
nuclear capabilities, armed actions by potential enemies couldn’t be completely ruled 
out. The asymmetry between the Indian and Pakistani nuclear capabilities and mili-
tary doctrines – in principle – provides a level of stability, and eliminate the danger 
of total war, because the threat of nuclear escalation could lead to mutual destruction. 
The lower-intensity confl icts and the asymmetrical warfare methods, however, are not 
expected to provoke a nuclear strike in the future. Kargil proved this, but for example 
the experiences of the 1969 Soviet–Chinese border confl ict as well.28 Between India 
and Pakistan mutual nuclear deterrence is credible, but does not provide an 
adequate means against jihadist groups, or smaller infi ltrator units. This can 
cause a kind of paralysis on the part of the defence apparatus, which perhaps 
can encourage similar actions, therefore it can be a serious security challenge 
for the country. The theory of a limited conventional war refl ects this strategic 
paradox.
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The essence of the theory gives the fi nding that the mutual nuclear deterrence 
only protects against large-scale wars and not lower-intensity armed confl icts. 
In cases such as Kashmir, limited confl icts that would not totally defeat India should 
not provoke a nuclear strike. These clashes would most likely be expected to remain 
narrow in scope, and not escalate to an all out war. So, the Indian armed forces 
need appropriate fi ghting tools and the right strategy to win such a limited 
war. This theoretical perspective, which is not a very original idea, was launched by a 
review of the validity of the army’s defence concepts.

In political language, the idea of limited conventional warfare may seem to 
be a burdensome constraint when applied to the armed forces.

However, the interpretation can’t disregard the military elite’s ambitions. 
India’s possession of nuclear armaments can’t solve all of the security problems, 
and it would be a deceptive conclusion that the guarantee of national defence 
is the “Hindu atomic bomb”, and not the large and expensive Indian Army. 
The Indian military elite (which has a strong infl uence on Indian society, 
despite the reality of civil control) of course intended to prevent the signifi cant 
downsizing of the armed forces. The country’s existing problems of homeland 
security, the Kargil confl ict and the theory of a limited conventional war were 
all powerful arguments placed in the hands of the army, which intended to 
preserve the same “scale” of the forces. It maintained its strained relations 
with Pakistan for many years, and fi nally it did not achieve a timely merging 
of the armed forces. Still waiting for clarifi cation within these theoretical 
assumptions the question is whether we can guarantee that a limited initial 
confl ict would remain within this framework, and that the losing party would 
not try to extend their military operations for a more favourable outcome. Of 
course, in practice there is no such guarantee, only a nuclear deterrence can 
create a barrier to prevent such an escalation of a confl ict. However, since 1999, 
there still has not been a similar incident like the Kargil one, and so there has 
been no need for any practical test. Taking into account the theory, the Army’s 
“Cold Start” doctrine was completed in April 2004, which set out the necessary 
technical conditions of a limited war, but could not test it in practice.29 Although 
the 2008 terrorist att ack on Mumbai raised the theoretical possibility of this, 
it was found that a credible military deterrence was not the solution to all 
problems. The Kargil and Mumbai events clearly highlighted this.
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The Axis of the Indian Ocean

By the end of the fi rst decade of the twenty-fi rst century, the Republic of India’s 
traditional security problems (such as the Kashmir question, political extremism, 
national separatism, the nuclear arms race, etc.) had been joined by new ones. 
These are the dilemmas of the energy security and the “regional competition” 
for the control of the Northern Indian Ocean region, a signifi cant condition of 
the state’s security in the future. For India, the issue is particularly complex.

The country’s energy production at the end of the last decade was mostly 
based on coal. In 2007, coal produced 51% of the use of energy in the country. 
Nuclear energy production, despite the programme being effi  cient, accounted 
for just a modest 2% share, and in the next two and a half decades, according 
to local sources, it can’t be expected to rise above 6%.30 This is problematic for 
several reasons. The reduction of the use of coal is mainly possible with the 
development of crude oil and natural gas-fuelled power plants. Due to the 
development of motorisation in India the volume of import of hydrocarbons is 
increasing, which can be facilitated in the most satisfactory way by importing 
from the Gulf region.31 The source is mainly Qatar and Oman, in addition to 
Iran, from where both crude oil and liquefi ed natural gas arrive to the South 
Asian country. Of course, this has greatly infl uenced the Indian position 
on Iranian activities being monitored by the International Atomic Energy 
Agency, and led to a distinctive Indian opinion regarding the Iranian nuclear 
programme.32

The energy trade has become an increasingly important topic between 
the two countries since the 1990s; however, because of the hostile att itude 
of Pakistan, the overland transport did not seem feasible for a while. India, 
therefore, turned to the Central Asian sources of supply and to the marine 
transport of liquefi ed natural gas. To this end, it provided a path to bypass areas 
of Pakistan. India contributed to the development of the port of Chahbahar in 
Sistan–Balochistan, which is only 200 km away from the Pakistani Gwadar, the 
prospective base of China’s presence on the Arabian Sea.33 In the long run this 
is a much cheaper and easier way to the promising plan of the Iran–Pakistan–
India (IPI) gas pipeline. Western writers have oft en called this a “dream”, but it 
is diffi  cult to ignore the fundamental interests vested in the realisation of this 
dream. The total length of the pipeline would be about 2,775 kilometres, and 
it was planned to transport about 150 million cubic metres of Iranian natural 
gas on a normal day, through the territory of Pakistan.34 Most of this would be 
absorbed by India.35 Second only to Russia Iran has the largest known reserves 
of gas in the world, while India is one of the largest importers of gas.36 The 
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strategic aspects are important, but an investment programme is a serious 
business factor too, and the fi rst phase of this is the Iran–Pakistan pipeline. 
The Iranian president Mahmoud Ahmadinejad, and his Pakistani counterpart, 
Asif Ali Zardari, signed a contract for the construction of the pipeline on 24 
May 2009.37 If the planned investment is realised, it will fundamentally aff ect 
the relations of the three participating countries, strengthening the stability in 
the region.

Maintaining the contacts with the hydrocarbon-producing states has 
highlighted the importance of the sea shipping routes for India. In his 2006 
study, Gurpreet Singh Khurana, a research fellow at the already mentioned IDSA, has 
sensitively portrayed the long-term economic importance of the “Maritime Silk Route”, 
from the perspective of the rising Asian powers.38 Up to 95% of India’s external 
trade,39 and about 65% of its oil import40 travels by sea (primarily on this “Silk 
Route”). It is estimated that this ratio may increase up to 85% by 2020.41 In order 
to secure the energy transport routes and the global power projection capability 
New Delhi continues the development of its maritime presence, which for In-
dia is equivalent to the naval control of the Northern Indian Ocean region, 
from the Strait of Hormuz to the Strait of Malacca. With its more than 7,500 
km long coastline,42 the country practically halfway intersects the shipping 
routes, between the two, extremely important sea gateways mentioned above, 
and highlights the vertical axis of the Indian Ocean. The trade of goods from the 
Middle East to the Far East, and from the Far East to Europe as well takes place in this 
area. More than 62,000 vessels pass this route each year, carrying about half of 
the world’s exported oil and two-thirds of its liquid natural gas.43

It is not diffi  cult to see that undisturbed trade is in the economic interest of 
the World. If there is a nation with a powerful naval presence in the region, it 
will be able to achieve serious international att ention, and it would be diffi  cult 
to contest the power position of this country. The geo-strategic conditions of 
India have almost forced this role upon it, and in recent years the South Asian 
country is more pronouncedly seeking to fi ll it.

This ambition has brought to life new possible ruptures in Indian–Chinese 
relations. By the fi rst decade of the twenty-fi rst century, despite the territorial and 
border confl icts, the probability of a hard confrontation between the two giants is 
minimal. The reasons for this mainly lie in the equalisation of their military capabilities, 
and in the fears of mutual nuclear destruction. However, for China – particularly in 
the light of its prospective superpower status – the Northern Indian Ocean trade is at 
least as important as it is for India. This created the really interesting projection of the 
two giants’ power policy, which is today one of the most famous themes of Western 
analysts, and it is characterised as the Sino-Indian strategic contest.
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More than 90% of Chinese foreign trade is conducted by sea, mostly in this 
area.44 Forty per cent of the oil consumption of the Far Eastern country has 
to be imported. This proportion is growing rapidly, and could reach 80% by 
2030. China’s fuel consumption already surpassed that of Japan’s in 2003, so it 
is second only to the United States in the World.45 The ships passing through 
the Malacca Strait, among other goods, transport crude oil, and 80% of it goes 
to the East Asian markets.46 About 78–80% of Chinese imports come from 
West Asia.47 Although Beĳ ing seeks to diversify its procurement sources, and 
researches the new opportunities in Central Asia and Russia, in the foreseeable 
future it is not realistically possible to put an end to its dependence on the 
Middle East.

Following this conclusion, it is hardly an exaggeration to see the “New Silk 
Route” as China’s Achilles’ heel: any foreign control over it could limit Beĳ ing’s 
power capabilities. This is recognised in Beĳ ing for over two decades. China 
nowadays increasingly competes for the strategic positions of the Indian Ocean, 
in order to ensure its power projection abilities in the region, and to provide 
alternative routes for energy imports, thereby avoiding contact with the Indian 
sea territories. Of course this intention of Beĳ ing implies the modernisation 
of the Chinese Navy, because currently it has relatively modest operational 
capabilities, and is largely composed of small ships. The Chinese Navy’s fi rst 
visit to the region occurred from November 1985 to January 1986, when a Luda 
class destroyer visited the ports of Karachi, Colombo and Chitt agong.48 The 
competition for the strategic positions of the Indian Ocean is mostly focused 
on the neighbouring South Asian countries, especially Pakistan, Myanmar 
and Sri Lanka. To compensate New Delhi’s natural advantages, Beĳ ing has 
bolstered the development of the Western Pakistan port of Gwadar, and in the 
fi rst phase the level of Chinese contribution has reached an amount of USD 
198 million.49 It is envisaged that Gwadar will be a Chinese trans-shipment 
base of the cargo of hydrocarbons coming from the Gulf region. From there, 
a pipeline would cross Pakistani territory over the Karakorum Mountains to 
Chinese areas. The port is far away from Indian waters and Pakistani naval 
bases in Karachi and Ormara, but still remains necessarily accessible for the 
Indian Navy. China also supports the military regime in Myanmar, although the two 
countries’ relationship is far from being cordial. Since the 1988 coup, the Burmese 
military elite is an important although – in military terms – oft en overrated 
mainstay of Beĳ ing’s strategic ambitions in the region of the Indian Ocean.50 
Today it seems likely that, due to the competition of strategic interests, the 
rivalry between India and China will strengthen in the future, in spite of the 
deep Sino-Indian economic relations. The changed infl uence-conditions on the 
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Indian Ocean are a specifi c challenge to the Far Eastern giant’s increasingly 
accepted superpower position. As a result, political analysts sometimes reach 
the conclusion that the two states’ Cold War, or an adverse event such as a 
military confl ict, might be inevitable sooner or later. Although I wouldn’t be 
so sure about this, it is clear that New Delhi’s rising position in the region is 
inconvenient for China. One example of this is the widely quoted resolution 
of General Zao Nan-Chi, which he made in 1993, as a Director of the Chinese 
Academy of Military Sciences. According to him China should not allow New 
Delhi to fully control the Indian Ocean.51 Beĳ ing’s geostrategic fears were also 
att ached to the southern neighbour’s accelerating nuclear armaments in 1998. 
Encouraged by the Indian government’s anti-China communication,52 Beĳ ing 
perceived of a power politics that could weaken its own positions in the greater 
region.53 Although the chance of armed clashes (in the shadow of the unrealistic 
risk of the nuclear holocaust) is indeed low, from the Chinese perspective India 
may be one of the most likely opponents in its own immediate surroundings.

In general, it is also important to state that the rivalry between the two 
powers now lies more in perceptions of a mutual threat, rather than a real 
confl ict. However, regardless of the consequences, this is all oft en considered 
to be a reality.

The issue of sea power in the Western strategic thinking is a central theme. 
The world’s fi rst real maritime powers were European states, which had global 
naval presence for centuries. The topic has att racted intense interest from the 
strategy researchers of the European and Western countries in general. The 
appearance of the Asian powers’ military forces on the oceans, along with the 
growing number of players, is in a sense undoubtedly raising the power games 
to a new level, and making it even more striking due to the waning power 
of the European countries. Reading the growing number of publications, it 
is clear that India has been watching China’s Indian Ocean aspirations with 
lively att ention. The logical response to this is the bett er use of the comparative 
geostrategic advantages, and the development of the naval forces. Broad funds 
are available to further strengthen the country’s marine presence. Currently, 
in terms of operational capabilities, India has the most hard-hitt ing maritime 
force (except for those of Russia and the USA) in Asia, which in addition to 
its home ports relies on external bases as well (Andaman, Nicobar, Laccadive 
Islands). This fl eet provides indisputable dominance in the Bay of Bengal and 
a constant, strong presence in the Northern Indian Ocean region and around 
the straits for the South Asian giant. The strengthening of the Nicobar naval 
forces in the Andaman Sea and the establishing of the Far Eastern Strategic 
Command in 2001 are New Delhi’s decided answers to the Chinese “intrusion 
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att empts”.54 If necessary, today this naval force can control the entrance of the 
Malacca Strait, which is only 1.2 nautical miles wide and 22 feet deep at its 
narrowest point.55 The expansion of fl eet capacity has been an important task within 
the Indian Armed Forces, and the most visible projects are the Kolkata class destroyers, 
the atomic submarines, and the construction of the new aircraft  carriers.56 The results 
of the latt er are currently the most promising ones. Currently, the strongest unit 
of the Indian Navy is the 23,900 ton INS Viraat medium aircraft  carrier. The 
ship is the upgraded version of the formerly British HMS Hermes, which was 
on service since 1990, when its predecessor, the INS Vikrant, was dismantled. 
BAE Sea Harrier aircraft  carriers remain the fl eet’s most precious treasures. 
Increasingly aging units and the need for further development of the Navy’s 
capabilities motivated the ideas of the purchase of new aircraft  carriers. As 
a result, India bought the 41,500 ton Admiral Gorshkov from Russia, a Kiev-
class carrier, which aft er reconstruction will be named Vikramaditya.57 The 
much newer (built in 1987) ship will signifi cantly increase the Indian Navy’s 
effi  ciency aft er 2012. In addition, India plans the construction and deployment 
of fi ve further self-developed aircraft  carriers. The construction of the fi rst 
copy of the so-called Vikrant class started in 2007 in the Cochin Shipyard, and 
its completion is expected in the fi rst half of the next decade.58 If these very 
ambitious (and very expensive) plans are met, the country’s military presence 
in the oceans may be one of the strongest, signifi cantly outperforming the 
European powers. The programme assumes the medium-term structural 
transformation of the Indian armed forces, including the development of the 
previously underrepresented Air Force and Navy with additional funds. In 
the 2008–2009 statistical years, the defence budget earmarked around 46.62% 
of  the total infl ows for the Indian Army, while the share of the Air Force and 
Navy was 28.53% and 18.47% respectively.59

This distribution is signifi cantly bett er than in previous years, but the future 
is likely to see further shift s. Today there are already signs of this.

The Indian armaments programme naturally inspired the country’s Chinese rival 
to take similar steps. The main principle is that most of the Chinese Navy’s forces are 
organized for coastal operations, but there are also plans to shortly receive the fi rst 
aircraft  carriers. If this is achieved, the current competition in the Northern 
Indian Ocean will take on a new quality, because if the Indian and Chinese 
warships encounter each other near Indian waters, that can generate severe 
tensions in the relationship of the two great powers, which has never been free 
of problems.
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Conclusion

The research of the Indian security and defence policy today is understandably 
held in high esteem in the Western world, showing a direct correlation with 
the country’s increasing weight in world politics. I have presented above three 
still current issues, which have been at the centre of interest of analysts in 
the past decade. The theme of course, may be supplemented with many other 
elements. However, the fi nal lesson of this is that India’s growing power is no 
more risky to the international security than the other great powers’ politics. 
I believe that most of the relative uncertainties of Europe in connection with 
the international role of India are caused by cultural diff erences. The great power 
of India is in many respects a more stabilising factor in the region, which of course is 
partly due to the nuclear balance with Pakistan as well. In a broader perspective, the 
rise of the Asian great powers today seems like a natural historical process. 
In the international arena, however, none of them can occupy a larger place 
without more friction and confl ict. It has been like this in the past, and it is expected 
that it will remain so in the future as well. So we have to observe the processes 
that are expected to pose increasing challenges for India’s foreign and security 
policy. These will determine the future power politics of India, and Western 
perceptions of it.
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Impact of the Global Crisis on EU–China 
Relations: Facts, Chances and Potential Risks
András Inotai*

The global fi nancial, macroeconomic and still perceived social crisis has had 
several impacts on the future of EU–China relations.

First, it raised China to the status of being one of the key global players. In 
fact, China became the fi rst exporter in the world just in the year of the unprecedented 
collapse of global trade aft er World War II. Obviously, the export-oriented patt ern of 
Chinese growth has been seriously hit by the rapidly shrinking international trade. 
However, the EU, due to its higher exposure, smaller fl exibility of its labour markets, mar-
ket access barriers in key sectors of its internal market and “uneven” competitiveness, 
was even more aff ected by the crisis. As a result, in 2009, China became the world’s 
leading exporter overtaking Germany. One year later, in 2010, China overcame Japan 
as the second largest national economy, based on GDP fi gures expressed in US dollars 
(concerning a comparison in purchasing power parity, this change took place several 
years earlier). Probably most importantly, at the moment, China holds one-third 
of global foreign exchange reserves and is the biggest lender not only to the deeply 
indebted United States but, increasingly of other emerging countries as well as, as a 
most recent phenomenon, of some Eurozone members.1 Accompanied by the dramatic 
change in real economic power relations are the more gradual shift s in the architecture 
of international institutions, including voting rights in the IMF and the World Bank 
and a growing infl uence in many global and regional agencies.

Second, the crisis strengthened member countries’ (national) reactions to the 
global crisis. Not only national crisis management programmes have been designed 
and implemented but, as a fi rst reaction, even Eurozone countries, having a common 
currency (and interest rate), focused on bailing out their respective national fi nancial 
sectors. Only once the crisis started to hit the fundaments of the euro, the necessity 
of common actions (but not that of common positions and instruments) has been 
recognised. Still, there was a rocky path from understanding the dangers to common 
actions, crystallised in the birth of the European Economic Governance, a comprehensive 
coordination of leading member country policies in selected – but by far not in all 

*  Director, Institute for World Economics of the Hungarian Academy of Sciences.



 81

Impact of the Global Crisis on EU- China Relations

relevant – areas. As compared to previous periods, the last year of the development 
of European integration proves a spectacular acceleration of community-level actions 
(but not yet implementation of initiatives and decisions). Probably the best description 
of this path is “from the impossible to the inevitable.” Nevertheless, the understanding 
of “inevitability” does not automatically lead to immediate common actions and, even 
less, to the quick implementation of binding community-level policies in critical areas of 
the integration (far beyond the rescue of the euro and of some Eurozone members). As 
a result of the crisis, the EU has defi nitely acquired an unprecedented impact to speed 
up the deepening of the integration that had been on the agenda in the last 20 years, 
at least from the conceptualisation of the single market programme by Jacques Delors 
between 1986 and 1992. Still, and understandably, this new quality of the integration 
has just started, and the already made and expected steps are parts of an “unfi nished 
business”. The outcome is likely to depend on many global and European factors. 
However, the most important issue seems to be how, in the next years, the EU and its 
key member states will be addressing the immediate challenge of the “management of 
the costs of crisis management.” It has to be underlined that, following a longer period 
of stagnation, the European integration may break out of a vicious circle and comply 
with the basic priority of Chinese politics and become one of the strong and reliable 
building blocks of multipolarity and the (desired but not automatically anticipated) 
governance of global issues and developments.

Third, the global crisis and its management, in general, and their impact on bilateral 
relations between the EU and China, in particular, have had serious and statistically 
verifi able outcomes. They can be identifi ed in several areas, such as trade, investments, 
relations with third countries and, not least, in fi nancial, monetary and exchange 
rate issues. Some of the above mentioned fi elds will be addressed in more detail by 
other papers published in the volume. Therefore, the structure of this contribution, 
while making some notes on issues discussed in deeper form in other papers, will 
concentrate on recent developments in bilateral trade relations, besides the changing 
consideration and priorities of both parties concerning the future of bilateral relations. 
Confl icts and cooperation in international organizations and in selected “priority” 
regions of the global economy are also going to be addressed. These chapters follow a 
short introduction about the history of EU–China relations.

Development of Bilateral Relations (1975–2011)
and New Conditions for Future Cooperation

Diplomatic relations between the EU and China were established in 1975, years before 
China started its new economic policy of gradual opening, and almost 15 years before 
Central and Eastern European countries (excepting Yugoslavia and Romania) succeeded 
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to make the same step. The Trade and Cooperation Agreement was signed a decade 
later, in 1985, already in the fi rst period of the opening up of the Chinese economy. In 
fact, until today, this is the offi  cial agreement on which bilateral trade and economic 
relations are based. Of course, in the last decades, a large number of additional areas 
of cooperation were launched, starting from the bilateral political dialogue (1992) 
and human rights issues (1995). Extended with two dozens of bilateral agreements 
covering important fi elds facilitating the development of bilateral, but also multilateral 
contacts in economic, political, social and cultural issues. Moreover, leading to the 
institutionalisation of the “strategic dialogue” (2005) and the opening of EU–China High 
Level Economic and Trade Dialogue (2008). Simultaneously, the growing importance of 
bilateral relations has been refl ected in several offi  cial papers, mainly prepared by the 
European Commission,2 but also one key document (policy paper) prepared by China 
(2003). Moreover, summit meetings between the EU and China started in 1998 and were 
held each year,3 so that by the end of 2010, thirteen such meetings could have been 
registered already. Still, a new and comprehensive bilateral agreement, replacing the 
trade and cooperation agreement of 1985, is in a preparatory stage. For several years, the 
EU has been working on a “strategic partnership” document, similar to those already 
signed with some countries (for instance, Brazil and India) but certainly with much 
more relevance due to the outstanding importance of bilateral relations with China. It 
has to be added that China’s interest in a “strategic partnership” was also fl uctuating 
in the last years because some doubts about the EU as a “strategic partner” for China 
emerged and the meaning of “strategic” and “partnership” could not be suffi  ciently 
clarifi ed.

Nevertheless, bilateral relations remained vivid during the period of the global crisis. 
Even more, in some areas a manifestation of the strengthening of relations could be 
identifi ed. In this context, one of the most important “breakthroughs” was the opening 
of the high level economic and trade dialogue, initiated in April 2008, about one year 
before a similar forum was established between China and the United States. However, 
the EU–China dialogue seems to be less concrete and less focused on global issues as 
compared to the China–US dialogue. Another important step (or Chinese gesture) was 
the visit of a high-level Chinese delegation shortly aft er the failure of the 2008 summit 
meeting due to the French att itude; and in the most diffi  cult period of the global crisis 
to several EU member countries (mainly Germany) with Chinese orders in the amount 
of USD 14 billion. In return, one of the fi rst visits of the newly elected Commission 
(including its President) led to Beĳ ing in April 2010. The appointment of an Ambassador 
from the EU to China (and Mongolia, namely Markus Ederer), in January 2011, can be 
considered as a sign of stronger EU voice aft er the enforcement of the Lisbon Treaty 
(and the post-crisis situation).
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There are several developments that seem to support the necessity of granting more 
att ention to EU–China relations in the new international environment, eventually even 
a qualitative upgrading of bilateral relations. 

On the Chinese side, a fi rst issue is the return to pre-crisis high growth.4 Although 
the crisis temporarily moderated the growth rate, it still remained above the fi ve-year 
plan fi gure. Not less importantly, growth returned to the 10 per cent level in 2010, and 
is expected to be about 11 per cent in 2011, the fi rst year of the new fi ve-year plan. In 
addition, and despite serious and decade-long eff orts and promises of the government, 
growth remained on the previously successful path of export-orientation. The crisis 
seemed to give more impetus to a change in economic policy towards increased 
domestic consumption. Such a turn was favoured both by the anti-crisis package of the 
Chinese government and by the – temporary – collapse of international trade. However, 
as growth returned to its previous level, so did exports. Even if the current annual 
account surplus is likely to decline from its peak of 400–500 billion USD (2006–2008), 
it remains substantial with more than 200 billion USD annually, between 2010 and 
2012.5 Consequently, the shift  from export-oriented to domestic market-focused growth 
patt ern is likely to be more time-consuming than expected and, even more, than 
planned by the government.6 Second, and connected to the remaining high current 
account surplus and unprecedented amount of foreign exchange reserves, China will 
become a more dynamic and active player in international capital markets, with special 
emphasis on direct investments (both green-fi eld and mergers-acquisitions) in other 
parts of the world, including several EU member countries. Third, China has started 
its new fi ve-year plan covering the period between 2011 and 2015. It contains several 
new priorities, some of them off ering opportunities for extensive bilateral cooperation 
(mainly in the fi eld of climate policy, energy effi  ciency, renewable energy and low-
carbon technologies). Fourth, China will have a new political leadership in 2012, with 
which the EU will be cooperating for at least a medium-term period. Finally, EU–
China relations cannot be decoupled from the very intensive and Siamese-twins-like 
relations between the USA and China.

New framework conditions for bilateral relations have already started to emerge 
in the European integration as well. First, the EU is deeply concerned about the 
“management of the costs of crisis management.” Although the most acute stage of 
the crisis (at least in fi nancial and macroeconomic, but not yet in social terms) seems 
to be over, sustainable (and quick) economic recovery is hindered by several factors, 
including the high level of budgetary defi cit and public debt of most Eurozone member 
countries. Second, simultaneously with the new fi ve-year plan of China, the European 
Union launched its EU 2020 strategy, with the double priority of growth and jobs as 
its centrepiece. One of the novelties of this strategy is the broader view of the rapidly 
changing global economic environment, instead of just concentrating on how to deal 
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and compete with the United States (as the Lisbon Strategy of 2000 did). Outstanding 
att ention is going to be devoted to the emerging economies in general, and to China, 
in particular. Third, the impact of the crisis – but also of the internal contradictions 
of the monetary union – on the Eurozone and on the future of the common currency 
gave birth to an unprecedented action on Community level. Rules and institutions 
of a European Economic Governance (not yet Government!) were created and partly 
already enforced in a period of 15 months. In fact, most of these steps would have 
been considered as impossible when the crisis broke out and even deepened. The 
trajectory from the emergence of the Greek crisis, in January 2010, to the approval of 
the documents at the last summit in late March 2011, can be rightly characterised as 
a journey “from the impossible to the inevitable.” Of course, “inevitability” does not 
imply successful and sustainable management of the situation, but the recognition of 
the mere fact is a substantial step forward. Although the “business” remains largely 
unfi nished, it cannot be denied that, mainly as a result of external factors and unique 
pressure, the European integration abandoned its decade-long period of stagnation or 
paralysis and had to enter a new period of “uncharted waters.”7

These factors, both on the Chinese and on the European side, create new framework 
conditions and, at the same time, produce substantial challenges, both risks and 
opportunities for (strategic) cooperation in the second decade of the 21st century. Policy-
oriented research of the following years should be focused on the development of new 
conditions, regarding their roots, driving forces and potential impacts.

Impact of the Crisis on Bilateral Trade8

The EU and China represent two indispensable anchors of international trade. Since 
external trade used to be a driver of economic growth in most countries (including 
China), there is a direct relationship between (sustainable) growth and (sustainable) 
export (-orientation). While the EU is by far the largest exporter and, as a result of 
the crisis, it also became the largest importer (as in 2008, it was ahead of the USA), 
China’s exports and imports indicate the highest dynamism of growth. The share of 
EU exports in global exports dropped in 2008 but recovered in 2009, following the 
bott oming-out of the collapse in the fi rst quarter of 2009, even if it did not reach the 
pre-crisis level. At the same time, China’s share in global exports grew from 10.2 to 
13.3 per cent between 2005 and 2009. Even the crisis year produced growing export 
share, due to the fact that Chinese exports were slightly less hit by the crisis than that 
of other main exporters. Similar tendencies can be observed in imports. China’s share 
grew from 7.6 in 2005 to almost 10 per cent in 2009, and mitigated the global decline. 
For the future of bilateral relations it may be even more important that, in 2008, the EU 
became the leading importer, as the share of the USA dropped considerably between 
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2005 and 2009. Finally, remarkable imbalances developed in global trade between 2005 
and 2009. The cumulative defi cit of the USA reached almost 3,000 billion euro, while the 
EU defi cit amounted to 876 billion euro. In turn, China reached a surplus of more than 
1,000 billion euro (see Table 1).

EU exports fully recovered from the global crisis, for it reached a 3 per cent higher 
value than in 2008 (aft er a collapse by more than 16 per cent in 2009). The outstanding 
driver of the positive development was China, the only major country to which EU 
exports did not decline even in the crisis year of 2009. Similarly, the Chinese market 
proved to be one of the most dynamic one during the recovery (similar to Turkey and 
Brazil, but together less important than exports to China). As a result, EU exports to 
China grew by 44 per cent between 2008 and 2010, and made China the second largest 
extra-EU market, following the United States (ahead of Switzerland and Russia). While 
exports to China represented about one-third of exports to the USA in 2008, they grew 
to almost 50 per cent of exports to the USA by 2010 (Table 2a). Imports also revealed clear 
signs of recovery but the 2010 fi gure did not yet reach that of 2008 (partly due to the 
lower energy prices and other price eff ects). Interestingly, imports by the EU from China 
also suff ered from the crisis, but the decline was much smaller, although dramatic, than 
the decline of total imports (13.6 per cent and 23 per cent, respectively). In addition, 
the recovery proved to be more robust than the overall growth of EU imports, so that 
imports from China in 2010, surpassed imports in 2008, by 14 per cent, while global 
imports were still almost 5 per cent behind the 2008 level (and fi gures for the USA are 
almost 10 and those for Russia 13 per cent lower than in 2008). As a result, China could 
further strengthen its position as the largest extra-EU import source. While in 2008, 
imports from China were 33% higher than those from the USA, the gap widened by 
2010 to 67 % (!) (Table 2b).

EU–China trade has been characterised both before and during the crisis by growing 
shares in total EU exports and imports. In the period between 2008 and 2010, covering 
both the crisis and the recovery, China’s share in total EU exports grew from 6 to 8.4 
per cent, while in EU imports the respective fi gures were 15.8 and 18.9 per cent (Table 
3). Both sides of trade reveal an unprecedented dynamism and the strengthening of the 
“strategic” role of bilateral trade.

Although the USA remained the largest trading partner of the EU despite the crisis, 
since the turnover of bilateral trade was still somewhat higher (412 billion euro) than 
that of EU–China trade (395 billion euro), the gap had been substantially narrowing 
in the last years. Just this year (2011) may be the year of change, so that EU–China 
trade could surpass that of the traditionally and unquestionably leading an EU–
USA trade.9 However, it has to be noted that the rapidly growing turnover hides the 
substantial imbalance of bilateral trade. In 2010, the EU’s defi cit that during the crisis 
year of 2009 dropped from 169 billion to 131 billion euro, jumped back to the pre-crisis 



86 Asian Studies - 2011

András Inotai

(2008) level (169 billion euro). In other words, while in bilateral trade both exports and 
imports indicated high growth rates, economic recovery immediately restored the 
previous level of imbalance. Thus, in 2010, trade defi cit of the EU with China was fully 
“responsible” for the total trade defi cit of the EU, since it reached 117.5 per cent of the 
latt er (169 billion and 144 billion euro, respectively) (Table 4).

A detailed statistical analysis of China’s trade with the individual EU member 
countries reveals huge diff erences and hints at some “strategic alliances” within the 
EU-27. Here only the most important features will be mentioned shortly by using the 
most recent fi gures covering the whole year of 2010. First, almost half of EU exports to 
China originate from Germany. The second largest exporter to China is France, with 
20.7 per cent (!) of the respective German export fi gure. The cumulative share of the new 
member countries (EU-12) is less than 5 per cent, with Poland and Hungary surpassing 
the 1 billion euro margin. The relatively high export fi gure of Slovakia (ahead of the 
Czech Republic) also deserves some att ention. Second, for three EU member countries, 
China’s share in total extra-EU exports is higher than 10 per cent (Germany 14.1, 
Slovakia 12.7 and Finland 11.5 per cent, respectively). None of the other members 
reaches the EU average of 8.4 per cent. Third, in total extra-EU imports Germany’s 
leading position is evident but by far not as dominant as in exports. Other countries, 
such as the Netherlands, the United Kingdom and Italy, report two-digit shares. The 
cumulative share of the new member countries reaches 10 per cent, or the double of 
the respective export data. Fourth, China plays a leading (or even dominant) role in 
total extra-EU imports of several member countries. Except the very special case of 
Luxembourg (more than 50 per cent), imports from China account for 30 per cent of 
Hungary’s total extra-EU imports, and are in the 20 to 30 per cent margin for a number 
of other countries (Czech Republic, Denmark, Netherlands, Germany and Greece). Of 
course, statistical fi gures may be misleading, since imports from China regularly follow 
three main destinations: the consumer market of the given country, inputs to various 
sectors of manufacturing output and re-exports to other EU member countries (or non-
member countries). For instance, Luxembourg or the Netherlands but partly also some 
new member countries, including Hungary, can be considered as EU-wide or regional 
hubs of Chinese commodities. As probably the most important and unique feature of 
the increasing volume of imports from China is the fact that in 2010, China became 
the largest supplier of Germany not only in extra-EU, but also in total EU trade, ahead 
of the Netherlands and France, both having been the biggest partners over decades. 
Taking the already mentioned German export-orientation on China and China’s role 
as the largest supplier of Germany together, can easily lead to the assumption that 
bilateral German–Chinese trade links represent a strategic channel that can less and 
less be placed into the “conventional” EU–China trade patt ern. Fift h, and fi nally, all 
EU member countries, except Finland, register diff erent size of defi cit in their bilateral 
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trade with China. However, there are groups of countries that can be classifi ed in 
diff erent categories. A relatively balanced trade (exports covering more than two-thirds 
of imports) characterises Germany, Ireland, Austria and Sweden. At the other end of 
the scale, we can fi nd a number of EU members with huge imbalances, with exports 
covering less than 20 per cent of imports from China. All Central and South Eastern 
European new member countries belong to this category, except Slovakia (Table 5).

In order to have a more comprehensive picture for comparison, the share of China has 
been calculated in total (intra and extra) trade of the EU and of the member countries. 
In this context, China’s role is defi nitely less relevant, with less than 3 per cent in total 
exports and with a bit more than 7 per cent in total imports of the EU. In exports, 
Germany’s 5.6 per cent and Finland’s 5.1 per cent are much above the average, while 
in imports, the Netherlands (12.6%), Hungary (9.9%), the United Kingdom (9%) and a 
number of other members with higher than 7 per cent (Germany, Italy, Greece, Czech 
Republic and Denmark) can be mentioned. For eight EU members, trade defi cit with 
China could be overcompensated by surplus in other bilateral trade relations. In turn, 
sixteen countries report defi cit both in total and in China-related trade, being the latt er 
a substantial part of (or even higher than) the total defi cit. Finland is the only country 
with surplus position both concerning total and China-related trade (Table 6).

The dynamism of trade development with China has produced meaningful changes 
in the relative position of the main partners of many EU countries. On the EU-27 level, 
China has become the second largest export market for the EU and, since 2005, it 
fi rmly holds the leading position in extra-EU imports. For a number of EU members 
(Belgium, Germany, Slovakia and the United Kingdom), by 2010, China has become 
the second largest export market outside of the EU.10 More spectacular was the process 
of rearrangement (re-ranking) on the import side of the EU members. In 2010, not less 
than thirteen countries reported China to be the largest extra-EU supplier. In the fi rst 
post-crisis recovery year, China replaced the United States as the main supplier, in 
imports of the United Kingdom and France, or Russia in imports of the Czech Republic, 
Hungary and Romania11 (Table 7).

Finally, it has to be underlined that EU–China trade is heavily concentrated on 
manufactured goods, fi rst of all machinery and transport equipment (the latt er still 
one-sided from the EU to China, but not anymore for a longer period). While the share 
of machinery and transport equipment amounts to 43 per cent in total extra-EU exports, 
its share in exports to China reaches 62 per cent. Similar concentration characterises 
EU imports. While in total extra-EU imports the share of machinery reaches 30 per 
cent and that of other manufactured goods 24 per cent, imports from China reveal 
much higher shares, namely more than 50 per cent for machinery and more than 40 
per cent for other manufactured goods12 (Table 8). The commodity composition clearly 
invalidates the common belief (perception), still dominant, in several EU member 
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countries, that China is the supplier of cheap, low-quality, (unskilled) labour-intensive 
goods every citizen can fi nd on the so-called “Chinese markets”. The fact that more 
than 50 per cent of EU imports from China consist of machinery (and also part of 
the other manufactured goods imported from China are integral part of the vertical 
chain of intra-EU production and partly exports), has to draw att ention to the rapid 
modernisation and technological progress of China. It is certainly not separated from 
the expanding and deepening activities of foreign, transnational companies originating 
not least in several EU member countries.

European Views on China,
Chinese View(s) on the European Integration

One cannot speak of one uniform European assessment of China. Diff erences appear 
in political, economic, social and “value-related” issues. Similarly, diff erent interest 
groups have developed diff erent approaches. Moreover, even the institutions of the 
EU and the member countries are far from representing the same view and oft en 
tend to give priority to diff erent evaluations. Offi  cial EU policy can be identifi ed in 
two areas. First, the weapon embargo introduced aft er the events at Tiananmen Square 
more than two decades ago is still in force. Despite increasing criticisms, not only from 
China but also from some political circles within the EU, let alone from the potentially 
interested business,13 according to which, this embargo had lost its signifi cance. Until 
now no modifi cation or elimination of this decision has been carried out. Second, 
the EU did not grant China the market economy status at the moment of China’s 
accession to the WTO (in December 2001).14 On the one hand, the EU was an obvious 
supporter of China’s membership but, at the same time, feared large-scale imports 
(which, in fact, happened in the last decade) to be controlled with the well-known 
anti-dumping instruments. Market economic status, as granted to China by many 
developed and almost all developing countries belonging to the WTO (or even outside 
the organization, as Russia) would have seriously restricted the use of this instrument 
against many Chinese commodities. The abolition of this restriction is on the agenda of 
bilateral negotiations and is expected to be lift ed in the framework of the new “strategic 
partnership” agreement. Such a step is a priority of the Chinese position to sign any 
kind of new and future-oriented agreement.

Political views on China have been dominated in the past decades or years by 
Tibet: frequent visits of the Dalai Lama in diff erent EU member countries, the status 
of Taiwan and broadly interpreted human rights issues. The visits of the Dalai Lama, 
political statements and declarations around the situation in Tibet (and in Uighuria) 
were considered by the Chinese authorities as intervention into Chinese domestic 
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aff airs and regularly condemned them. Sometimes China resorted to clear answers, 
such as the calling-off  of the summit meeting during the French EU Presidency (or 
the demonstratively short visit of the Chinese Prime Minister at the next summit in 
Prague, during the spring of 2009). Taiwan, where the Economic and Trade Offi  ce of 
the European Community was opened in March 2003, has largely lost its political 
“fl avour”. All EU member countries recognised the “one China principle” and do not 
have diplomatic missions in Taiwan. At the same time, China’s relations with Taiwan 
have been experiencing a gradual, but still spectacular, improvement in the last decade, 
starting from large-scale business contacts15 through substantially improved political 
and people-to-people relations up to the signing of a free trade agreement in 2010. 
Human rights issues used to be high on the agenda in diff erent declarations of the 
European Parliament. In turn, the European Commission is much more cautious and 
is taking into account the obvious economic interests and the growing importance 
of cooperation with China in selected international issues. In addition, the member 
countries are rather divided. Some of them do not care about human rights, others 
apply a pragmatic approach, while some of them still consider this issue irrelevant. 
However, if it comes to “big business”, ideological and “European value-related” 
questions have regularly been pushed into the background. In the last period, we can 
observe a change in the att itude of some EU member countries. Both the consequences 
of sensitive reactions from China and bett er economic and social contacts among 
businessmen and experts infl uencing political considerations and decisions have 
undermined the European “obsession” of exporting “European values” to China and 
teaching the Chinese party leadership and political decision-makers about democratic 
values, human rights, and other components of European democracies.

No question that the global crisis and its management in China have contributed 
to the changing “China picture” of many Europeans. First, China’s rapidly increasing 
global role could not be left  unobserved in Europe. Both bilateral meetings on diff erent 
levels and the regular meetings within the framework of the G-20 have created many 
opportunities for personal discussions and helped perceive common priorities and 
the necessity of common actions. Second, China’s behaviour during the crisis has 
strengthened the perception of China as a responsible and reliable member of the 
international community. Third, this enhanced responsibility manifested in China’s 
eff orts to stimulate not only domestic growth but, in this way, also imports from diff erent 
parts of the world, including its main trading partner, the EU. During the crisis year 
of 2009, China was the only major trading partner of the EU, due to which, EU exports 
continued growing. Finally, China’s appearance in, and growing involvement into the 
management of fi nancial problems in some Eurozone countries could be explained as a 
growing Chinese interest in the common currency of the Eurozone (even if the motives 
of China’s presence can be interpreted diff erently).
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The European business community has developed an ambiguous att itude towards 
China. On the one hand, it enjoys all opportunities to invest into this country and 
produce competitive goods, a large part of which used to be exported back to Europe. 
In addition, particularly the crisis-hit car industry could avoid major losses by the 
spectacular increase of car exports to China. Also, it is frequently forgott en that imports 
from China (and many times produced by European transnational companies in this 
country) helped stabilise (or even decrease) the price level in several commodity 
sectors. Thus, contributed to low infl ation, providing a major support to large sectors 
of the population without real income growth in the last years. According to European 
calculations, imports from China accounted for a 0.2 to 0.3 percentage decline of 
consumer prices. In other words, a 1.4 per cent infl ation would have been 1.6 to 1.7 per 
cent without large-scale import of Chinese commodities (or, bett er to say, commodities 
from China). On the other hand, fears cannot be hidden either. A long list of issues 
forms part of EU claims on the WTO level or complaints in bilateral relations, such 
as intellectual property rights, public procurement, access to the Chinese service and 
fi nancial market, technology transfer, etc.16 Another concern is in connection with the 
rapidly increasing Chinese competitiveness in those sectors that, until most recently, 
were characterised by one-way trade, namely EU exports to China without imports from 
the country. In this context, the future of car industry and EU–China bilateral trade in 
cars deserves special att ention. In fact, several European car companies, especially the 
German ones, proved to be the main benefi ciaries of rapidly growing Chinese demand 
for cars. However, in a few years, China is expected to appear as exporter also in one of 
the most important sectors of international trade, if we look at the rapid development 
of the domestic car industry, mostly supported by international cooperation (Japan, 
Korea, Germany and France) or by overtaking previously prestigious European car 
companies (Volvo). A car export off ensive (including electric cars under development 
with Japanese companies) could not only increase the already existing trade imbalance 
but represent a real threat to large part of the European car industry bailed-out in the 
crisis by large support from the national budgets (practically by tax-payers’ money).

The crisis has strengthened China’s eff orts to increase capital exports, including 
direct investments in other parts of the world. On the one hand, the effi  cient utilisation 
of the huge accumulated surplus drives this eff ort. On the other hand, the crisis has 
depreciated the shares of many companies on the world’s stock exchanges and off ered 
(still off ers) good opportunity for purchasing such shares, mainly within the framework 
of the process of mergers and acquisitions. Until the crisis, most EU member countries 
were rather reluctant and suspicious concerning investments from China, because they 
combined large-scale Chinese investment plans not only with business interests but also 
with political considerations and objectives of the Chinese government (particularly 
in case of the sovereign state funds). In the next years, investment fl ows between the 
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EU and China are expected to increasingly get a two-way street character. This off ers 
new areas of cooperation but also additional confl icts beyond the traditional area of 
commodity fl ows.

Interestingly, and in contrast with US–China relations, the crisis did not put into the 
limelight the exchange rate issue between the euro and the yuan. This can partly be 
explained by the fact that the EU’s trade defi cit vis-á-vis China, although of the same 
magnitude as that of the USA’s defi cit, could largely be compensated by substantive 
surpluses in other bilateral relations (which, mostly, was not the case with the USA). 
Another explanation may be that for longer periods, the euro and the yuan moved 
parallel with the US dollar (both were appreciated) so that the “exchange rate gap” 
between the euro and the yuan did not change. Moreover, in some periods, the yuan 
experienced a gradual (small) appreciation against the US dollar, while the euro’s value 
against the US dollar did not change to any direction. In this case, the “exchange rate 
gap” even narrowed.

It is too early to provide an overall assessment of the growing Chinese presence 
in the Eurozone market.17 However, it is obvious that China is defi nitely interested in 
diversifying the USD-dominated composition of its huge foreign exchange reserves. 
In this context, participation in the Eurobond market is a helpful (although limited) 
instrument. Less att ention has been paid to the presence of China in special trade and 
investment deals in selected EU member countries. Just to mention two examples. 
Shortly aft er the agreement between Greece and the IMF (the ECB and the European 
Commission) a high-level Chinese delegation visited Greece and signed more than a 
dozen of protocols on bilateral trade, cooperation and investment issues. One of the most 
voluminous and short-term transaction is the export of Greek olive oil to China, the 
production of which is generously fi nanced by the budget of the Common Agricultural 
Policy. In other words, EU budget is – indirectly – supporting Greek exports to China. 
Another case is the participation of Chinese companies in infrastructure development 
in Poland. In fact, Chinese fi rms were the winners of public procurement process open 
to non-EU countries as well, with fi nancial support, again, from the EU budget.

Turning to the Chinese view(s) on the European integration, it has to be emphasized 
that one cannot fi nd the same variety of views as on the European side. If there is a 
diff erence, it is not between or among diff erent players and interest groups, but between 
the Chinese (idealistic) position about a united Europe and the harsh reality of European 
integration. To be sure, China is still “admiring” (and envying) Europe for its per capita 
income, high level social welfare system, strong legal background, developed physical 
infrastructure, consolidated market economy status and regional cohesion. Also, it is 
aware of the cultural values of Europe, in contrast to the USA. However, coming down 
to the level of political (and power-related) reality, the basic Chinese priority only exists 
on paper. Namely, it consists of having a strong and unanimously speaking European 
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integration both concerning intra-EU developments and key international arenas and 
issues. Such an EU would support the strategy of “multipolarity” (not necessarily 
“multilateralism”!) of the Chinese leadership. Unfortunately, the pre-crisis period did 
not provide evidence of such a development. Just the opposite happened: member 
countries followed diff erent national policies, the European integration lacked any kind 
of common foreign and security policy, the deepening of the internal market did not 
make any meaningful progress and, last but not least, institutional changes (including 
the approval of the Lisbon Treaty) did not enhance the effi  ciency and accelerate the 
speed of decision-making on diff erent levels of the integration.

During the fi rst period of the crisis, the “tradition” of special national ways got 
additional impetus. The almost happening breakdown of the Eurozone (and of the euro) 
called att ention to the construction failures of the monetary system and the unchanged 
priority of short-term “national interests”, accompanied by political (fortunately, not 
economic) inward-looking to “satisfy” short-sighted or imminent desire or request of 
the respective voters. In addition, the manifest split of the Eurozone (and partly of the 
EU as such) did not strengthened China’s desire for a more unifi ed and unanimous 
Europe.

It is too early to draw any conclusion about the impact of recent common actions in 
the EU (and the Eurozone) on the shaping of a new (?) Chinese att itude towards Europe. 
Obviously, if the ongoing European Economic Governance proved to be successful and 
a new quality of economic policy (including fi scal) coordination could be achieved, 
with clear impact on the political cooperation, institutional development and decision-
making process of the EU, China may reconsider its current view on the EU and give 
more hope for the emergence of a genuine global player in the context of a multipolar 
political and economic system. To be sure, China did not leave unnoticed the dramatic 
change in the EU as a result of the crisis, and, more importantly, of the post-crisis (?) 
management. However, Europe’s long and probably bumpy way from “the impossible 
to the inevitable” is by far not fi nished and, at the moment, does not yet allow any major 
conclusion for (re)shaping the Chinese strategy towards the European integration. Still, 
two new features can be highlighted. The fi rst is the growing att ention of China towards 
the new member countries of Central, Eastern and South-Eastern Europe, aft er about 
15 years of negligence and considering them as “unilaterally dependent satellites” of 
the European Union. Second, aft er almost two decades of repeated protests against the 
conventional (post-colonial?) European att itude of “being the teacher of China”, China 
started a more off ensive politics not only based on rejecting European “teaching”, but 
also highlighting diff erent, and not less important values of Chinese civilisation, the 
priorities emerging from diff erent historical experiences, the level of development, the 
successful management of the modernisation and catching-up process and the priority 
of holding this large country geographically and ethnically together.
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Some Remarks on the Future of EU–China Relations:
Chances of Cooperation and Risks of Confl icts

Despite the still existing “supremacy” of the United States in some key issues of military 
power, “hard” security, and also the dominant role of the US dollar, the EU and China 
are global powers with increasing interest implementation capacity in the unfolding 
global order of the 21st century. Similarly, despite the unique bilateral ties between the 
USA and China, mainly covering economic issues (at least on the surface, but certainly 
not lacking key security considerations either), EU–China bilateral relations off er 
several opportunities of mutual benefi t for the subsequent period. The backbone of such 
a future-oriented construction is rapidly developing trade relations that resulted in one 
of the largest turnovers in global comparison and can easily become the largest bilateral 
commodity fl ow in the very near future. Therefore, trade issues will not disappear from 
the agenda of EU–China relations, neither on the bilateral nor on the multilateral (WTO) 
level. It is remarkable that the third meeting of the EU–China High Level Economic and 
Trade Dialogue held in Brussels, on 21 December 2010, addressed mainly trade-related 
issues, such as trade and investment cooperation, competition, intellectual property 
rights, innovation and customs cooperation.18 However, Chinese surplus will hardly 
decrease, at least not as a result of a less export-oriented development patt ern and of 
fostering domestic consumption. At the same time, there are several opportunities for 
increasing EU exports to China.

One area that received special interest in the last months, is high-quality agricultural 
exports, besides the continuing focus on the export of luxury goods. The EU’s 
agricultural policy towards China aims at improving food safety standards in China, 
partly a short term measure to constrain Chinese food exports to Europe. However, 
more important is that the EU has discovered China as a prospective and large market 
for EU food products, including high-quality goods with a special label (geographic 
indication granted to several agricultural goods originating in diff erent EU member 
countries).19

Another fi eld with good prospects is the cooperation in environmental issues, which 
includes the fl ow of commodities, services and technology (including expert staff s).

More intensive cooperation emphasized on both sides in the last period can be 
expected in large-scale infrastructure projects. It is likely that the EU will press China 
to liberalise its public procurement market, due to the large discrepancy of the degree 
of openness between the EU and China. While around 312 billion euro of EU’s public 
procurement is open to companies located in WTO member countries, competitors 
used to pursue a much more restrictive policy.20 The reduction of the imbalance 
will be of special importance for EU trade policy, both on the bilateral and on the 
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multilateral level. Another challenging fi eld of cooperation could be the development 
of new transport routes between China and the EU. On the one hand, the overcrowded 
maritime transport with its technical barriers (Malacca Street) and security-related 
issues (international piracy), as well as overburdened ports require the exploration of 
new and reliable routes. On the other hand, the dynamic development of bilateral trade 
needs new transport routes, such as the restoration of the traditional Silk Road and the 
sizeable expansion of the capacity of the Trans-Siberian railway, connecting China with 
the EU. In this context, due to their geographic position, new member countries could 
become an important hub and thus, develop valuable intermediary services.

In the last years, characterised by expanding contacts well beyond the strictly 
economic (or trade) issues, both sides have discovered the relevance of cooperation in 
such areas as science and technology, education, culture and civil society, with special 
att ention to the young generation.21 Indeed, 2011 has been declared to be the “EU–China 
Year of Youth”. All the above mentioned fi elds can be combined within the framework 
of comprehensive agreements and support of tourism that is forecasted to dispose of an 
inexhaustible capacity in China.

Cooperation and confl icts are likely to characterise the following years of EU–China 
relations in diff erent geographic areas of the world, mainly in Africa with “vested 
European interests”, but also in Latin America, Central Asia and, not less importantly, 
in the Western Balkan countries. Confl icts may emerge among policies of energy 
supply security and food security, including the property of agricultural land, market 
access eff orts for Chinese and European commodities in third countries, as well as due 
to diff erences in the offi  cial aid policy of China and the EU (and also of the member 
countries). Moreover, uncoordinated trade policies aimed at signing bilateral free trade 
agreements in order to overcome the paralysis (or stalemate situation) in the WTO may 
also originate confl icts. It is well known that considering the slow (if any) progress in 
the Doha Round negotiations, the EU has decided to upgrade the importance of bilateral 
free trade agreements. Several similar agreements have already been concluded (the 
last one with South Korea, one of the leading trading partners of China), and several 
others are in the process of preparation of negotiation. Similarly, China tries to improve 
its market access position by a variety of trade policy instruments (including long-term 
contracts, export credits, joint ventures, etc.).

There is an ample agenda of EU–China cooperation in global governance and in 
international organizations. Global stability and security, fi ght against international 
terrorism, non-proliferation of nuclear weapons, disarmament, nuclear security 
(certainly upgraded following the earthquake-produced catastrophe in Japan) as well as 
joint interest in sustainable economic development may be among the issues of mutual 
interest. No question that the effi  cient and sustainable shaping of the new global order 
requires high level of responsibility and readiness to cooperation from both key players. 
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Certainly, improving bilateral relations and the solving of potential confl icts arising 
from diff erent interests in third countries could fundamentally strengthen common 
eff orts in managing key international challenges.

It has to be underlined that EU–China relations underwent a radical change in the 
last decade. The post-crisis global environment and changing domestic conditions 
both in the EU and in China have to be taken into account when the strategic basis for 
cooperation is expected to be designed. The backbone of bilateral relations is rapidly 
growing interdependence. During the crisis, both parties were fully aware of the level 
of interdependence in economic issues and, except some smaller cases, could avoid a 
major protectionist wave in bilateral trade. However, interdependence in the future will 
become manifest also in non-trade-related areas. One is closer monetary cooperation 
in order to prepare a smooth transition to a new and reliable global monetary system, 
probably with a basket of key currencies.22 China is defi nitely interested in a strong 
euro not only as a major international currency and a possibility of diversifying China’s 
foreign exchange reserves but also because a strong euro (and a stable Eurozone) is 
an inevitable precondition of a strong pillar of multipolarity, to be represented by the 
European integration.

China is in the long, but so far successful process of transformation and 
modernisation, including the development of its legal system, economic environment, 
institution-building and the securing of an improving social welfare system, a major 
condition of longer-term stability and regional cohesion. At the same time, the EU 
has multiple interests in a stable and predictable China. New and dynamic markets, 
increasing and improved investment opportunities and, not least, the stability of the 
international monetary system, including the position of the US dollar and the smooth 
transition towards a more reliable and balanced monetary order belong to priorities 
of the European business (and hopefully also of infl uential politicians, parties and 
institutions as well). Especially, in a critical period of the European integration on its 
way from the “management of the costs of crisis management” towards the designing 
and construction of a modern global power with growing infl uence not only in trade-
related issues but also in other areas of the international economy and global (and 
regional) politics. European values should not be given up but must be embedded into 
an environment of growing interdependence, taking into account various domestic 
developments in China.

Nobody in the world would be either pleased or, even less, benefi tt ing of 
(uncontrollable) instability, for whatever reasons, in any part of the world. The least in 
countries with global power, infl uence and responsibility. Global governance has to be 
a common venture of all major powers, and it cannot miss the intensive cooperation 
between the European Union and China.
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Appendices
Table 1

Share of main trading countries in global trade
(in per cent, being global exports and imports = 100)

Year
Exports Imports

Extra 
EU-27 USA China Extra 

EU-27 USA China

2005 18.0 12.1 10.2 19.0 22.0 7.6
2008 16.6 11.0 12.1 19.1 17.6 8.5
2009 17.2 11.7 13.3 18.0 16.9 9.8

Cumulative trade balance, 2005–2009 (in bn euro)

European Union-27 -    875.6
United States - 2,919.3
China +1,013.3

Source: “External and Intra-European Union Trade. Monthly Statistics”. European Commission. 
Eurostat. No. 4. (2011).

Table 2a
Recovery of EU trade from crisis, exports

Main export 
markets

Euro (bn) Change*

2008 2009 2010 2009/08 2010/09 2010/08
Extra EU-27 1,309.9 1,097.1 1,348.5   83.8 122.9 102.9
USA    250.1    205.5    242.4   82.2 118.0   96.9
China      78.4      82.4    113.1 105.1 137.3 144.3
Switzerland      98.0      88.6    105.4   90.4 119.0 107.6
Russia    105.0      65.6      86.5   62.5 131.9   82.4
Turkey      54.1      44.1      61.2   81.5 138.8 113.1
Japan      42.3      36.0      43.7   85.1 121.4 103.3
Norway      43.8      37.5      41.8   85.6 111.5   95.4
India      31.6      27.6      34.8   87.3 126.1 110.1
Brazil      26.3      21.6      31.3   82.1 144.9 119.0
Korea      25.6      21.6      28.0   84.4 129.7 109.4

* base year always 100
Source: Eurostat (as Table 1) and own calculations.
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Table 2b
Recovery of EU trade from crisis, imports

Main 
import 
sources

Euro (bn) Change*

2008 2009 2010 2009/08 2010/09 2010/08

Extra EU-27 1,565.0 1,205.3 1,492.2 77.0 123.8   95.3
China    247.9    214.1    282.0 86.4 131.7 113.8
USA    186.8    159.2    169.3 85.2 106.3   90.6

Russia    177.8    117.3    154.9 66.0 132.1   87.1
* base year always 100
Source: Eurostat (as Table 1) and own calculations.

Table 3
Share of China in total extra EU-27 trade (in per cent)

Year Extra EU-27 exports Extra EU-27 imports
2006 5.5 14.4
2008 6.0 15.8
2009 7.5 17.8
2010 8.4 18.9

Source: Eurostat (as Table 1)

Table 4
Extra EU-27 trade by main destinations, 2010

Country
Exports

(bn 
euro)

Exports 
share 
(%)

Imports
(bn 

euro)

Imports 
share 
(%)

Turn-
over
(bn 

euro)

Turn-
over
share 
(%)

Balance
(bn 

euro)

Coverage
exports/
imports

Extra-EU 
total

1,348.5 100.0 1,492.2 100.0 2,840.7 100.0 -143.7   90.4

USA    242.4   18.0    169.3   11.3    411.7   14.5 + 73.1 143.2
China    113.1     8.4    282.0   18.9    395.1   13.9 -168.9   40.1
Russia      86.5     6.4    154.9   10.4    241.4     8.5 -  68.4   55.8
Switzerland    105.4     7.8      84.1     5.6    189.5     6.7 + 21.3 125.3
Norway      41.8     3.1      79.1     5.3    120.9     4.3 -  37.3   52.8
Japan      43.7     3.2      64.8     4.3    108.5     3.8 -  21.1   67.4
Turkey      61.2     4.5      42.0     2.8    103.2     3.6 + 19.2 145.7
India      34.8     2.6      33.0     2.2      67.8     2.4 +   1.8 105.5
Korea      28.0     2.1      38.6     2.6      66.6     2.3 -  10.6   72.5
Brazil      31.3     2.3      32.3     2.2      63.6     2.2 -    1.0 969.9

Source: Eurostat (as Table 1) and own calculations.
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Table 6
Share of China in total (intra and extra) trade of the EU and member countries, 2010 

(in per cent)

Country Exports
to China

Imports
from China

Trade balance 
total and China*

EU-27 2.91   7.14 -262.0
Belgium 1.74   4.06 +/-
Bulgaria 1.21   2.57 -  15.1
Czech Republic 0.92   7.28 +/-
Denmark 2.41   7.25 +/-
Germany 5.59   7.88 +/-
Estonia 1.29   3.63 -  44.6
Ireland 1.78   4.20 +/-
Greece 0.92   7.48 -  12.1
Spain 1.41   6.73 -  25.8
France 2.81   5.08 -  19.0
Italy 2.55   7.82 -  73.1
Cyprus 1.51   5.38 -    6.2
Latvia 0.41   2.53 -  12.3
Lithuania 0.18   2.44 -  20.8
Luxembourg 0.90   9.57 -  47.5
Hungary 1.64   9.88 +/-
Malta 3.00   3.71 -    4.8
Netherlands 1.28 12.58 +/-
Austria 2.25   2.82 -  16.3
Poland 1.05   5.38 -  43.0
Portugal 0.64   2.78 -    6.7
Romania 0.83   5.45 -  23.6
Slovenia 0.48   4.12 -184.0
Slovakia 1.97   4.02 -118.5
Finland 5.13   4.45 + 47.6
Sweden 3.12   4.99 +/-
United Kingdom 2.72   8.99 -  25.6

* Figures indicate the share of surplus or defi cit of trade with China in total trade surplus or 
defi cit of the respective country.
Figures higher than 100 mean that defi cit of trade with China is higher than the total trade 
defi cit of the given country.
”+/-” indicates that total trade registers surplus, while trade with China reveals defi cit.
Source: Eurostat (as Table 1) and own calculations.
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Table 7
Ranking of China in extra-EU exports and imports, 2010

Country Extra-EU exports Extra-EU imports
EU-27 2 (USA) 1
Belgium 3 (USA, India) 2 (USA)

Bulgaria - 4 (Russia, Turkey, 
Ukraine)

Czech Republic 4 (Russia, USA,
Switzerland) 1

Denmark 3 (USA, Norway) 1
Germany 2 (USA) 1
Estonia - 2 (Russia)
Ireland 4 (USA, Switzerland, Japan) 2 (USA)
Greece - 1

Spain 6 (USA, Turkey, Switzerland, 
Mexico, Morocco) 1

France 3 (USA, Switzerland) 1
Italy 3 (USA, Switzerland) 1
Cyprus - 2 (Israel)
Latvia - 2 (Russia)
Lithuania - 2 (Russia)
Luxembourg - 1

Hungary 5 (Russia, USA, Ukraine, 
Turkey) 1

Malta - 2 (Singapore)
Netherlands 4 (USA, Russia, Switzerland) 1
Austria 4 (Switzerland, USA, Russia) 2 (Switzerland)

Poland 6 (Russia, USA, Ukraine, Turkey, 
Norway) 2 (Russia)

Portugal - 1

Romania 5 (Turkey, Russia, USA, 
Ukraine) 1

Slovenia - 2 (Croatia)
Slovakia 2 (Russia) 3 (Russia, Korea)
Finland 3 (Russia, USA) 2 (Russia)
Sweden 3 (Norway, USA) 2 (Norway)
United Kingdom 2 (USA) 1

Source: Eurostat (as Table 1) and own calculations.
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Table 8
Commodity patt ern of total extra-EU and EU–China trade, 2010

(share of main commodity groups in % of total exports and imports)

Main 
commodity 

groups

Extra-EU 
exports, total

EU exports 
to China

Extra-EU 
imports, total

EU imports 
from China

Total 100.0 100.0 100.0 100.0
Food, drinks 
and tobacco 
(0+1)

    5.7     2.0     5.4     1.4

Raw materials 
(2+4)     2.8     6.8     4.7     1.0

Energy 
products (3)     5.6     0.7   25.0     0.1

Chemicals (5)   17.5   11.2     9.2     3.9
Machinery 
and transport 
equipment (7)

  42.5   61.5   29.7   51.4

Other 
manufactured 
goods (6+8)

  23.0   16.3   24.1   41.8

Source: Eurostat (as Table 1) and own calculations.

Notes
1   In April 2011, offi  cial reserves of China surpassed the level of 3,000 bn USD. Frankfurter Allgemeine 

Zeitung, 15 April 2011. Just for comparison: this amount is about 20% of the GDP of the European 
Union and 20 times bigger than the Hungarian GDP.

2   The fi rst communication (“A long-term policy for China–Europe relations”) was published in 
1995 and followed by a number of similar communications and strategy papers (“Building a 
Comprehensive Partnership with China” in 1998, “EU Strategy towards China” in 2001, a China 
country Strategy paper for 2002–2006 in 2002, “A maturing partnership: shared interests and 
challenges in EU–China relations” in 2003, “EU–China: Closer Partners, growing responsibilities” 
in 2006).

3   Excluding 2008, due to Chinese boycott  following the French President’s meeting with the Dalai 
Lama, and just two summit meetings held in 2009.

4   In fact, the last two fi ve-year plans of China forecast an annual growth of about 7 per cent, a 
fi gure that was clearly outperformed during the entire decade, with 10 per cent of average (and an 
outstanding 14 per cent in the pre-crisis year of 2007). The Financial Times, 2 March 2011.

5   The Financial Times, 23 March 2011.
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6   For a comprehensive analysis see A. Inotai: “A világgazdasági válság és a kínai külgazdaság-
politika: hatások és válaszok” [Global Economic Crisis and the Chinese External Economic Policy: 
Impacts and Answers]. Külgazdaság, Nos. 11–12. (2011). pp. 34–87, particularly pp. 71–86.

7   It has to be recognised that the last decade of the European integration produced two very important 
results, namely the monetary union (with all of its birth failures and functional, institutional and 
legal problems) and the historic enlargement towards Central, Eastern and Southeastern Europe). 
However, the process of deepening did not make relevant progress, a precondition of strengthening 
the EU both internally and in the global framework.

8   EU data refer to extra-EU trade, if not otherwise specifi ed. For statistical fi gures see Tables (nos. 1 
to 9) of this paper.

9   Most recent fi gures of January 2011 indicate similar levels of turnover (exports+imports) for the 
USA (34.8 bn euro) and China (37.5 bn euro). Source: Eurostat, see at the end of the att ached tables.

10   For Hungary, in 2010 China was the fi ft h largest export market behind Russia, the USA, Ukraine 
and Turkey.

11   Other countries ranking China at fi rst place in their imports are Denmark, Germany, Greece, Spain, 
Italy, Luxembourg, the Netherlands and Portugal.

12  Diff erence can partly be explained by the fact that in total EU imports just 25 per cent is represented 
by energy products, a practically non-existing item in imports from China.

13   In fact, several European companies (both from EU member countries and from Switzerland) have 
frequently, although mostly in small volumes, violated the embargo by selling China at least dual-
use technologies and products with ambiguous utilisation.

14   The EU can keep its current position until 2016. However, many observers believe that the market 
economy status will be given to China earlier, probably already as soon as in 2012.

15   At present, Taiwan is the largest ”foreign” investor in China and, according to semi-offi  cial sources, 
at least about 1 mn Taiwanese people have sett led down in the Mainland. Almost one-fourth of 
Taiwan’s foreign trade is with the Mainland (as compared to less than 1 per cent two decades 
earlier).

16   These issues are discussed in more detail in another paper of this volume (Szunomár).
17   For a detailed survey see another paper of this volume (Biedermann).
18   Third meeting of the EU–China High Level Economic and Trade Dialogue (HED) in Beĳ ing. 

MEMO/10/698. Brussels, 21 December 2010. It is interesting, that exchange rate issues did not form 
a priority of discussions.

19   Between 2005 and 2010, EU agricultural exports to China grew almost threefold, from 1.2 to almost 
3.3 billion euro, without any setback in the crisis year. Chinese agricultural exports to the EU 
are still higher than imports from the EU, but in the second half of the last decade this surplus 
was halved (from 1.4 billion to 650 million euro). htt p://europa.eu/rapid/pressReleasesAction.
do?reference=IP/11/328, 18 March 2011.

20  In the USA public procurement open to foreign bidders amounts to 34 billion euro and in Japan to 
22 billion euro. See: Karel De Grucht: Trade Aft er the Crisis: What Is Europe’s Global Role? Brussels: 
European Policy Center, 2011. Chinese fi gures are not known but the volume available to foreign 
companies is most likely to be even smaller.

21   The fi rst cultural forum was held in October 2010, almost one year aft er the importance of 
“intercultural dialogue” had become an integral part of the high level meetings between the USA 
and China.

22  It is a decade-long process and China can only ensure a full-fl edged participation, if, in the next 
years, its national currency will become convertible and most (if not all) legal, institutional and 
other barriers to unrestricted convertibility can be abolished.
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It is widely held that the 21st century will be China’s century on the global stage, 
while Iran, in the beginning of the 21st century, is becoming a regional power in 
the Middle East even if the limits to its power can be questioned. Both countries 

stand practically alone, without allies in a world that looks upon their expansion 
unfavourably, if not with outright hostility. The 21st century, however, will not be the 
period of gaining infl uence by military means, even if the use of military force cannot 
be excluded. One of the main characteristics of both the Chinese and the Iranian 
expansions is economic expansion. Chinese presence is rapidly increasing in the Middle 
East (the Tehran metro was built by the Chinese, as the Chinese are going to build the 
„pilgrim” railway between Mecca and Medina in Saudi Arabia). Iran has developed a 
signifi cant economic activity fi rst in Western Afghanistan, then in Iraq, especially in 
the Shiite territories thereof, mostly in the construction of the infrastructure (roads, 
railways, airport, the sector serving the pilgrims, etc.). Both countries look back on 
ancient civilisations, to which they frequently refer to and which contributes to their 
perceptions of the surrounding world. China has traditionally perceived itself as the 
centre of the universe (Chungkuo – Middle Empire). Iran, by the right of its Islamic 
revolution of 1979, wishes to be the leading power of the Islamic world. Ayatollah 
Khomeini was speaking of Islam, and not of Shiite Islam, in spite of the fact that the 
Islamic government put forward by him is rooted in Shiite Islam. This leading role 
seems to return under the presidency of Mahmoud Ahmadinejad – even if in a new 
form. 11 September 2001 has created the moving space for Iran in which it can become 
the leading power of the direct surroundings.

The diff erences existing alongside with the similarities rather connect than divide 
the two countries: Iran, which possesses the second largest gas and fourth largest oil 

*   Executive director and senior research fellow, Hungarian Institute of International Aff airs. The 
paper was prepared with a grant in the framework of “Hungary’s China Strategy”, a project 
fi nanced by the Hungarian Academy of Sciences and the Prime Minister’s Offi  ce. The essay will be 
published as well in the Iranian Review of International Aff airs of the Center for Strategic Research, 
Tehran.
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reserves, is able to satisfy China’s insatiable hunger for energy. Iran is China’s 3rd largest 
oil supplier. At the same time China can supply Iran with technology, which Iran – at 
the moment – is not capable of. Aft er the end of the Iran–Iraq war in the beginning of the 
1990s Iran decided to continue the construction of the Bushehr power plant and turned 
to Russia and China for help. Though Iran and China agreed on the construction of a 
300 MW nuclear power plant, the deal was then cancelled. However, the recent nuclear 
power renaissance in the world has put the question on the agenda again. Beside the 
Russian suppliers Iran is keeping the Chinese option open.

The Chinese (and Indian) energy market serves as a kind of political background 
to Iran, when the US-led international community passes sanctions on Iran over its 
nuclear programme. Although China has so far voted for the obligatory sanctions 
by the UN Security Council, since these were mostly symbolic, no rupture occurred 
in the relationship of the two countries. Iran has an observer status in the Shanghai 
Cooperation Organization, but in the summer of 2008 applied for membership.

Taking into consideration the geopolitical (and economic) situation and trends of 
Asia, there have been some important changes in the past few decades. A separate 
Asian identity was formulated, while beside Russia, China and India have become the 
increasingly defi ning powers of the continent. Iran wishes to join these three as the 
determinant regional power of southwest Asia. In Iranian regional thinking for some 
years the CIRI (China, India, Russia and Iran) was mentioned as a group defi ning 
Asian developments. This theory may have been strengthened by the developments of 
the past years in Iran. A further important feature that may strengthen the relationship 
between Iran and China is their relationship to the developed western world, their 
more or less opposing thereof. However, as it was mentioned at a Middle Eastern 
fi nancial conference “we have no clash of civilizations between us”, which clearly 
defi nes a new territory of cooperation, in which not only the European states, but even 
the United States cannot much interfere. (An important example was when President 
George W. Bush visited India to promote/put forward the American–Indian nuclear 
deal, which invoked a great international outcry; he could not bring the Indian leaders 
to distance themselves from Iran.)

According to many experts China has put its vote on Iran, and so far no turn from 
this policy can be detected.1

At the same time there are some elements of confrontation in the relationship of the 
two countries as well, fi rst of all in the case of human rights, the abuse of which both 
countries are accused. While the Chinese leadership warned the Iranian government 
to honour the people’s will following the Iranian elections, Iran, following the defeat 
of the demonstrations in Urumchi (Xinchiang) called on China to observe the rights of 
the Muslims.
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There is a social element of the Chinese–Iranian relationship as well. To manage the 
social developments following the Islamic revolution, many Iranian experts considered 
the Chinese model as an example to follow. This was much debated at the time, pointing 
to the basic underlying diff erences between the Chinese and Iranian social structures. 
The question today is if the Chinese model can serve as a starting point in the present 
situation.

The two Asian countries, therefore, are depending on each other from many points 
of view; yet, at the same time there are signifi cant diff erences between them, too. The 
paper aims at analyzing this very intricate and complex relationship.

China and the Middle East

China, which has by now become the second leading power of the world,2 is a new actor 
in the Middle East, which has traditionally never played a more than formal role in the 
Chinese relations. While the Middle East used to be considered as the sphere of interest 
and/or the buff er zone of the European colonising states, fi rst of all Great Britain and 
France, then following the second world war, especially starting from the 1950s that of 
the US and the Soviet Union, it has not appeared even in the most peripheral circle of 
the traditional Chinese world. The reasons should be looked for not only in the specifi c 
situation of the Middle East – geographical proximity of Europe and distance from 
China –, but also in the characteristics of the 20th century Chinese developments.

The sweeping economic development of the past decades, but especially since the 
beginning of the Chinese reforms, however, has brought about a foreign policy opening 
as well, the underlying defi ning features of which are the need to satisfy the insatiable 
hunger of energy of the Chinese economy and the supply of energy resources. Since 
two-thirds of the world’s hydrocarbon resources can be found in the Middle East, 
mainly in the Persian/Arab Gulf, the region has become an indispensable source, from 
where more than 50% of the Chinese energy source import is originating. To ensure the 
sources of energy and the supply routes of energy sources has become the main priority 
of the Chinese foreign policy. To meet this aim China has increased and multiplied its 
activities in the Middle East and has started to take up strategic positions along the 
main maritime supply routes.3

The limits of Chinese Middle Eastern activities, however – despite all Chinese 
eff orts, in the framework of which China tries to build and maintain good relations 
with all states important from the Chinese point of view –, are defi ned by the American 
presence in the region. In the post-bipolar international system the United States is the 
leading state of the Middle East, the guarantor of the security of many states in the 
region, the force containing the rogue states and – what may be even more important 
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from the Chinese point of view – is building and guarding its strategic position over 
the energy resources, by having considerable military forces deployed in the region. 
However unquestionable the Middle Eastern positions of the United States may be, 
they are not exclusive. There are at least two dimensions, where China has real chances: 
on the one hand, China politically and economically has been pushing to fi ll in the 
vacuum left  by the Soviet Union/Russia,4 on the other hand, it takes on partners and 
interests that the United States cannot undertake.

• The political “thrush forward” of the People’s Republic of China resembles the 
bipolar world in the sense that in many Middle East related questions China 
opposes and tries to hinder US opinion and the realisation thereof, especially in 
the UN Security Council where it has the right of veto. (E.g. In September 2004 
China threatened to use its veto right when the US wanted to initiate sanctions 
against the Sudan due to the Darfur crisis, or in the Iranian nuclear debate, etc.) 
The Chinese leadership does not consider Middle Eastern events to be of global 
strategic importance and does not think that they would threaten world peace 
and order. They rather look upon these confl icts as a means to engage US att ention 
and force, and thus leave the management of the security and stability problems 
of the region to Washington.5 From another point of view, however, China’s 
avoiding of confl icts and non-interference fi t into traditional Chinese 
foreign policy principles, according to which confl icts should be sett led 
peacefully. In this vein, China tries to maintain good relations with all 
confl icting partners.

• Closely related to this, the fi eld of Chinese political relation building 
void of American infl uence is made up of those countries, which are 
not easily accessible or are outright “untouchable” for the United States 
and the European Union. China has no scruples when it maintains and 
nurtures good relations with states and groups opposing the United 
States and the international community. E.g. with Syria or the Sudan,6 

with which US relations are problematic, or with Iran, the Hezbollah 
and the Hamas, which the US cannot contact directly – either because it 
has imposed sanctions7 on them or because it considers them as terrorist 
organizations.8  Some analysts think that China’s turn towards Iran is a 
natural consequence of the economic sanctions the US imposed on Iran.9 

China is the biggest trading partner of Iran and the Sudan, but is the fi rst 
or second source of import for several other countries in the region.10

• China is oft en criticised that it does not observe internationally accepted non-
proliferation norms and does not abide by them in its weapons and weapon 
technology dealings. Although China has by now joined all major international 
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arms control agreements11 and introduced comprehensive export control 
regulations in 2002,12 its practice of supplying arms and technology (anti-ship 
missiles, cruise missiles or anti-missile radar systems) to the problematic states 
or terrorist organizations of the Middle East is causing much concern for the 
United States. The US has sanctioned Chinese fi rms several times annually 
over such sales, and upon American “encouragement” the European Union is 
observing an arms trade embargo towards China.13

Therefore, China is ready to fi ll not only the vacuum left  by the Soviets/Russians, 
but also those that the Americans and Europeans based on their own norms and/
or sanctions are bound to leave unfi lled.14 But there are other reasons to China’s 
gaining ground. China was not a colonising power in the Middle East, nor does it 
want to change the region. What’s more, as it was said at a conference, „there in no 
clash of civilizations” between China and the Middle East either.15 China is ready to 
compromise to ensure its future security, i. e. the continuous fl ow of energy sources, 
by advantageous loans and other fi nancial means. To this end China may sooner or 
later make the strategic decision take on an increasing role in the Middle East – mainly 
by mediating in confl icts in accordance with the traditional Chinese policy, and can 
demand that no regional problem should be solved/managed without it.16

Although China did have relations with Middle Eastern states well before its energy 
interests emerged, these had mainly been defi ned on an ideology basis: Maoist ideas, 
solidarity with the third world [see Iran today!] and sympathy with national wars of 
independence – the roots of which can be found in 19th–20th century Chinese history. In 
practice, however, this did not mean too much.

Chinese Middle Eastern diplomatic relations were started in 1956, when China 
established diplomatic relations with Egypt, and were completed in 1992, when 
diplomatic relations with Israel were established. Chinese–Middle Eastern relations 
can basically be broken down into three longer, and within this framework into several 
shorter, periods.17

• The fi rst period lasted from the beginning to the end of the 1970s, the beginning 
of the reforms by Teng. The fi rst years within this timeframe (till 1955) was 
characterised by a critical distance: while the Middle Eastern states (with the 
exception of Israel) did not acknowledge the People’s Republic of China and the 
states of the Arab League acknowledged Taiwan as the legitimate representative 
of the Chinese people, China considered the Middle Eastern leaders as feudal 
dictators and friends of the West. However, it welcomed and gave moral 
support to the anti-colonialist eff orts in Egypt and Algeria and the Iranian oil 
nationalisation project. China was twice on the point of establishing diplomatic 
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relations with the Israeli socialist leadership. Between 1956 and 1966, following 
the conference at Bandung (1955) and the conclusion of the Baghdad Pact (1955) 
China started to look for relations with the anti-Western Arab regimes, which, 
in turn, saw potential allies in the Soviet Union and China. In 1956 it started to 
establish diplomatic relations in the region (fi rst with Egypt, Syria and Yemen, 
but in the following years with Iraq, Morocco, the Sudan and Somalia as well), 
and was among the fi rst to acknowledge the provisional Algerian government. 
Expanding Arab relations led to the disruption of Chinese–Israeli relations and 
up to the mid-1980s China supported the Arabs in the Arab–Israeli confl ict. 
As a result of the deterioration of the Soviet–Chinese relationship (1960–1961) 
Chinese relations to Soviet-friendly states became cooler, while pro-Western 
states like Turkey and Iran became increasingly closer. At the same time, beside 
purely ideological and moral considerations and support, the practical element 
appeared in the civilian and military supplies and training China provided its 
allies free of charge (e.g. to the Palestinians). The beginning of the phase between 
1966 and 1976 was characterised by China turning inward due to the Cultural 
Revolution. From the beginning of the 1970s China’s Middle East policy was 
defi ned by its hostility towards the Soviet Union. In this framework, in 1971 
China established diplomatic relations with Turkey, Iran and Lebanon. It did 
not, however, approach Israel in spite of the fact that containing Soviet infl uence 
in the Middle East was a common threat, but it feared that such a move would 
threaten its Arab relations. Yet, China provided support for those Arab states 
(Egypt, the Sudan), which turned away from the Soviet Union.

• Aft er 1977, when Deng Xiao-ping came into power again, Chinese foreign policy 
became less ideology-based and more pragmatic. Therefore foreign relations 
were not determined by relations to either the United States or the Soviet 
Union, but were defi ned on the basis of Chinese interests. According to the 
new policies modernisation, especially in the military industry and fi nancial 
resources, realised mostly by selling weapons and military technologies, 
received an increased emphasis. The fi rst occasion when the world’s att ention 
turned to China’s Middle Eastern presence was the 1980–1988 Iraq–Iran war, 
when China sold ballistic missiles and related technology to both Iraq and Iran, 
and in 1981 medium-range CSS2 missiles to Saudi Arabia.18 But in the 1980s 
China cooperated with Israel as well in the development of the F-10 jet fi ghters 
and negotiated the sale of M-9 ballistic missiles with Libya and Syria, however, 
under American pressure these were never realised.19 The Chinese scope of 
relations suddenly expanded and China established diplomatic relations with 
Jordan, Oman, Libya, the United Arab Emirates, Qatar, Bahrain, Saudi Arabia 
and the Palestinians, and in 1992 with Israel, too. While with the dissolution of 
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the Soviet Union Russia gradually lost its ground in the Middle East, China’s 
positions have increasingly strengthened in practically all fi elds of cooperation: 
economy, trade, and in cultural, scientifi c, technical and military relations. By 
1990 Chinese Middle Eastern export reached 1.5 billion USD and more than 50 
thousand Chinese were working in the region. The biggest buyers of Chinese 
weapons were Egypt, Iraq, Iran and Saudi Arabia.

• The last phase starting from the beginning of the 1990s to this day China’s 
Middle Eastern relations are dominated by energy considerations over every 
other element of the relationship.20 In the 2000s – as a consequence of increased 
diplomatic activities21 – Chinese–Middle Eastern relations were institutionalised. 
The Chinese–Arab Cooperation Forum was established. In 2004, China and the 
states of the Gulf Cooperation Council22 started negotiations on the establish-
ment of a free trade area23 (although till the end of 2009 fi ve rounds of talks 
were held, the fi nal agreement has not yet been signed24). In 2000 the China–Iran 
Chamber of Commerce was established and in 2002 China appointed a Middle 
Eastern special envoy, whose task was to build China’s Middle Eastern contacts 
on the one hand, and to mediate in Middle Eastern confl icts on the other.25

While mediating activities in confl icts refl ect an increasing readiness on China’s part 
to play a role in the region – which is expected to receive an increasing emphasis in the 
future –, the two most important issues of Chinese Middle Eastern policy are (and will 
be) “oil” (i.e. energy sources) and “arms” (including spare parts, technology, etc.).

Energy Sources

The biggest share in Chinese energy production is generated by coal-fuelled power 
plants. While sources and statistics refl ect the fast increase of the role of oil in Chinese 
energy generation, in the past years this increase has slowed down, but oil is still 
responsible for 20%. Though China has signifi cant oil and gas resources, Chinese oil 
production cannot meet the demands and China is increasingly dependent on oil im-
port. Since 1993 China has been a net oil importer;26 and in 2008 it was the world’s third 
biggest energy source importer.27 Between 2002 and 2006 China was responsible for 40% 
of the global oil demand increase. In 2008, 58% of Chinese oil import was originating in 
the Middle East, but according to the estimations this ratio could reach 70%28 – or even 
80% – by 2015.29

Although historically gas has been insignifi cant in Chinese energy generation (in 
2006 only 3%!), by 2020 its share is expected to rise to 10%, and this ratio will increase 
fast. While in 2000 China did not import gas at all, in 2010 Chinese gas import is 
estimated to reach 20–25 billion cubic metres.30 China imported LNG for the fi rst time 
in the summer of 2006, but import and infrastructure are in continuous development.
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China is present in the Middle Eastern energy market with three great state-owned 
companies: the SINOPEC (China National Petroleum and Chemical Corporation) – in 
Saudi-Arabia and Iran, the CNPS (China National Petroleum Corporation) in the Sudan, 
and the CNOOC (China National Off shore Oil Corporation) in Algeria.31 In the 1990s in 
the framework of the opening initiated by the fast increase of the demand for energy, 
China approached the three biggest oil-producing countries in the Gulf, Iraq, Iran and 
Saudi Arabia,32 out of which Saudi Arabia and Iran are of the greatest importance, since 
most of China’s Middle Eastern oil import is originating from these countries: 17% 
from Saudi-Arabia, and almost 14% from Iran. Saudi oil import is expected to increase 
with a further 12% in 2010.33 A continuous increase is to be expected in the oil 
import from Iran as well.

Although in the 1990s China concluded agreements with Iraq as well, the 
situation in Iraq did not and has not made it possible to realise these. In June 
1997 China signed an agreement with the government of Saddam Hussein for 
22 years for the development of the Ahdab oil fi eld34 with the understanding that 
the deal should be on hold until aft er the international community has dissolved the 
sanctions against Iraq.35 The cooperation, however, was suspended by the United States 
following the 2003 war in Iraq. Although China is trying to enter the Iraqi market,36 and 
is conducting direct negotiations with the central Iraqi government and the Kurdish 
regional government, Iraq is still an American sphere of interest, where China could 
not proceed so far.

The 1999 presidential visit launched a new phase in Saudi–Chinese relations, when 
Jiang Zemin signed a so-called strategic oil partnership agreement.37 The Saudi Ghawar 
oil and gas fi eld will be developed jointly by the Saudi (state-owned) ARAMCO and 
the Chinese SINOPEC, with some 300 million USD Chinese investment. In return, 
ARAMCO will invest 3.5 billion USD in the expansion of an oil refi nery in the Chinese 
Fujian province (ARAMCO’s share is 25%), which will refi ne the high sulphur-content 
Saudi oil. ARAMCO will further invest 1.2 billion USD in Jingtao (Shandung province) 
in the construction of an oil refi nery.38

So China does not only wish to be a buyer of energy sources, but is participating in 
an increasing manner in the development and excavation of oil and gas fi elds, and even 
in the development of refi ning capacity. Although these developments have political 
aims, namely, that China would be viewed favourably by the exporting countries,39 in 
the long run they will strengthen Chinese presence and strategic positions.

In some analysis a possible Saudi–Chinese and Saudi–Iranian relationship may 
threaten with introducing a basket of currencies instead of the USD in the OPEC,40 

as it was raised already. In this regard it should be mentioned that Iranian president 
Mahmoud Ahmadinejad has several times threatened to switch to a euro-based 
accounting. The Iranian initiative to establish a gas cartel on the patt ern of the OPEC is 
also important. All these, however, are more politically initiated ideas than real plans.
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Weapons

Chinese arms trade in the Middle East can be broken down into two components: on 
the one hand, to Chinese import of Israeli modern, developed weapons and weapons 
systems; on the other hand, to Chinese export of weapons to the Arab states and Iran. 
While the aim of the Israeli arms imports is the modernisation of Chinese weaponry, 
the latt er is primarily a fi nancial question.

China’s relations to Israel are relatively limited and are characterised on both sides by 
a certain distance. The relations are overshadowed by political issues between the two 
parties and by external factors as well. In 1994 the Dalai Lama was received in Israel, 
while China has several times condemned Israeli actions in the Palestinian territories. 
Although China supports peace in the Arab–Israeli/Palestinian–Israeli confl ict and 
tries to balance its relations both to the Arab states and to Israel, due to its economic 
interests it is cautious to lose the goodwill of Arab states. At the same time Israeli room 
of manoeuvre is also limited since it cannot sell western weapons unlimited to China. 
In July 2000, for example, under heavy American pressure Israel was forced to step 
back from selling the Phalcon airborne early-warning radar system in spite the fact that 
it had been agreed upon.41 Despite these limitations China is Israel’s second biggest 
weapon supplier aft er Russia (Python air-to-air missiles, the Jiang-10 jet fi ghter was 
developed on the basis of the Israeli Lavi).42

China can sell primarily missiles and missile technology to the Arab states and Iran 
and can provide support in nuclear development, and concludes such smaller scale 
arms deals, which great arms suppliers do not care to take on. The transfer of missiles 
and missile technology is to this day not controlled by any multilateral international 
treaty. The only mechanism to control the export of missile technology, the MTCR is 
limited to a relatively small number of participating states.43 China has not joined 
the MTCR – nor have the states of the Middle East, with the only exception of 
Turkey –, but it announced that it would abide by its guidelines. However, since 
there is no international organization or mandate to verify this, it is assumed 
that China has on several occasions violated MTCR norms.44

In the offi  cial Chinese opinion arms control in the Middle East should be 
comprehensive, balanced and eff ective, and the best means to ensure that would be the 
zone free of all weapons of mass destruction.45 This can only be achieved through the 
peace process. Until peace is established, however, China is acting as an arms supplier 
in the region. (Table 1) Chinese share in the (global and) Middle Eastern arms trade is 
still relatively limited,46 in spite of the fact that arms sales to the region have increased 
by 38% in the past fi ve years as compared the average of the previous fi ve years.47 

(Figure 1)
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China, however, is not only interested in oil and weapons in the Middle East, 
but in the fi eld of modern technologies, telecommunication and the development 
of infrastructure – energy sources should be transported – and it is deepening its 
relations making use of the fact that for several western companies Middle Eastern 
markets are too risky. The volume of Chinese–Arab trade was 2.42 billion USD in 1992, 
while in 2005 it reached 51.3 billion USD by showing an annual 40% increase in the 
last fi ve years.48 A Chinese company (NORINCO) built the Tehran underground and 
the Chinese are going to build the railway connecting Mecca and Medina in Saudi 
Arabia.49 The Fiber Home Communication Technology, the biggest Chinese optical fi ber 
network equipment producer participated in the construction of the Iranian broadband 
network. The Hisense Electric Company, the state-owned TV factory built a factory 
in Iran. The Huawei Technologies, China’s biggest telecommunications equipment 
producer is developing the broadband extension of the mobile network in the United 
Arab Emirates and the GSM network in Saudi Arabia. The Sinoma International 
Engineering Company, Beĳ ing is constructing cement factories in Saudi Arabia and 
in the Emirates.50 But Chinese presence is increasing in the Middle Eastern consumer 
market as well, which is helped by the fact that the price of Chinese goods is very 
competitive in the Middle East.

The basic aim of these investments, developments and trade relations is again to 
ensure the continuous and secure fl ow and supply of energy sources and to take up 
Chinese strategic positions.

China–Iran

The China–Iran relationship fi ts perfectly both into China’s Middle East policy 
and Iran’s broader foreign policy. Both share such common characteristics as 
an ancient – central – civilisation and the awareness thereof, thousand years of 
statehood, revolutionary character and exceptionalism, the rejection of foreign 
interference, the struggle for the right cause, etc.

The relationship between China and Iran is defi ned by the role of the two 
countries in the international and regional order and in this context by their 
self-perceptions and by factors that can be explained in the context of the two 
countries relationship.

Great Power Status and Regional Power Status

China is the world most ancient, continuously (without ruptures) existing 
civilisation, which has from the beginning perceived itself as the centre of 
the universe, and which has been and still is the core state of the Chinese 
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civilisation and East Asia. Iranian history goes back to a mythical past, but 
Iranian peoples appeared on the Iranian plateau at the beginning of the 
fi rst millennium B.C. The fi rst king, Cyrus I of the fi rst Persian dynasty, the 
Achaimenids ruled from 640, but it is his grandson, Cyrus II the Great who 
is usually considered as the founder of the fi rst Persian Empire. Although 
the statehood of Persia/Iran was disrupted several times, Iran was and 
has remained the core state of the narrower region and sub-civilisation for 
centuries.51 The Iran–Turan controversy presented the competition for power not 
only between Iranians and Turks, but between sett led and educated peoples and the 
Barbarians. Iranianism has been a deliberate political programme in Persia since the 
beginning of the twentieth century,52 which even the Islamic revolution could not erase 
and which seems to have received a new impetus in the demonstrations following the 
2009 presidential elections in the political slogans of the green movement and their 
supporting masses. The Chinese national awareness, which also builds on the ancient 
character and cultural “belonging together” plays a similarly important political role in 
a country, where offi  cially 55 minorities are acknowledged.53

Great power and regional power status have, therefore, traditions in the histories of 
both countries, which are to this day relevant. China, the great power status of which 
was fi rst presented in the post-Second World War order by its permanent membership 
in the UN Security Council (1971), in connection with its economic development is 
conducting an increasingly active foreign policy and is increasingly ready to realise 
the political aspects of its great power status. In this context, besides the respect of 
independence and sovereignty based on Chinese historical experience and the 
rejection of great power intervention, China has, in the recent years, appeared as the 
‘responsible stakeholder’ and has tried to improve its international image as such. From 
the Iranian perspective China’s permanent Security Council membership is one of the 
most important elements of the Chinese-Iranian relationship.

Iranian eff orts at regional power status have been manifest throughout the twentieth 
century: Reza Shah by changing the name of the country to Iran – in the era of the pan-
movements – aimed at strengthening the sense of Iranianness, an umbrella broader 
than Persianness, even if pan-Iranism did not become a wide-spread movement.54 His 
son, Mohammad Reza Pahlavi wanted to make its country the “policeman” of the 
whole region and had the support of the United States to this end. Ayatollah Ruhollah 
Khomeini, the leader of the 1979 Islamic revolution – reaching over Shiite Islam – 
wanted to export the Islamic revolution. Although the export of the Islamic revolution 
has for several years been taken off  the agenda, especially under the presidency of 
Mahmoud Ahmadinejad – partly due to the president’s personal ambitions, partly due 
to the changed regional circumstances – Iran wishes to validate and strengthen its 
regional leading role, while in certain questions demands a place on the global level 
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as well. At the same time – similarly to China – it also tries to appear as a rational and 
responsible actor. This is also refl ected in its building a strategic relationship to the 
Asian powers (the policy of opening to the East), the appearance of the new dimension 
of Iranian foreign policy, the relations to the third world, championing the Palestinian 
cause and Ahmadinejad’s lett ers, in which he signals his will to discuss the great 
questions of the world with the leading politicians of the world.

The rejection of Iranian initiatives by the west, the American eff orts at the 
democratisation of the region, the regime changes to this eff ect in the direct 
neighbourhood of Iran (Afghanistan, Iraq) and the continuous American military 
presence encircling Iran convinced the Iranian leadership that the real target of western, 
fi rst of all American eff orts in the region was Iran.55 The American “plan” was fi rst 
revealed in the State of the Union address by George W. Bush in January 2002 and led 
the Iranian leaders to enhance eff orts to break out and look for allies.

Political interests coupled with economic realities resulted in the idea that arose fi rst 
in 2003, according to which – beside and in alliance with China, India and Russia – Iran 
could be part of the Asian power group, which could act as a force internationally. 
Although the CIRI56 has not been institutionalised, in Iranian foreign policy thinking a 
new political doctrine has begun to form, the programme of turning to the east.57

The basis of the turning to the east policy is, on the one hand, the continuous and 
harsh rejection by the west (even in cases when Iran supported western policies in 
Afghanistan constructively), and the conviction, on the other, that alliance and strategic 
partnership with the Asian great powers serve Iran’s interests and can protect Iran on 
the international level. Although for diff erent reasons, Iran has a special relevance for 
all three Asian powers, which, however, has its limits: it obviously cannot be a substitute 
for American relations for either of them. For Russia, Iran is a secure and continuous 
market in the fi eld of nuclear industry and arms sales, while can serve as a channel 
open towards its lost Middle Eastern positions, and can, therefore, forward Russia’s 
geopolitical aims.58 For India and China, Iran is primarily one of the most important 
sources to satisfy their rapidly increasing hunger for energy. While in the past years 
all three have come closer to the United States, American hegemonic endeavours are 
infringing the interests of all. Though the Iranian relationship cannot be an equal to the 
American contacts, coupled with the wish to limit American eff orts and supplemented 
by the satisfaction of the hunger for energy, may induce these countries to seriously 
consider and keep the Iranian option open. The fact that American att ention and forces 
are tied down in Iraq and Afghanistan, far from the Russia–India–China triangle, 
increases the Asian room for manoeuvre. On the other hand, the international crisis 
over the Iranian nuclear programme makes relations to Iran increasingly diffi  cult.

Iranian eff orts at gaining membership in the Shanghai Cooperation Organization 
can be analyzed in the same context. In July 2005 Iran received an observer status in the 
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organization with Chinese support and has ever since conducted a very active policy 
to achieve full membership,59 however, the organization is not ready to grant that as 
yet. On the June 2009 summit Ahmadinejad proposed the deepening and widening of 
SCO activities amid the global economic crisis, among others by the establishment of an 
SCO bank and the introduction of a single currency among member states. He also put 
forward proposals to develop transport routes and infrastructure among the member 
states. In former SCO summits the Iranian proposal to establish a regional “energy 
club” was several times put forward. Iran also supports the struggle by SCO countries 
against political extremism and narcotic trade in Afghanistan.60

Under the Ahmadinejad presidencies Iran has developed continuously increasing 
relations with Latin American states.61 While openly anti-American Venezuela, Bolivia, 
Ecuador and Nicaragua may be considered as “natural” allies to Iran, Brasilia, which has 
very good relations to the United States, welcomes Iranian approach. It is important to 
note that Brasilia is one of the states spearheading the extension of UN Security Council 
reform and aspires to SC permanent membership. In this context it is important that 
during his November 2009 trip Ahmadinejad gained Brasilia’s support to its nuclear 
programme.62 This increasing economic and political relationship may appear in the 
eyes of many as a new non-aligned movement.63 At the same time – for Iran, which has 
considered symbols for centuries as very important – it could serve as a counterbalance to 
the eff orts by the United States to isolate Iran. If America is for the Americans according 
to the Monroe doctrine, then Iran is invading this sphere of interest.

The case of Iran’s African eff orts is slightly diff erent. In this context Iran appears 
more like a responsible, humanitarian power supporting the poor.64 Iran, under 
Ahmadinejad’s presidency, has established primarily economic relations with several 
African states,65 but is ready to undertake a political role as well. In 2009 the Iranian 
president visited several African countries and was to participate in the July summit of 
the African Union. This, however, was cancelled in the last minute due to the domestic 
political crisis in Iran.

In China’s and Iran’s world view and their perceptions of the post-bipolar system the 
picture of a hegemonic United States plays an important role, reminding both China 
and Iran of the history of the past centuries. Both China and Iran are ready to go to the 
extremes when defending their independence from foreign interference. This rejection 
of foreign dominance is generalised in their international relations. Although this 
anti-foreign dominance stand as an ideology was more the characteristic feature of 
the pre-Deng Xiao-Ping era, it can be still spott ed in confl icts, which the international 
community should manage together, but in which China is adamant that confl icts 
should be sett led by peaceful measures, not by sanctions or even armed force. In the 
history of modern Iran the rejection of foreign dominance was as much characteristic 
of Reza Shah’s reign as it was especially emphasized following the Islamic revolution.66 
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Under the presidency of Mahmoud Ahmadinejad (2005–2009 and since 2009) the 
ideological element has received an increased emphasis in Iranian foreign policy. Iran 
– on the basis of Islamic solidarity put down in the Iranian constitution – supports the 
repressed and hunted. This has a special relevance in the oldest continuous confl ict of 
the Middle East, the Arab–Israeli confl ict.

Ever since its establishment the Islamic Republic of Iran has not acknowledged the 
existence of the State of Israel. However, when Mohammad Khatami fi rst entered into 
offi  ce in 1997, breaking with former practice announced that in the following Iran does 
not wish to interfere in the confl ict between Israel and the Palestinians. While the Arab 
states are increasingly keeping their distance from the Palestinian issue, which is also 
refl ected in their rhetoric, they support the two-state solution.67 At the same time in 
the past few years Iran has come to fi ll in the void left  by the Arab states and has come 
to take on the Palestinian cause openly. But that it is more a rhetoric-political move is 
best refl ected by the January 2009 war in Gaza, when Ayatollah Ali Khamenei called 
on Iranians saying “anyone who is killed today in Gaza in defense of the Palestinians, 
will go to heaven as a martyr”. However, when some 70,000 volunteers appeared at the 
Tehran airport and in front of the ministries to go to fi ght in Gaza, Iranian authorities 
were bound to send them home.68

President Ahmadinejad’s lett ers to American President George W. Bush,69 then to 
German Chancellor Angela Merkel70 proposed to discuss social justice and the great 
questions of the world, including the Palestinian issue, which clearly refl ect Iranian 
eff orts to have itself accepted in the international system as an equal partner, i.e. among 
the great powers. What’s more, in his lett er to Nicolas Sarkozy, Ahmadinejad called the 
French president young and inexperienced and off ered to provide him with advice.71

Non-Proliferation Commitment and the Iranian Nuclear Programme

In the post-Cold War system commitment to the non-proliferation of weapons of mass 
destruction is closely related to the image of the responsible great power, even if nuclear 
weapon states in the past decade mostly understood this commitment horizontally (i.e. 
there should be no more countries to acquire nuclear weapons) and kept forgett ing 
about vertical non-proliferation (those who have such weapons, should not have more 
and more destroying weapons) and their obligation at conducting negotiations towards 
disarmament.72 The unilateralist policies of two George W. Bush administrations did 
not favour multilateral arms control, and did, in fact, wrecked it. This, however, did 
not mean that the nuclear weapon states did not demand that Russia and China, and 
non-nuclear weapon states participate in the arms control treaties as an international 
norm. The situation was similar with arms trade as well: while the world’s biggest 
arms suppliers are the permanent members of the UN Security Council, Chinese and/
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or Iranian arms sales are oft en termed illegal.73 China in its already mentioned role of 
a “responsible stakeholder” has tried to improve its image, but the majority of experts 
and politicians still refer to the non-transparent nature and unreliability of Chinese 
policies. E.g. the United States has sanctioned an average of 4–6 Chinese companies 
annually on the basis of the Iran Sanctions Act, because they sold missile technology, 
materials for the production of missiles and weapons of mass destruction etc. to Iran.74

With regard to the Iranian nuclear programme China tries to project an especially 
reserved behaviour: while a possible development of Iranian nuclear weapons is not in 
Chinese interests, since the nuclearisation of the Middle East which would certainly 
follow such an Iranian move, would threaten the fl ow of energy sources, China does 
not consider a possible Iranian military programme a direct threat. At the same time, 
it strongly suspects that others want to deprive Iran of a right due to all parties to 
the NPT, due to political reasons. Taking into consideration the Bush administration’s 
Middle East policy, China thinks that American great power interests are playing the 
main role, and it is much less relevant what Iran actually does. In the Chinese view the 
nuclear cooperation between China and Iran is peaceful, and since all known Iranian 
nuclear institutions are under IAEA control, the two have a right to cooperate.75

The fact that the International Atomic Energy Agency to this day has not declared 
that Iran would be in violation of the NPT, seems to support this Chinese suspicion, 
even if in the UN Security Council China did vote for the sanctions against Iran, which 
– exactly due to Russian and Chinese opposition – are relatively mild.76 In January 2010 
Chinese held the presidency in the Security Council and Zhang Ye-sui, the Chinese 
ambassador to the UN made it clear that China did not support further sanctions against 
Iran, since it believed that there were signifi cant diplomatic manoeuvres in process, 
which could lead to an agreement.77 At the same time, should China be left  alone with 
this opinion in the Security Council, probably it will not want to be isolated,78 therefore, 
the result could be some mild sanctions again. Much will depend, therefore, on the 
Russian stance.

The offi  cial Iranian position in the nuclear debate is clear and fi rm: the Iranian 
programme is for peaceful uses only, which Iran – as party to the NPT and member 
of the IAEA – is entitled to. (In spite of the fact that the possibility of the withdrawal 
from the NPT has been raised by some radical Iranian sources,79 the offi  cial Iranian 
administration has always denied that this could be an option and declared itself a 
responsible party to the NPT.80) Iran is abiding by the regulations of the NPT, especially 
because the development, stockpiling and use of nuclear weapons are forbidden in the 
Islamic Republic and in Islam,81 such weapons have no political meaning for Iran and 
are against the humanity/mankind.82

Iran supports the establishment of a Middle Eastern nuclear weapon free 
zone – as China is against the proliferation of nuclear weapons in the Middle 
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East –, the global nuclear disarmament and a world free of nuclear weapons, 
and demands that nuclear weapon states, especially the United States as the 
only country to have ever used such weapons, be held responsible.83 In these and 
similar statements Iran again exposes itself as a responsible power.

Apart from the call on nuclear weapon states to account for their actions, Chinese 
interests and the Iranian standpoint overlap with regard to the possibility and 
threats of a regional nuclearisation. This is refl ected in Chinese behaviour related to 
the Iranian nuclear fi le on the diff erent international fora (the UN Security Council, 
the International Atomic Energy Agency): 1. to prevent the Iranian programme from 
gett ing onto the agenda, 2. to abstain or vote against resolutions on Iran, 3. to weaken 
the substance of the resolutions so that they could not severely infl uence Iran.

The Relationship to the United States

China and the United States see Iran diff erently: while for the US Iran has been part of 
the “axis of evil”, China considers Iran a normal state. For China, Iran is a secure market 
where it does not have to count with the United States as a competitor, but where it can 
get strategic access to signifi cant portions of the world’s oil and gas supplies. At the 
same time, confrontation with the United States is not in the interest of China – not 
only because of political and military reasons, but also due to economic considerations. 
Therefore, China has to move cautiously, especially in relation to the Iranian nuclear 
question, which since 2007 has become an important issue on the American–Chinese 
diplomatic agenda.84

It is common knowledge that a signifi cant portion of the debts of the United States 
is covered by Chinese sources, and that the volume of Chinese trade with the United 
States exceeds by far that of the Iranian relation. Yet, in spite of all international and 
unilateral sanctions, the volume of trade between the United States and Iran has also 
multiplied – even during the Bush administration.85

The United States has on several occasions expressed concern over the violation of 
human rights both in China and Iran, which again puts the two countries on a common 
platform, which, even if it does not create a unity of interests, still makes up a kind of 
joint defence. Both China and Iran consider the American accusations as interference in 
their domestic aff airs, and as such fi rmly reject them. In return, both states accuse the 
United States with human rights violations (Guantanamo, Abu Ghraib) and/or silence 
over human rights violations elsewhere (Palestine).

For Iran the greatest enemy is the United States, which, they suppose, still wants to 
see a regime change in Iran. Although a signifi cant shift  is evident in the rhetoric (the 
‘unclenched fi st’, the nourouz greetings86) and the declared political aims (unconditional 
negotiations) of President Obama as compared to that of George W. Bush, American 
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sanctions against Iran were lengthened/re-confi rmed. The Obama administration 
is preparing for the imposition of further sanctions,87 and the fi nancial support 
earmarked by President Bush in support for the Iranian opposition is still in eff ect. This 
duality provides a good excuse to the Iranian leadership,88 when they cannot handle 
this American change of style, since – in order to ensure the regime’s survival – they 
need an enemy (Feindbild).

Therefore, while the American context sets many limits to the relationship of China 
and Iran, their bilateral relations are of strategic importance for both: China may gain 
strategic positions in the region, and Iran may secure a strategic ally, which is present 
on such international fora to which Iran has no access, but where obligatory decisions 
are passed over it.

Bilateral Relations

In Chinese–Iranian relations the defi ning economic rationality and most important 
element by far are China’s energy demands and the market for Iranian energy sources. 
Besides, as in China’s Middle Eastern relations weapons and military technology sales, 
participation in infrastructure development and the supply of consumer goods are 
rapidly developing segments in the bilateral relations, even if the volume of Iranian 
exports to China is almost three times as much as Chinese exports to Iran.

Table
Iran’s ranking among China’s main trading partners (2008)

Sources of
Chinese import 

Target countries of 
Chinese export

China’s
main trading partners 

16. Iran
14,972.1 million EUR

2.0%

23. Iran
5,771.4 million EUR

0.6%

17. Iran
20,743.5 million EUR

1.2%

Source: European Commission – Trade: China. htt p://trade.ec.europa.eu/doclib/docs/2006/september/
tradoc_113366.pdf.

In the concrete questions emerging within the context of bilateral relations, the image 
of the “responsible stakeholder” is clearly manifest on both sides – in political issues 
like the treatment of minorities, the Iranian elections, and in social-economic issues like 
the Chinese model.
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Energy Sources

Oil and gas make up for a rapidly increasing portion in Chinese energy generation. 
Although the share of nuclear energy is relatively small, its output is altogether some 
9 GW, but Chinese sources forecast some 60–70 GW extension in the near future. Eight 
new nuclear power plants are in construction and a further eight are in the planning 
phase.89 The Chinese are developing a new generation of nuclear power plants which 
would be absolutely safe and where Chernobyl-like accidents are excluded.90 China, 
therefore, will soon enter global markets as the supplier of new generation power 
plants, and since there is a global – not only Middle Eastern – nuclear renaissance of 
power plant construction, it can be taken for granted that Chinese nuclear power plants 
will soon appear in the Middle East as well.

Iran is in possession of 13% of the global oil resources and some 17–18% of known 
gas resources,91 yet it is still bound to import refi ned oil products (gasoline, petrol). By 
2012 the Iranian government wants to double oil refi ning capacity, which would make 
further imports unnecessary. These developments are carried out in cooperation with 
other states (China, Malaysia, Indonesia, Singapore), not least to prevent international 
sanctions. Liquid natural gas (LNG) production capacity development is also foreseen 
in cooperation with others, due to the same reasons.

Iran wants to perform a serious nuclear energy development, the roots of which can be 
traced back to the period of Mohammad Reza Pahlavi, who wanted to construct twenty 
nuclear power plants by the (past) turn of the millennia. Although his programme was 
terminated by the Islamic revolution, then was continued later, till today there has been 
only one nuclear unit constructed in Bushehr, which is to be put into operation – aft er 
several years of delay – in 2010. Iran plans to build further nuclear installations and 
power plants, in which China could be one of its partners. In the mid-1990s, the two 
countries concluded an agreement on the construction of a 300 MW light water nuclear 
power plant, but in 1997 – under American pressure – China withdrew from the deal. 
Such cooperation, however, cannot be excluded in the future, which could add a further 
element to the manifold relations of the two countries.

There is a kind of division of labour in the energy cooperation between China and 
Iran: while in the upstream activities Iran has a determinant role – it grants the right to 
develop oil fi elds to others on very diffi  cult conditions, on a buy-back basis only92 –, in 
the midstream and downstream activities China has the bigger role.

Between 1998 and 2003, 13.6% of China’s oil import was coming from Iran, which was 
only exceeded by Saudi Arabia’s share (16%), 93 but the Iranian share is continuously 
increasing and in the fi rst half of 2009 it reached 15%. (Figure 2) The importance of 
Chinese role is refl ected by the two greatest agreements concluded in 2004. In March 
2004, the state-owned Zhuhai Zhenrong signed a preliminary agreement, in the 
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framework of which China would import 110 million tons of LNG in the course of 25 
years, in the value of 20 billion USD. In October 2004, Iran and SINOPEC signed an 
agreement on the rights of the development of the Yadavaran oil fi eld,94 in return for 
which China would buy 10 million tons of LNG from Iran for 25 years. The 70 billion 
USD agreement includes the establishment of an LNG factory as well. In March 2009, 
a further agreement was signed – in the value of 3.2 billion USD –, in the framework 
of which China would participate in the development of the South Pars oil fi eld for 3 
years.95 (The agreement was signed two days aft er the Obama administration renewed 
the American sanctions against Iran.)

Military Technology and Arms Trade

Possession of arms and military technology is a threat not only because the possessor 
may use them, or they may generate an arms race, but because they can be transferred 
to a third party and thus be elements in the proliferation of arms and technologies. 
Though China is widely accused of having supported Iran in its nuclear programme, 
Chinese–Iranian cooperation has so far been proven in the fi eld of the peaceful uses of 
nuclear energy only. The concern of the United States that materials, equipment and 
technologies can indirectly contribute to Iran’s suspected military nuclear programme, 
is unacceptable for China as the existence of such a programme has so far not been 
proven.

The biggest threat posed by the Chinese–Iranian arms trade, therefore, is the Chinese 
missile and missile technology transfer to Iran, since, as it was mentioned earlier, there 
is no international multilateral treaty forbidding the development, possession and use 
of missiles and related technology. The Missile Technology Control Regime96 (MTCR) 
is an export control regime based on voluntary participation to control such exports, 
but China has never joined it. Though according to the Chinese offi  cial position – as a 
responsible stakeholder – China is abiding by the MTCR guidelines,97  the international 
community still has suspicions, in spite of the fact that starting from 2002 China has 
introduced comprehensive export control regulations. Chinese arms sales to Iran 
between 2006–2008, show that almost the whole of the arms export is made up of cruise 
missiles and missiles – though these deals had been concluded much earlier. (Table 2)

Chinese missile technology export to Iran was realised mainly in two fi elds: the 
sale of anti-ship cruise-missiles (though China has sold Iran anti-tank and naval mines 
as well), and the support to Iran’s ballistic missile programme and sale of ballistic 
missiles.98 (Table 3)
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Other Trade

Beside the energy sector, the volume of Chinese–Iranian bilateral trade in 2009 reached 
30 billion USD, and is expected to reach 50 billion USD by 2014.99 (Experts draw the 
att ention to the fact that real fi gures may be much higher since offi  cial data usually do 
not include arms sales and/or the sale of goods and products, which enter Iran via the 
United Arab Emirates.100)

The signifi cance of Chinese–Iranian trade relations is clearly refl ected by the 
emergence of their institutions: in 2000 Iran–China Chamber of Commerce was 
established, the trade centre of which was opened in Shanghai in 2009.101 The centre is 
the fi rst Iranian trade centre overseas, the aim of which is to promote trade, development 
and investment cooperation between the two countries.102

The development of infrastructure and transport is an important element in the 
relationship of China and Iran. NORINCO built the fi rst Tehran underground line in 
the framework of a 680 million USD deal, but Chinese companies are participating 
in the development of the Iranian railway as well.103 The Iran Khodro car factory has 
two Chinese partners: the Chery Automobile Company signed a 370 million USD 
contract in 2007 and built the fi rst foreign assembly unit in Iran. The Iran Khodro104 
also established a joint venture with the Jinhau Qingnian Automotive Company (on 
a 30–70% basis) to establish an assembly unit in Taian (Shandong),105 however, this 
cooperation was terminated in 2007. 95% of the motorcycles used in Iran are coming 
from China as well.

The Fiber Home Communication Technology, the biggest Chinese producer of fi ber 
optic equipment participated in the construction of the Iranian broadband network. 
The Hisense Electric Company, the state-owned Chinese TV factory also built a factory 
in Iran.

Issues Eff ecting Bilateral Relations Negatively: Minorities and Human Rights

In June–July 2009, similar events were taking place in Iran and China. The mass 
demonstrations following the Iranian presidential elections were restrained by the 
central authorities only with the greatest eff orts and aft er a protracted period only, 
in spite of the fact that the Islamic Guard and the para-military Basĳ  were called in. 
In Urumchi, the capital of Xinzhiang, local Uighurs were demonstrating for their 
rights and were put down by the Chinese security forces. While both states felt that as 
“responsible stakeholders” they were bound to give an opinion on the ongoing events, 
the similarity and the timing of the events, and the importance of the bilateral relations, 
resulted in the most general remarks only.
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Muslim Minority in China and the 2009 Demonstrations in Urumchi

Chinese Muslims are usually referred to in the political rhetoric as “a bridge that 
connects” China and the Middle East/the Islamic world, especially since in the past 
decade – partly due to the Islamisation of neighbouring Central Asia, partly due to 
the anti-religion politics of the central Chinese government – the Islamisation of the 
Chinese Muslims has started and they are increasingly formulating and representing 
their identity in Islamic terms. Several Middle Eastern governments, including the 
Saudi government, but also high ranking Iranian Shiite leaders have expressed their 
solidarity with Chinese Muslims and their readiness to spearhead their interests: “We 
have a moral obligation to help our Muslim brothers”,106 “defending the oppressed is an 
Islamic and humanitarian duty”.107 Apart from the clashes and atrocities raising 
the world’s att ention, however, the Middle East is silent on the question of the 
Chinese Muslim minorities.

The Uighur autonomous region in the Chinese north-western Xinzhiang 
province, where China’s biggest Muslim minority, the ethnically Turkic, 
8 million Uighurs live, is bordering on China’s Muslim and partly Turkic 
neighbours, Kazahstan, Kirgizstan, Tajikistan, Afghanistan and Pakistan. The 
Uighurs have preserved their own, non-Chinese identity and Islamic religion, 
which has come to increasingly defi ne their separation eff orts. The Islamisation 
has provided a background and secured refuge to the East Turkestan separation 
movement in Talib Afghanistan. Between 1990–2001, East Turkestan terrorists 
launched more than 200 att acks on Chinese targets from Afghan territory.108

11 September 2001, therefore, provided China with a strategic opportunity to att ack 
the separatist forces and the local population supporting them without the risk of being 
accused by the international community of the violation of human rights. However, 
it was not only the international community, but some of the Iranian political and 
religious leading personalities as well, who expressed their concern openly over the 
breaking down of the demonstrations in Urumchi in the summer of 2009, in spite of 
the fact that the offi  cial Iranian leadership left  the issue practically unnoticed and the 
state media was severely censured, e.g. Uighur demonstrators were called hooligans 
and not Muslims. The reason should obviously be looked for in the events that were 
taking place simultaneously in Iran, since the Iranian government could not condemn 
the Chinese government for something that itself was in the process of practicing. 
Trade, military and political relations between the two countries also had to be taken 
into account. Former president Ali Akbar Hashemi Rafsanjani condemned the breaking 
down of the Urumchi demonstrations and the retaliations, but added that he hoped in 
the future there would be no more atrocities against the Muslims living in China. And 
he stopped the ‘death to China’ chants following his speech.109
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The Echo of the Iranian Elections in China

Chinese comments on the demonstrations following the Iranian presidential elections 
were similarly mild, although the media were regularly reporting on the events. 
According to the speaker of the Chinese Ministry of Foreign Aff airs “China respects the 
choice of the Iranian people and hopes Iran could maintain stability and solidarity.”110

The Chinese Model

Though there is no generally accepted defi nition of the Chinese model, it is 
usually understood as a development model, which building on specifi c national 
characteristics,111 which in the framework of a socialist system takes over capital and 
experience from the western countries, accepts foreign capital investments, supports 
private companies, projects a great administrative effi  ciency, and is able to present a 
continuous growth for several years.112 The Chinese model is very popular in several 
countries, e.g. in Vietnam, and many have tried to apply it which is due mostly to the 
rapid and continuous development China has produced in the past decades.

According to a Chinese scholar the Chinese model consists of four sub-systems: the 
specifi c social structure, the specifi c way of economic development, governance and 
the specifi c worldview.113 In China state and society are closely interrelated. Economy 
is built on the intermingling and co-existence of diff erent ownership forms.

Though the Chinese model is also very popular in Iran, according to most experts 
it cannot be applied in Iran, since the above-mentioned sub-systems are entirely 
diff erent. In spite of that, the Chinese model has been a favourite topic among the 
Iranian intelligentsia.

Summary

The global context of the China–Iran relationship is defi ned by China’s great power 
status, its relations to the United States and the need to secure the energy supply for the 
Chinese economy on the one hand, and by Iran’s regional power status, Iran’s relations 
to the United States and the need to secure a market for Iranian energy sources on 
the other. Great power and regional power status are coupled with building and 
maintaining of the image of the “responsible stakeholder” in the case of both countries.

While both consider themselves as ancient central civilisations, both are targets 
– even if to a diff erent extent – of the criticisms by the US-led international community, 
mostly over the same reasons: the violation of human rights, arms sales, etc.
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The basis of their bilateral relationship is the asymmetrical interdependence, in 
which China covers a signifi cant part of its energy source needs from an Iran free of 
direct American infl uence. Iran, on the one hand, relies to a great extent on Chinese 
support in the UN Security Council over the nuclear issue, and on the other it sees a 
secure, sanctions-free market for its energy sources in China.

Although there could arise a situation, in which China is bound to hurt Iranian 
interests, e.g. if it were isolated within the Security Council over a new round of 
sanctions against Iran, it will never be prepared to absolutely give up the Iranian 
relations. From the Iranian point of view no situation can be foreseen in which the 
Chinese relations could lose their relevance. Any Iranian government would cherish 
and develop the Chinese relations – even if reconciliation with the United States took 
place, which is at the moment highly unlikely. Because, China, from the Iranian point 
of view, has already proved itself.

Appendices

Table 1
Chinese arms exports to some countries in the Middle East in 2007–2008

(million USD)

2007 2008 Total
Egypt   24   24   47
Iran   73   73 145
Sudan -   14   14
Total arms exports 396 428 824

Source: Arms Transfer Database of the Stockholm Peace Research Institute (SIPRI), htt p://armstrade.
sipri.org/armstrade/page/values.php.
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Table 2
Chinese arms transfers to Iran between 2006–2008

Weapon 
designation

Weapon 
description

Year of 
order/
licence

Year(s) 
of 

delivery

No. 
delivered/
produced

Comments

C-802/
CSS-N-8

Anti-ship 
missile 1992 1994–

2008 (300)

Incl for Hudong 
(Thondor), 
modernised 
Combatt ante-2 
(Kaman) FAC 
and possibly 
coast defence 
systems; possibly 
incl air-launched 
version; Iranian 
designation 
Tondar or Noor

QW-1 
Vanguard

Portable 
SAM (1993) 1996–

2008 (1050)
Iranian 
designation 
Misagh-1

FL-6 Anti-ship 
missile (1998) 1999–

2008 (185)

Developed or 
copied by China 
from Italian 
Sea Killer anti-
ship missile 
supplied by Iran 
to China; Iranian 
designation Fajr-e 
Darya; incl for SH-
3D helicopters

WZ-501/
Type-86 IFV (2000) 2001–

2008 (80) Iranian 
designation Boraq

TL-10/FL-8 Anti-ship 
missile (2002) 2004–

2008 (95)
TL-10A and 
possibly TL-10B 
version

C-801/
CSS-N-4/
Sardine

Anti-ship 
missile (2004) 2006–

2008 (15)

Iranian 
designation Kosar 
and/or Sagheb; 
incl submarine-
launched version

Source: SIPRI Arms Transfers Database, htt p://armstrade.sipri.org/armstrade/page/trade_register.
php. (Information generated: 26 January 2010)
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Table 3
China’s Missile Exports to Iran114

Missile System Characteristics Areas of Reported Chinese Assistance
to Iran

Anti-Ship Cruise Missiles
(1987 sale of cruise 

missiles to Iran enacted US 
sanctions against China)

 

HY-2
(Variations include
HY-2A, HY-2B, HY-2G)
(Also called Silkworm, 
Seersucker, C-201, CSSC-3)

• Range: 95 km
• Payload: 513 kg
• Liquid propellant;
• Infrared or active radar 

guidance
• Air-, ship-, and coast-launched 

versions

• Transfer of complete HY-2 missiles 
from China to Iran (1986–1989)

• Production technology for HY-2

C-801

• Range: 40 km
• Payload: 165 kg
• Solid propellant;                     

Inertial and active radar 
guidance

• Ship- and coast- launched 
versions

• Transfer of complete C-801 missiles 
from China to Iran (since 1987)

• Production technology for C-801

C-802

• Range: 120 km
• Payload: 165 kg
• Turbojet engine;                         

Inertial and active radar 
guidance

• Air-, ship-, and coast-launched 
versions

• Transfer of complete C-802 missiles, 
some of which are mounted on 
Chinese Hudong FACs (1993–1997)

• 150 of 400 C-802s were transferred 
until deal was cancelled under US 
pressure

• China also supplied Iran with 
production technologies for C-802

• C-802 uses Microtube S.A. (France) 
engines called the TR-61; sold to 
China in 1987 specifi cally for use in 
this missile 

Karus • Two indigenous Iranian anti-
ship missiles; details unknown

• The Karus missiles are allegedly 
based on the Chinese C-801 and/
or C-802

• China and Iran possibly involved 
in joint development of the Karus; 
reports unconfi rmed

FL-10

• Indigenous Iranian medium-
range anti-ship missile; details 
unknown

• Chinese FL-2 has 50 km range; 
FL-7 has 30 km range

• FL-2 and FL-7 carry 365 kg 
payload

• Reportedly based on Chinese FL-2 
and/or FL-7 missiles

• Developed with Chinese technical 
assistance
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Missile System Characteristics Areas of Reported Chinese Assistance
to Iran

Surface-to-Surface 
Ballistic Missiles

M-7 
(Also known as: CSS-8; 
8610)

• Range: 160 km
• Payload: 190 kg
• Solid propellant booster with 

liquid propellant main engine 
• Based on HQ-2 SAM 
• May be primarily anti-ship

• Secret direct transfer of M-7 missiles 
from China to Iran (1992–1994)

• Extensive production and assistance 
for M-9 testing including transfers 
of guidance and propulsion 
technologies 

M-9 
(Also known as: CSS-6; 
DF-15)

• Range: 600 km
• Payload: 950 kg
• Solid propellant

• Discussions of possible direct 
transfer of M-9 missiles from 
China to Iran (1987–1992); deal was 
cancelled under US pressure

M-11 
(Also known as: CSS-7; 
DF-11)

• Range: 300 km
• Payload: 800 kg
• Solid propellant

• Discussions of possible direct 
transfer of M-11 missiles from 
China to Iran (1989–1992); no 
transfer occurred

Scud-B • Range: 320 km
• Payload: 985 kg

• North Korean Scud-B kits 
assembled at Isfahan facility, which 
was built with Chinese assistance 
(1987–88)

• Chinese transfer of advanced 
guidance technology may help 
Iran produce more accurate Scud 
missiles (1996); linkage unclear

Iran-130 
(Also known as 
Mushak-120; Iran 
currently developing 
extended range versions 
Mushak-160 and 
Mushak-200)

• Range: 130 km
• Payload: 190 kg

• Possible Chinese assistance with 
Iran-130 programme and provision 
of production technology (1989)

• Possible Chinese assistance with 
the development of a 200 km range 
version, the Mushak-200; details 
unknown

Tondar-68 • Under development; 
characteristics unknown

• Originally thought to be a 1000 km 
range version of China’s M-11; more 
recent reports, however, suggest 
that the Tondar project is actually 
an anti-ship cruise missile based on 
China’s C-801 or C-802

Shahab-3  (Iranian version 
of Nodong) • Ranges: 800–1240 miles

• North Korea provided the missiles 
and Russia provided materials 
and technology to upgrade these 
systems (1998); Chinese guidance 
and control technologies for short-
range missile might have been be 
used to improve the accuracy of the 
Shahab-3.
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Figure 1
The world’s biggest arms exporters (amount in bn USD)

Chinese arms sales according to continents/regions (0.5 billion USD)
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Arms imports by continent/region (MENA=Middle East & North Africa)

Based on data at htt p://www.controlarms.org/en.

Figure 2

Source: htt p://www.eia.doe.gov/emeu/cabs/China/Oil.html.

0

2

4

6

8

10

12

14

billion USD

                       Africa                MENA
  Latin America           Asia  



 131

Iran and China - Looking for an Alliance and Regional Power Status 

Notes
1   Ilan Berman: “Beĳ ing’s Iranian Gamble”. Far Eastern Economic Review, htt p://www.feer.com/

essays/2009/april/beĳ ings-iranian-gamble, 13 April 2009.
2  Among others see Nasser Saghafi -Ameri – Afsaneh Ahadi: Irān ve siyāsat-e negāh be-sharq 

[Iran and the Looking to the East Policy]. Tehran: 2008, p. 126; Tamás Matura: “G-2 – Új 
realitás?” [G-2 – A New Reality?]. MKI Gyorselemzés, No. 26. (2009), htt p://www.hiia.hu/index.
php?oldal=23&kep=2&gyors=26.

3  In the past years China has started to build and develop ports in Gwadar (Pakistan) at the 
entrance of the Strait of Hormuz, in the Straits of Molocca (Myanmar), and at Kompong-Sihanouk 
(Cambodia). Dan Blumenthal: “Providing Arms. China and the Middle East”. Middle East Quarterly, 
(Spring 2005). pp.11–19, htt p://www.meforum.org/695/providing-arms; Saghafi -Ameri – Ahadi: op. 
cit. p. 129.

4  Russia is conducting a fi rm policy to regain its former – political and economic positions in the 
region.

5  Borzou Daragahi: “China Goes Beyond Oil in Forging Ties To Persian Gulf”. New York Times, htt p://
www.nytimes.com/2005/01/13/business/worldbusiness/13oil.html, 13 January 2005.

6  “In 1997 CNPC took the largest share in a multinational joint venture to explore and develop 
oil fi elds and build a pipeline to Sudan at the time when the US was imposing a blanket trade 
embargo ont hat country preventing US energy companies from competing for these projects.” 
Flynt Leverett  – Jeff rey Bader: “Managing China–US Energy Competition in the Middle East”. The 
Washington Quarterly, (Winter 2005–2006). p.190.

7  The ILSA (Iran–Libya Sanctions Act) entered into force in 1996 in the United States, and sanctioned 
companies that traded with or invested in Iran and Libya. Aft er several amendments – Libya was 
taken out of the sanctions – the ISA (Iran Sanctions Act) is in eff ect till the end of 2011. Kenneth 
Katzman: “The Iran Sanctions Act (ISA)”. CRS Report for Congress, RS20871, htt p://www.fas.org/sgp/
crs/row/RS20871.pdf, 17 October 2007.

8   Amy Myers Jaff e: “The Chinese companies have a policy of trying to fi nd oil and gas deals where 
they don’t have to compete with the U.S. oil companies … They tend toward countries where the 
U.S. has sanctions like Sudan, Iran and Iraq”, quoted by Daragahi: op. cit.

9  Saghafi -Ameri – Ahadi: op. cit. p. 126.
10  Abigail Hauslohner: “In the Middle East, Litt le Outcry Over China’s Uighurs”, htt p://www.time.

com/time/printout/0,8816,1911002,00.html, 17 July 2009.
11  China is party to the Nuclear Non-Proliferation Treaty, the Chemical Weapons Convention and the 

Biological and Toxin Weapons Convention; signed, but has not ratifi ed the Comprehensive Test Ban 
Treaty and although it has not joined the Missile Technology Control Regime, it announced that 
it would abide by its guidelines. The Chinese National People’s Assembly has passed laws on the 
export of arms and military technologies accordingly. In spite of that the international community 
has expressed its concern over the lack of transparency related to the Chinese measures.

12  “China’s Non-Proliferation Policy and Measures”. People’s Republic of China, htt p://english.gov.cn/
offi  cial/2005-07/28/content_17957.htm, December 2003.

13  John Calabrese: “The Risks and Rewards of China’s Deepening Ties with the Middle East”, www.
asianresearch.org/articles/2651.html, 15 July 2005.

14  “In an interview with Renmin Ribao [People’s Daily], China’s leading newspaper, Syrian president 
Bashar al-Assad said, ‘China is now a superpower and is very important aft er the absence of 
the Soviet Union. China’s role has expanded across the world and has become more important 
especially for small countries including Syria.’” Syrian Arab News Agency (SANA), 21 June 2004. As 
quoted Jin Liangxiang: “Energy First. China and the Middle East”. Middle East Quarterly, (Spring 
2005), www.meforum.org/694/energy-fi rst.



132 Asian Studies - 2011

Erzsébet N. Rózsa

15  At the conference organized by the Ministry of Foreign Aff airs of Qatar and the UCLA under the 
title of “Enriching the Middle East’s Economic Future Conference”, 9–11 March 2009, Doha, Qatar.

16  John Calabrese: op. cit.
17  Guang Pan: “China’s Success in the Middle East”. Middle East Quarterly, (December 1997), htt p://

www.meforum.org/373/chinas-success-in-the-middle-east; Leverett –Bader: op. cit. p. 188.
18  CSS-2 was part of the Chinese missile series Dongfeng [eastern wind] developed on the basis of the 

Soviet R-2 missiles. The range of Dongfeng 3A supplied to the Saudis was 2800 km, with a payload 
of 2000 kg, but with a decreased payload the range could even reach 4000 km.

19  Leverett –Bader: op. cit. p. 188.
20  Ibid. p. 190.
21  The still bigger opening, the zou chu qu [“going out”] policy started in 2002, when Hu Jintao became 

the secretary general of the Communist Party. Leverett –Bader: op. cit. p. 193.
22  Gulf Cooperation Council/GCC, members: Saudi Arabia, Kuwait, Bahrain, Qatar, the United Arab 

Emirates and Oman.
23  “In July 2004, China and the Gulf Cooperation Council (GCC) announced the launch of China–GCC 

Free Trade Agreement negotiations. Till now, the two parties have held fi ve rounds of negotiations 
and have reached agreement on the majority of issues concerning trade in goods. Negotiations on 
trade in services are also launched.” htt p://ft a.mofcom.gov.cn/topic/engcc.shtml.

24  Ibid.
25  “China Appoints New Special Envoy on Middle East Issue”, htt p://news.xinhuanet.com/

english/2009-03/19/content_11035861.htm, 19 March 2009.
26  Daragahi: op. cit.
27  Gawdat Bahgat: “China’s Energy Policy: Strategic Implications”. Middle East Economic Survey, Vol. 

49. No. 3. (2007), htt p://www.mees.com/postedarticles/oped/v50n03-5OD01.htm; Yoram Evron: 
“Iran, China, and the Israeli Stick”. INSS Insight, No. 150. (2009).

28  “China’s Trade Relations with the Middle East”. Middle East Progress, htt p://middleeastprogress.
org/2007/08/china%E2%80%99s-trade-relations-with-the-middle-east/, 15 August 2007.

29  “China’s Worldwide Quest for Energy Security”. IEA, htt p://www.iea.org/textbase/nppdf/free/2000/
china2000.pdf, p. 31.

30  Calabrese: op. cit.; “China to Import 260 Mt of Oil and 20 Bcm of Natural Gas by 2010”. htt p://www.
resourceinvestor.com/News/2007/7/Pages/China-to-Import-260Mt-of-Oil-and-20Bcm-of-Natural.
aspx, 7 March 2007.

31  Calabrese: op. cit.
32  Leverett –Bader: op. cit. p. 190.
33  In 2009, oil import from Saudi Arabia showed a 10% increase as compared to 2008, and in 2010 a 

further 12% increase is expected. “China Oil Imports from Saudi to Rise by 12% in 2010”, htt p://
www.bi-me.com/main.php?id=42229&t=1.

34  Daragahi: op. cit.
35  Leverett –Bader: op. cit. p. 190.
36  In 2005, SINOPEC concluded a 15 million dollar deal, in the framework of which they are building 

oil storages at Basra. Daragahi: op. cit.
37  See more at Leverett –Bader: op. cit. pp. 191–192.
38  Daragahi: op. cit.
39  Colin Lothian, Middle Eastern analyst: “It’s a political deal … It’s about forming relations with 

Saudi Arabia in order to secure China’s long-term energy needs so when they do come looking for 
crude they’ll be viewed favorably.” quoted by Daragahi: op. cit.

40  Leverett –Bader: op. cit. p. 197.
41  Liangxiang: op. cit.
42  Guang Pan: op. cit.
43  htt p://www.mtcr.info/english/partners.html.



 133

Iran and China - Looking for an Alliance and Regional Power Status 

44  “China Arms Sales Fuel Confl icts”. BBC News, htt p://news.bbc.co.uk/2/hi/asia-pacifi c/5070220.stm, 
12 June 2006.

45  The Middle Eastern zone free of all weapons of mass destruction (WMD-free zone) was proposed 
by Egyptian president Mohamed Hosni Mubarak in April 1990, due to the situation that developed 
among the states in the Middle East.

46  Between 2001–2008, China was responsible for some 3% of global arms sales. “The Arms Trade 
is Big Business”, http://www.globalissues.org/article/74/the-arms-trade-is-big-business
#GlobalArmsSalesBySupplierNations. For more see, e.g. Richard F. Grimmett: “Conventional 
Arms Transfers to Developing Nations 2001–2008”. CRS Report for Congress, htt p://www.fas.org/
sgp/crs/weapons/R40796.pdf, 4 September 2009.

47  “Arms Sales to the Middle East”, htt p://www1.voanews.com/english/news/a-13-2009-04-27-
voa26-68814102.html, 29 April 2009.

48  Daragahi: op. cit.
49  Malcolm Moore: “China will Build Special Railway for Muslim Pilgrims”, htt p://www.telegraph.

co.uk/news/worldnews/middleeast/saudiarabia/4587544/China-will-build-special-railway-for-
Muslim-pilgrims-in-Saudi-Arabia.html, February 11, 2009.

50  Daragahi: op. cit.
51  The most visible characteristics are language, writing and architecture. Persian language has for 

centuries been considered as the language of education well over the Iranian plateau. There are 
several smaller-bigger Iranian-speaking Iranian peoples in the wider neighbourhood, e.g. the 
Tajiks or the Dari-speaking Afghans. In these surroundings the so-called shekaste calligraphy of 
the Arabic script has spread. The turquoise-blue mosques demarcate relatively clearly the borders 
of the Iranian sub-civilization, to which Persian Infl uence spread from Bokhara to Herat.

52  To symbolise that, Reza Shah changed the name of the country to Iran in 1935.
53  Péter Polonyi: “Birodalom-e Kína?” [Is China an Empire?]. In: Nemzeti identitás és külpolitika a Közel-

Keleten és Kelet-Ázsiában [National Identity and Foreign Policy in the Middle East and East Asia] 
(ed. Erzsébet N. Rózsa). Budapest: Teleki László Alapítvány, 2005, pp. 183–184.

54  D. Hoshang Tale: “Tarihche-ye maktab-e paniranism” [The Booklet of Pan-Iranism], htt p://www.
paniranism.net/PaniranismHistory.html.

55  Dénes Gazsi: “Irán: ‘Irak csak ürügy volt, a valódi célpont mi vagyunk’” [Iran: “Iraq Was Only an 
Excuse, the Real Target Is Us”]. Kül-Világ, Vol. 2. No. 4. (2005). htt p://www.epa.hu/00000/00039/00007/
pdf/gazsi.pdf.

56  “CIRI, i.e. China, India, Russia and Iran” – at the conference organized by the Institute for Political 
and International Studies of the Iranian MFA, on March 4–5, 2003 under the title of the 13th 
International Conference on the Persian Gulf: “The Persian Gulf in the Light of Global Changes 
and Regional Developments”.

57  Saghafi -Ameri – Ahadi: op. cit.
58  Ariel Cohen: “Russia’s Iran Policy: A Curveball for Obama”. The Heritage Foundation, Backgrounder 

No. 2359. (January 15, 2010).
59  Ahmadinejad ever since 2005 has participated in every SCO summit.
60  Richard Weitz: “The SCO’s Iran Problem”. Central Asia – Caucasus Institute/CACI Analyst, htt p://

www.cacianalyst.org/?q=node/5159, 19 August 2009.
61  Juan Forero: “Ahmadinejad Boosts Latin America Ties. Tours Include Not Just Anti-U.S. Nations, 

But Also Democratic Brazil”. The Washington Post, htt p://www.washingtonpost.com/wp-dyn/
content/article/2009/11/27/AR2009112703130.html, 28 November 2009.

62  “Brazilian President Luiz Inacio Lula da Silva backed Iran’s ‘use of peaceful nuclear energy, 
in full respect of international accords’ and called for a ‘just solution’ to the nuclear dispute.”. 
“Ahmadinejad Wraps up LatAm Tour”, Press TV, http://www.presstv.ir/detail.aspx?id=112227&
sectionid=351020101, 26 November 2009.

63  Heidi Vogt: “Chavez, Ahmadinejad Show Solidarity with Africa”. The Washington Post, 2 July 2006.



134 Asian Studies - 2011

Erzsébet N. Rózsa

64  Ibid.
65  “That Mahmoud Ahmadinejad’s government has left  footprints in Africa is no closed secret. 

Tehran has forged ties with Senegal where it has promised to build an oil refi nery, a chemical 
plant and an $80 million car assembly. Tehran and Zimbabwe have signed deals to boost energy 
cooperation, restart Zimbabwe’s defunct oil refi nery, underwrite agricultural policies that have 
left  the Southern Africa nation on the brink of famine and help repel sanctions. In 2007, Iran not 
only pledged cooperation to exploit Uganda’s newfound oil fi elds, but its Export Development 
Bank pledged $1 million to underwrite microfi nance in Uganda. Iran has wooed Cote d’Ivoire, 
Sudan, Malawi, Lesotho, Mauritania, Mali, Namibia and South Africa among other countries.” 
“Africa Can Learn from President Mahmoud Ahmadinejad”. The African Executive, htt p://www.
africanexecutive.com/modules/magazine/articles.php?article=4368.

66  Article 3 and Chapter X of the Iranian constitution speak of the rejection of any kind of foreign 
dominance. www.irvl.net/IRAN-CONS.htm.

67  Guy Dinmore – Najmeh Bozorgmehr: “Iran ‘Accepts Two-State Answer’ in Mideast”, htt p://
www.ft .com/cms/s/0/3042d2cc-3c3e-11db-9c97-0000779e2340.html?nclick_check=1. 4 September 2006.

68  Michael Slackman: “Iran Tones down Its Vocal Support for Hamas”. The New York Times, htt p://
www.nytimes.com/2009/01/13/world/africa/13iht-tehran.4.19324732.html, 3 January 2009.

69  “Ahmadinejad’s Lett er to Bush”, htt p://www.washingtonpost.com/wp-dyn/content/
article/2006/05/09/AR2006050900878.html. 9 May 2006.

70  “Mahmoud Ahmadinejad Lett er to Angela Merkel”, htt p://www.mohammadmossadegh.com/
news/mahmoud-ahmadinejad/lett er-to-angela-merkel/, 28 August 2006.

71  “Ahmadinejad: US Should Apologize for Accusations that Iran Is Pursuing Nuclear Weapons”, 
htt p://www.nctimes.com/news/national/article_8ebb8dae-525d-55e7-9e9c-1c7290063e9d.html, 17 
November 2007.

72  See the relevant articles of the NPT, but especially article 6.
73  See e.g. the news that Hamas fi ghters used Iranian weapons in the Gaza war, and that they had 

received Iranian training. Mark S. Hanna: “The Iran–Hamas Connection”. American Thinker, htt p://
www.americanthinker.com/2009/01/the_iran_hamas_connection.html, 8 January 2009.

74  “The Iran Nuclear Issue in Sino-U.S. Relations”. China Institute of Contemporary International 
Relations, www.cicir.ac.cn, Sept./Oct. 2007; John Eligon – William J. Broad: “Indictment Says 
Banned Materials Sold to Iran”. The New York Times, htt p://www.nytimes.com/2009/04/08/
nyregion/08indict.html?_r=1, April 8, 2009.

75  “China’s Nuclear Exports and Assistance to Iran”. NTI, htt p://www.nti.org/db/China/niranpos.htm.
76  Philippe Rater: “Russia, China Closer to Approving Iran Sanctions”, htt p://www.google.com/

hostednews/afp/article/ALeqM5i0mOb7oKWdIOrhp3P-1Glr3KdtgQ, 4 December 2009.
77  “No Agreement Between 6 Powers Over Iran Sanctions”, htt p://www.foxnews.com/

story/0,2933,583170,00.html, 16 January 2010.
78  Jay Solomon – Joe Lauria: “U.S. to Outline New Iran Sanctions”. The Wall Street Journal, htt p://

online.wsj.com/article/SB10001424052748704094304575029692904293082.html, 28 January 2010.
79  This was mostly raised by Ayatollah Ahmed Jannati.
80  “Iran Denies Decision to Withdraw from NPT”, http://209.85.135.132/

search?q=cache:A3iYlu6IZaEJ:www.islamidavet.com/english/2009/11/30/iran-denies-decision-
to-withdraw-from-npt/+Ahmadinejad+withdrawal+NPT&cd=1&hl=hu&ct=clnk&gl=hu&client
=firefox-a, 30 November 2009.

81  “Nuclear Weapons Unholy Iran Says / Islam Forbids Use Clerics Proclaim”, htt p://articles.sfgate.
com/2003-10-31/news/17515120_1_nuclear-program-nuclear-weapons-supreme-leader, 31 October 
2003; “Iran’s Missing Anti-Nuclear Fatwa”, htt p://www.fas.org/sgp/news/secrecy/2005/08/081105.
html#1, 11 August 2005.

  By this forbidding Iran practically precedes the international community, which could not so far 
determine on the illegality of the use of nuclear weapons.



 135

Iran and China - Looking for an Alliance and Regional Power Status 

82  “Iran and Israel Face off  As Ahmadinejad Says No Need for Nukes”, htt p://www.spacewar.com/
reports/Iran_has_no_need_for_nuclear_weapons_Ahmadinejad_999.html, 23 September 2007; 
“Era of Nuclear Weapons is Over: Ahmadinejad”. Turkish Weekly, htt p://www.turkishweekly.net/
news/92681/era-of-nuclear-weapons-is-over-ahmadinejad.html, 25 January 2010.

83  “Ahmadinejad Demands Global Nuclear Disarmament”. Press TV, http://www.presstv.ir/
detail.aspx?id=115729&sectionid=351020101, 9 January 2010.

84  “The Iran Nuclear Issue in Sino-U.S. Relations…”, op. cit.
85  “Iran Trade: White House’s Hostile Rhetoric Fails to Stem Flow of Exports to Regime Under 

Sanctions”. The Guardian, htt p://www.guardian.co.uk/world/2008/jul/09/usforeignpolicy.usa/
print. 9 July 2008; “Hostile Rhetoric No Barrier to Iran–US Trade”, htt p://www.guardian.co.uk/
world/2009/oct/12/us-iran-trade-mahmoud-ahmadinejad/print, 12 October 2009.

86  In 2009 President Obama congratulated the Iranian people on the occasion of the Iranian New Year, 
the nouruz.

87  Solomon – Lauria: op. cit.
88  See the response by Ayatollah Khamenei to the nouruz speech, Borzou Daragahi – Ramin 

Mostaghim: “Iran’s Khamenei Rebuff s Obama Overture”. Los Angeles Times, htt p://articles.latimes.
com/2009/mar/22/world/fg-obama-iran22, 22 March 2009.

89  “China Energy Data, Statistics and Analysis – Oil, Gas, Electricity, Coal”, htt p://www.eia.doe.gov/
emeu/cabs/China/Background.html.

90  Sarah Schafer: “Nuclear Energy: China Leaps Forward”. Newsweek, htt p://www.msnbc.msn.com/
id/11080908/site/newsweek/print/1/displaymode/1098/, 6 February 2006.

91  Dingli Shen: “Iran’s Nuclear Ambitions Test China’s Wisdom”. The Washington Quarterly, (Spring, 
2006). pp. 56–57.

92  Article 3 and Chapter X of the Iranian constitution speak of the rejection of any kind of foreign 
dominance. www.irvl.net/IRAN-CONS.htm.

93  Shen: op. cit. pp. 60–61.
94  Yadavaran is one of the world’s biggest non-developed oil fi elds, the capacity of which is estimated 

at some 300,000 barrel/day, half of which will be exported to China. Shen: op. cit. p. 61.
95  Berman: op. cit.; “Iran Signs a $3.2 Billion Natural Gas Deal with China”. Los Angeles Times, www.

latimes.com/news/nationworld/world/la-fg-iran-china15-2009mar15,0=,7270025.story, 15 March 2009.
96  htt p://www.mtcr.info/english/index.html.
97  “China’s Non-Proliferation Policy and Measures”. People’s Republic of China, htt p://english.gov.cn/

offi  cial/2005-07/28/content_17957.htm, December 2003.
98  “China’s Missile Exports and Assistance to Iran”. NTI, htt p://articlwww.nti.org/db/china/

miranpos.htm.
99  “Head of Iran–China Chamber of Commerce Assadollah Asgaroladi”, FARS, htt p://english.

farsnews.ir 6 October 2009; The volume of trade in 1994 was only 400 million dollars. “Iran, China 
Aspire to $ 50 Billion Trade by 2014”, www.presstv.ir/detail.aspx?id=94320, 11 May 2009.

100  Saghafi -Ameri – Ahadi: op. cit. p. 128.
101  “Inauguration of Iran–China Commerce Center in Shanghai”, htt p://english.irib.ir/index.php/news/

political/27891-inauguration-of-iran-china-commerce-center-in-shanghai, 20 November 2009.
102  “Iran Opens First Overseas Commerce Center”. Tehran Times, htt p://www.tehrantimes.com/index_

View.asp?code=208434, 21 November 2009.
103  “Iran, China Sign Deals Worth $17 Billion”. Press TV, www.presstv.ir/detail.aspx?id=95112&section

id=3510213, 18 May 2009.
104  “Largest Iranian Automaker Taps the Soaring Chinese Market Further”. Gasgoo, htt p://autonews.

gasgoo.com/auto-news/6493/Largest-Iranian-automaker-taps-the-soaring-Chinese-market-further.
html, 21 May 2008.

105  „Iran Khodro Establishes JV with Chinese Manufacturer Jinhua Qingnian”, htt p://www.
chinacarforums.com/forum/showthread.php?t=871, 5 September 2006.



136 Asian Studies - 2011

Erzsébet N. Rózsa

106  The late Sheikh Abdulaziz bin Baz, former chief muft i of Saudi Arabia, quoted by Dan 
Blumenthal: “Providing Arms. China and the Middle East”. Middle East Quarterly, (Spring 2005), 
www.meforum.org/695/providing-arms.

107  Ayatollah Jafar Sobhani, quoted by Hauslohner: op. cit.
108  Liangxiang: op. cit.
109  “Death to China Heard at Rafsanjani Sermon. Why?”. The Christian Monitor, htt p://www.csmonitor.

com/World/Global-News/2009/0717/death-to-china-heard-at-rafsanjani-sermon-why, 17 July 2009.
110  “China Calls for ‘Stability, Solidarity’ in Post-Election Iran”. Xinhua, htt p://news.xinhuanet.com/

english/2009-06/16/content_11552204.htm, 16 June 2009.
111  Many emphasize that the Chinese model could not have been realised if it was not built on the 

nation-building process, which started in the 19th century in China, and which was followed both 
by the nationalists and the communists. Patrick Appel: “The Chinese Model”. The Atlantic, htt p://
andrewsullivan.theatlantic.com/the_daily_dish/2009/07/the-chinese-model.html, 21 July 2009.

112  “Can Chinese Model Be Replicated”. People’s Daily Online, htt p://english.peopledaily.com.
cn/90001/90780/91342/6761416.html, 18 September 2009.

113  Wei Pan: “The Chinese Model of Development”, htt p://fpc.org.uk/fsblob/888.pdf, 11 October 2007.
114   “China’s Missile Exports and Assistance to Iran”. NTI, htt p://articlwww.nti.org/db/china/

miranpos.htm.



 137

The Impact of Inter-Regional (EU–China) 
Relations on the Security of Eurasia
Lajos Rácz*

Introduction: The Role of Regionalisation and Integration in 
Shaping International Power Relations

Throughout history, large human communities on diff erent continents have 
followed divergent ways of development. Until the age of the great geographical 
discoveries, the expansion of empires was blocked by high mountains, deserts 

and oceans separating the continents from each other. The most favourable conditions 
for the development and spread of civilisations, including the transfer of cultural 
values and technical innovations across geographical and political borders, were 
formed in Eurasia.1 Even the two most advanced civilisations, the European and the 
Chinese, were cut from each other by natural obstacles and a number of buff er states 
and empires, which also served as semi-permeable frontiers crossed by the commercial 
and war routes (aft erwards oft en referred to as the “Silk Road”).

The great geographical discoveries, colonisation, two world wars and the current 
economic globalisation have created the unifi ed (global) world system,2 which replaced 
earlier partial world systems that existed more or less in isolation from each other. Aft er 
the formation of the nation states, these predecessor world systems existed not simply 
as empires, but as alliances, because the interacting national communities had to form 
coalitions in order to create “equal opportunities” for participation in the economic 
competition and all other kinds of “war games”.

The present world economic system is based on the capitalist ideals of free trade 
and fair competition. Competition is a bit bett er than warring, but it only works if the 
participants consider it fair enough to stay in the game and keep the rules.

With regard to the diff erence in size between the various countries, the smaller 
nation-states can challenge the heavyweights only by forming regional groups, 
alliances and, sometimes, even integrations. Aft er the Second World War in Europe, 
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such regional integrations were formed mainly as a means to counterbalance the 
overwhelming infl uence of the Soviet Union and/or the United States in military and 
economic dimensions. This led to the creation and gradual development/enlargement 
of the NATO and the EU.

New complex challenges are facilitating the continuation of this process well into 
the future. In Southeast Asia the relatively small countries of the region formed the 
ASEAN so as to be able to withstand the pressures coming from China, Japan and 
India with a fair chance of success. Even great powers, like China and Russia, may 
feel the necessity to cooperate with other regional players, interested in an organized 
and institutionalised way within the framework of an international organization 
that coordinates their activities across the spectrum of serious challenges. Thus, the 
Shanghai Cooperation Organization (SCO) was created. Similar motives played an 
important role in the formation of the US–Japan–South Korea triangle.

These coalitions and alliances are half-open, half-closed, as their force-multiplying 
eff ect can be realised sometimes together with, sometimes against other countries 
(great powers among them) and groups of states. This changing degree of openness 
characterises the ASEAN (+3) formation just as well as EU enlargement and its 
partnership relations, or the interregional links across continents.

Therefore, besides globalisation and its institutions, like the UN and the WTO, 
regionalisation and its special form, regional integration is also a viable option.

Global relations are manifested on several overlapping levels (interstate, intraregional, 
interregional, inter-integration and intercontinental, etc.). The complex relations 
between continents as hyper-regions are conducted mainly as interregional and inter-
integration, multilevel, overlapping and cross-associated links. In this framework of 
reference, even the big and medium size compound states themselves can be considered 
as regional integrations, which does not exclude the possibility of their membership in 
higher-level integrations.

As a typical example of the organizational frameworks of intercontinental relations, 
we can mention the ASEM, which comprises, in an informal way, small and large, 
unitary and compound states, regional organizations (ASEAN) and integrations (EU) 
as well. Within this complicated web of relationships, the Europe–Asia connection 
occupies an especially important position, and includes the EU–China connection as 
one of its key elements. In my interpretation, at both ends of this connection there 
are such formations that should be called integrations. What’s more, besides being 
integrations themselves, both the EU and China are att raction centres of even bigger regional 
integrations that are now in their forming stage.

Between small countries, like Hungary and big countries, like China, in various 
dimensions there are diff erences in size of several magnitudes. From the viewpoint 
of such “small” countries, eff ective cooperation for mutual benefi ts should fi rst of all 
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be conducted on a regional scale, within the framework of integrations. However, the 
diff erence in size (although on a smaller scale) is prominent between the EU and China 
as well (and between Europe and Asia likewise).

On the sidelines of the EU–Japan symposium, at the press conference held in 
Budapest on 3 March 2011, Mr Zsolt Németh, Minister of State for Foreign Aff airs, said 
that ASEM was becoming increasingly the engine of relationship building between 
Europe and Asia. According to Mr Németh, one group of Asian partners represents 
the same mindset as that of the EU, for example, a commitment to human rights and 
democracy, while the relationship with the other group will be mainly dominated 
by economics. The EU has tasks concerning both of these groups, and the Union 
endeavours to conduct strong cooperation with them, told the minister of state.3

Mr Németh detailed the signifi cance of the partnership and cooperation agreements, 
concluded or planned with Asian countries, highlighting the close relationship between 
the EU and Japan and between the EU and the Republic of Korea.4

These statements of the minister of foreign aff airs, from the country that gives the 
EU presidency, underlines the union’s value based diplomacy, making clear distinctions 
between “like-minded” Asian countries and “authoritarian” states like China, but 
the fact is that economy stands at the forefront of European-Asian relations, and the 
number-one trading partner for Europe is China, and vice versa.

A senior expert of the Institute of European Studies at the Chinese Academy of 
Social Sciences, professor Chen Xin, outlining the 30 years of development in China–
EU relations, observes that they focus on trade and investment. These sectors started 
from a low base, but have reached record highs by the 21st century (see Graphic 1).5

Strategic partnership gave further impetus to economic and trade relations. Based on 
quantitative trade data, bilateral relations could be called a success story, but sustaining 
growth is becoming a problem on both sides. The situation is further complicated by 
the imbalances of trade, economic disputes and other confl icts.

According to Chen, the seemingly huge imbalance in trade is misleading if we 
disregard the multifaceted advantages and disadvantages that both sides can claim 
indirectly. The reason is that the bilateral issues form a part of the China–EU–East Asia 
triangle (alongside the China–EU–US triangle).

It is hard to decide how much the European consumers can save by purchasing 
cheap (but good quality) Chinese goods.

Bilateral imbalances refl ect the dynamics of trilateral fl ows (see Graphic 2), and can 
be explained by China becoming the assembly workshop of the world, taking over 
the leading exporter’s position from other Asian economies.6 Thus, the EU would 
have a trade defi cit with Asia anyway. The only diff erence between the past and the 
present is that now it is China, instead of Japan and the “small tigers”, who exports 
the manufactured goods processed from component parts coming from all over Asia. 
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Besides, the trade statistics do not reveal the extent of Chinese added value in, and the 
profi t on the goods exported to Europe (compared to the import price of raw materials 
and other components).

Trade statistics also hide profi ts the European companies make on the huge Chinese 
market. Actually, European companies invest in Chinese export-oriented industries, 
and produce goods for the Chinese market as well, replacing EU export and Chinese 
imports at the same time. Thus – according to the Chinese scholars – the EU’s FDI 
contributes signifi cantly to the imbalances of bilateral trade.7

The Chinese trade surplus against the EU is part of a larger, complex problem. For 
the EU, China is not a challenge in itself. “The real challenge is the rapidly advancing 
economic integration of East Asia with China in its centre.”8 A large integration is facing 
another large integration. This is as big a challenge for Europe as the global economic and 
fi nancial crisis.

The disproportional availability of natural and human resources between Europe 
and China cannot be compensated for by military superiority, industrial might, ma-
nagement expertise, rational and fl exible decision-making on the batt lefi eld or bett er 
competition strategy in the marketplace. Those solutions are matt ers of the past. Today 
China presumably possesses the same qualities. What can be decisive in the 21st century 
is the harmonious interplay of all these power factors, especially the synergies that 
facilitate interregional coordination and cooperation in solving the common problems.

                  htt p://ies.cass.cn/en/UploadFiles_8765/201105/2011050516533777.pdf
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Graphic 2

htt p://ies.cass.cn/en/UploadFiles_8765/201105/2011050516533777.pdf

The almost incomprehensibly obscure phenomenon, which embodies this capability, 
is what the Chinese call comprehensive national power (CNP). CNP is an indicator, which 
shows where we can place a nation-state (or a regional integration that functions as a quasi 
nation state) on the ranking list of powers according to their abilities to fi ght, compete or 
cooperate with each other.

So what is comprehensive national power, aft er all?
As a method of scientifi c analysis, CNP is an integrated, multifactor and multilevel 

indicator, a comparative coeffi  cient and a calculus procedure.9 From the perspective of 
economic studies, CNP as a complex calculus used for indicator development is similar 
to the measurement of GDP, but it extends to even more dimensions of state power. 
CNP as a coeffi  cient used to compare the overall capabilities of nations that engage each 
other, is also very similar to the theory of comparative advantages (of trade). However, 
comparative advantages are short-lived and transitory, compared to the strategic nature 
of CNP factors. For example, China’s population is 10 times larger and its territory is 
25 times larger than Japan’s. In spite of this, it had, for decades, been a good “strategy” 
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for Japan aft er the Second World War to base its participation in global trade on the 
comparative advantages of qualifi ed workforce, technological innovation, industrial 
development, relatively low cost of raw materials and energy, the low level of military 
expenditure due to the bilateral defence arrangements with the US, and the general 
political climate of the Cold War, most notably China’s diplomatic isolation and internal 
troubles (civil war, Great Leap Forward, Cultural Revolution) that helped Japan to take 
the leading position in Asia as the number one industrial, technological and trading 
power and most important ally of the US in the region. Those days are over.

Following the “Nixon-shock”, leading to the end of Beĳ ing’s diplomatic isolation, and 
the impact of the reform and opening policy of Deng Xiaoping, by now it has become 
clear that in the long run, that Japan is at a disadvantage compared to China, due to 
the diff erences in size (natural resources) and population (human resources), that make 
Japan more vulnerable to natural calamities as well as international political, economic 
and fi nancial turbulence. Competition or confrontation with China on all fronts is 
not a viable option for Japan on its own any more. In the age of interdependence, the 
only option is a strategic mixture, dominated by cooperation. The same is true for the 
Europe–Asia relations, with the EU–China link as one of its key elements.

The most important applications of CNP belong to strategic planning, decision 
support, multidisciplinary trend analysis and extrapolation for prognosis in social 
and political sciences. The application of this procedure in the case of the EU is highly 
dubious, because the EU is not a full-fl edged integration. The EU represents a special 
power, in some respects more, in some other respects less than strong nation states. This 
peculiarity is the result of the hybrid nature of the EU, characterised by supranational 
qualities, as well as those of an international organization. This is what constitutes 
the greatest challenge for the Chinese scientists, because the methodology of CNP 
calculations was specifi cally worked out for assessing nation-state capabilities. That is 
the reason, why the EU is absent from the Chinese CNP ranking lists, while some of its 
member states are present.

China now is defi nitely the second strongest national power aft er the USA.10 But 
where is the EU on this list? How to measure the economic, the fi nancial, the military 
or the political power and the social and cultural effi  ciency of the EU? Does it make any 
sense to add up the GDP fi gures of the member states, when the budget centralisation 
of the union is just a tiny fraction of the whole output? Does it make any sense to 
add up the military expenditures or the personnel strength of the armed forces when 
the EFSP and ESDP are only at a preliminary stage? The task is even more diffi  cult, 
when the analyst is facing such problems, like European identity, or the willingness of 
the European citizens to follow guidance by the common institutions.11 The “Chinese 
challenge” facing the EU in the “soft ” dimension of power is essentially this: how to 
create a European identity that is capable to mobilise the population and the institutions 
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of the continent for unifi ed action, but without imperialistic allusions and without the 
loss of national characteristics. “It is as if we were still waiting for someone to invent 
Esperanto, a common language for Europe.”12

In the age of globalisation, great powers are pushed into strategic partnership 
by interdependency. This partnership contains the elements of cooperation and 
competition at the same time, while the possibility of confrontation cannot be excluded 
completely either. If strong, the cooperative partner is all the more desirable, if weak, 
the competitor is all the more tolerable without confrontation. Competition, interpreted 
as a zero-sum-game, begets temptation to do everything possible (openly or covertly) 
to weaken or eliminate the adversary. That is why competitive strategies are so similar 
to those applied in military confl ict or during the cold war.

Prior evaluation of power relations is the starting point of strategic planning. It is 
based on the essential knowledge needed to choose between cooperative, competitive or 
confrontational strategies, or to determine their appropriate mix. This will defi ne, how 
the players see each other, what benefi ts they hope will come from cooperation, what 
are the threat perceptions, the options, the intents and the capabilities they att ribute to 
the other side. It will also determine, how they plan and organize their activities, what 
their bargaining position will be, and how they will try to defend and promote their 
interests together with, or against each other. It should be quite obvious that the options 
of the weaker side are more limited in selecting a suitable strategy. The stronger side 
can freely choose between confrontational, competitive and cooperative strategies. 
A power balance is needed, so that the interacting players would see cooperation and/or 
fair competition as the most desirable option.

However, a balance is hard to achieve when there is such a dramatic shift  in the 
power relations as the one represented by the rapid rise of China and the relative 
decline of the West. According to the power transition theory of Organski,13 balance can 
even elevate the danger of war, when a dissatisfi ed rising power reaches parity with 
the satisfi ed leading power. The applicability of this theory in the case of China and the 
U.S. is highly questionable.14 Bringing the EU, another rising power (?) in this equation 
only complicates the matt er. It seems to me, that China, the U.S. and the EU are all 
unsatisfi ed, but for diff erent reasons.

China and the EU: an Audit of Power Factors

Let us fi rst try to compare the comprehensive power of China and the EU, in spite of 
the fact that the EU is not a nation. The way the Chinese are handling this suggests that 
Beĳ ing does not consider the EU in its entirety to be a strategic factor as much as some of 
its member states. At least this conclusion can be drawn from the fact that the Chinese 
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CNP statistics do not aggregate the national data of EU members (of whom only the 
major powers are compared to other potentially global players). However, the EU is 
always present in the economic competitiveness reports. This proves that the EU is 
considered as an economic competitor (and partner), but not as a complex, harmonious, 
overall power. From Beĳ ing’s angle – through “power lenses” – the EU may have the 
same problem as Japan, namely that it is “an economic giant, but a political and military 
dwarf”.15 Because of this discrepancy between various hard and soft  power factors and 
the diff erences between the member nations, any aggregation of the EU-data according 
to CNP methodology would not make much sense.

In a recent study, one of the “fathers” of the CNP methodology, Li Shaojun, discusses 
the power relationships of the G-7 and the so-called BRIC countries, based on 2009 
data.16 It may be a good starting point of a complex, multifaceted comparison between 
China and Europe, the latt er represented by the four “major” (strategically most 
important) powers of the union (the EU-4).

According to Professor Li Shaojun, “CNP refers to the sum of all the strength 
and resources that a country possesses for survival and development or that can be 
mobilized to achieve its strategic objectives. The evaluation index includes fi ve direct 
constituent elements: territory and natural resources, population, economy, mili-
tary, and science and technology; and four other factors that also have an impact on 
comprehensive national power, namely: social development, sustainability, security 
and domestic politics, and international contributions.”17

This is a somewhat simplifi ed approach compared to previous Chinese publications 
on the topic, which measure, interpret, calculate and aggregate several hundred power 
factors, but here I reserve my critical comments, and for practical reasons I will start my 
analysis along the same lines.

Territory and Natural Resources

The territorial extension of individual countries is a hard fact, closely linked with the 
availability of natural resources. Crude oil and natural gas deposits are also taken into 
account, based on the 2009 World Development Report data. To facilitate comparison, the 
data are normalised on a scale of 100 points, where the maximum number is given to the 
country that occupies the fi rst place according to the quantity of its actual resources (in 
this case, Russia, in all the three sub-indicators that add up to factor one. The three sub-
factors are taken into account with the same weight (1/3). The results are the following:

CHN: 22.3 UK: 2.27 FRA: 0.97 ITA: 0.91 GER: 0.77 EU-4: 4.92

This shows that natural resources of the EU-4 add up to about 22% (one fi ft h) of 
China.
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Human Resources

Here, the country’s population is taken into account (minus the number of those who 
are above 65 years of age), plus the percentage of participants in higher education to 
the whole population, plus education expenses compared to the GDP. These three sub-
factors add up with the weight of 60:30:10. The indicators are as follows:

CHN: 66.8 ITA: 35.01 GER: 33.28 GBR: 33.11 FRA: 32.79 EU-4: 33.54

In the case of human resources – in my interpretation – we are dealing with a complex 
indicator that has extensive and intensive dimensions as well.18 Intensive quantities do 
not add up, but combine to an average level. An even bett er measure of a multifactor 
combination of intensive quantities is the geometric mean.19 According to this, the 
EU-4’s 33.54 points represent the equivalent of about 50% of China’s human resources. 
The situation, however, seems to be more dire. The employment rate is 85% in China, 
and only 65% in Europe. The young and the working age population in Europe will fall 
drastically, while the society is aging rapidly. China has its own demographic problems, 
but as Hungarian Prime Minister, Viktor Orbán, said at the informal meeting of EU 
Ministers responsible for demography and family policy issues, held in Gödöllő, on 
1 April 2011, “Europe is losing the demographic race of great civilisations.”20

Economy

The third factor is economic development, measured by GDP and per capita GDP 
(based on World Bank data), and the so-called international economic competitiveness 
index. All the points are relative to 100, which is the score given to the USA.

GDP GDP/capita Competitiveness Econ. strength
GER 25.72 95.19 83.508 52.34
FRA 20.09 98.43 68.071 48.39
UK 18.63 92.24 76.069 46.46
ITA 16.14 82.00 52.059 39.49
CHN 27.18   6.20 76.595 25.83

The last column contains the three sub-factors with the weights of 60:30:10.
Per capita GDP data may be misleading, because such measures of “competitiveness” 

are not decisive above a certain magnitude. For the national power comparisons, it does 
not count that Luxemburg, Singapore or Finland is ahead of China in living standards, 
the quality of life or workers’ productivity. CNP measures the overall (aggregated) 
capability of nations, and one must compare China to such “heavyweights” as the USA, 
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Europe, Russia, Japan and India.21 For economic power, the aggregate GDP is most 
important, while for competitiveness, the sustainable growth rates should be taken 
into account, and historical data should be extrapolated into indicators of potential for 
future development. China’s current GDP (in 2011) is ahead of any European country, 
and it surpasses the geometric mean of the EU-4 in the competitiveness index as well. 
By 2050 – according to Goldman Sachs (GS) – China’s GDP will be well ahead of the 
EU-27 countries’ aggregate GDP. The GS projection says that China’s GDP in 2027 will 
be around 22,250 billion USD, while the EU-5 group (EU-4 + Spain) will produce 16,480 
billion USD worth of economic output. By 2050, China’s GDP will be three times as 
much as that of the EU-5 (70,800 billion USD vs. 23,700 billion).22

A lot depends on the time horizon of the strategic outlook. If we look ahead only to 
the next 10 or 15 years, then the EU may be content that its economy is stronger than 
China’s. But there must be clear long-term tendency anyway.

Military Force

For this power factor, the defence expenditure (60%), the personnel strength of the 
armed forces (20%) and the quantity of weaponry in major equipment categories (20%) 
was taken into account, using the open source data of international strategic institutes 
like SIPRI and others. Nuclear and conventional (land, air, sea) capabilities were 
assessed in separate tables and then evaluated together. Chinese calculations gave the 
following summary results:

CHN: 33.3 FRA: 11.03 UK: 10.21 GER: 7.69 ITA: 7.47

Among the 11 countries (G-7 and BRIC), but also on a worldwide comparison, China 
is the second strongest military power aft er the USA. It makes no sense to add up the 
military potential of the EU-4, since it is an impossible task to develop viable scenarios 
of a full-fl edged direct military confrontation between China and the EU. Because of 
the geographical distance and the limited power projection capabilities of both, only 
some air and sea units could reach the other’s territory, facing huge logistic diffi  culties 
and having no chance of successfully sustained operations (without American or 
Russian involvement).

Speaking of nuclear capabilities, comparing the EU to China would not make sense 
either. Att aching 100 points to the USA nuclear arsenal, we should get the following 
results:

CHN: 12 FRA: 15  UK: 9.2  GER: 0 ITA: 0

The nuclear forces of China, France and the UK are meant to provide deterrence. 
The relative eff ectiveness of any hypothetical strike and counter-strike would depend 
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on factors like the territory of the country, the size of the population, the strength and 
survivability of the military forces, population density, targeting principles (counter-
force or counter-cities), the system of civilian defence, psychological factors, etc. The 
number of warheads, TNT-equivalents, means of delivery, etc. (which can directly be 
compared), would not be decisive for the outcome of the confl ict. French and British 
nuclear forces together are about twice as strong as the Chinese, but there certainly is 
not any European state level actor or EU institution that contemplates a nuclear strike 
on China with the aim of correcting the imbalance in economic competitiveness.

With regard to the tendencies in the armed forces’ development plans across Europe, 
and the growth (or reduction) patt erns of military budgets worldwide, we can expect 
that Chinese power projection capabilities will approach and, in the long run, surpass 
those of the major EU countries. As a leading China expert warns: “The military 
repercussions of China’s rapid economic expansion are more diffi  cult to gauge, but 
should it want to, China by later in the century could become a major – and possibly 
the leading – global military power. Whether it chooses to pursue this goal depends in 
part on the international environment thirty or more years from now.”23

The growth of Chinese military power is a challenge primarily to the USA, not to the 
EU, so it is notable that even some of the American analysts acknowledge that “China’s 
emergence as a military power is not a threat to American interests, but instead could 
be a stabilizing force in an uncertain world.”24

China considers the armed forces not only as a tool for defending and promoting its 
national interests, but also as a means of contributing to peace support activities of the 
United Nations.

The CNP factors are mutually dependent; they can reinforce or weaken, but not 
substitute each other. For example, economy and technology can aff ect military 
potential, military developments can aff ect economy and technology, but in case of an 
armed confl ict, the military force cannot be replaced by economic performance or the 
level of civilian technology. On the other hand, the armed forces cannot perform the 
functions of diplomacy, etc, alone.25

Military force is a key component of CNP and can serve as a measure of international 
competitiveness and the ratio of forces. It is the basis of national defence and the 
guarantor of peaceful development. When the opposing countries’ full national 
potential is actually tested in an armed confl ict, it is the military potential that decides 
the outcome. The stronger side will survive and realise its potential to infl uence the 
international environment according to its core interests of sovereignty and territorial 
integrity.26

However, war is absolutely unnecessary for a country to be able to realise its full 
development potential in accordance with its CNP, but it is necessary to have a military 
potential that corresponds to the overall national power, and makes its commitment to 
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defend the national interests convincing to every cooperating and competing partner. 
In other words, for China without a credible military force, there is no perceived power 
and international infl uence. The perceived power will only be credible, if the strategic 
ambitions are in accordance with the actual capabilities as refl ected in the CNP. It 
is also important that the perceived and credible military power should not appear 
to be a threat for the partner countries, but it should rather be the ultimate proof of 
comprehensive economic, technological, political and cultural capabilities that make 
strategic cooperation with China the most desirable option.

Science and Technology

The level of scientifi c and technological development (S&T) is also an internal part of 
CNP. In professor Li Shaojun’s system, it is indicated by the percentage of state budget 
dedicated to research and development (R&D), the ratio of engineers and technicians 
compared to the overall population, and the number of Nobel prizes the county’s 
scientists were bestowed in physics and chemistry. These three factors are combined 
with the weight-ratio of 40:40:20 to produce the indicator of S&T.

Including the number of Nobel Prize awards as a supposedly reliable indicator of 
scientifi c development refl ects a very peculiar viewpoint that stems from the emotional 
desire of the Chinese scholars to be acknowledged members of the international 
(Western) scientifi c community. This subjective aspiration brings a soft  element into 
the hard measure of S&T development.

The S&T scores are the following (according to Li Shaojun):

GER: 60.05 FRA: 53.95 UK: 46.87 CHN: 23.42 ITA: 23.37

Again, this is a mixed indicator integrating extensive and intensive components, 
even politically charged ones (like the Nobel Prize awards).

From the above scores it would be easy to conclude that Europe is well ahead of 
China in S&T. But that would be a hasty conclusion.

The fastest supercomputer is working in China, just as the fastest train is running 
there. China is the third country in the world to independently launch manned space 
missions. The Chinese global system of satellite navigation may be working earlier than 
the European one. China is a worthy competitor in the R&D of renewable energy.

In the 12th Five Year Plan (2011–2015), China plans to boost seven strategic sectors: 27

- alternative fuel cars;
- biotechnology;
- energy saving and environmentally friendly technologies;
- alternative energy;
- high-end manufacturing;
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- advanced materials;
- new generation information technology.

In addition to this, a large portion of the 1,500 billion USD investments into the high-
end industries will go to nanotechnology and to a Chinese national global navigation 
system of 35 satellites.28

The Chinese R&D budget is about 1.5% of the GDP (the fi gure for Hungary is just 
1%), and it will be increased to 2.5% of the GDP by 2020. Judged by the number of 
scientifi c publications, China is rapidly catching up with the rest of the world and may 
become the leading nation in science in a couple of years.29

Nations can not only compete, but also cooperate in the fi eld of science. There are 
excellent possibilities for the EU and China to conduct common R&D in strategic, 
high-end technological sectors. For example, in the information-telecommunication 
fi eld Vodafone Hungary and Huawei of China are providing 3G mobile Internet services 
throughout the country. The project is directly linked to the European Digital Agenda 
goals.

The agreement shows that the European approach to the “Chinese connection” 
signifi cantly diff ers from the American one. The US government blocked Huawei’s 
att empt to invest in the American telecom industry because of national security 
concerns.30

Society

Social development is measured (in Li Shaojun’s system) by the 50–50% mix of the 
UN Human Development Index (HDI) and the reverse of the Gini index. HDI mainly 
contains indicators of health, education and living standards, while the Gini index 
serves as an indicator of social justice. The results show that each of the EU-4 is ahead 
of China in the att ainments of social development:

GER: 90.90 FRA: 85.80 ITA: 81.85 UK: 81.70 CHN: 64.60

There is no point in debating these rankings, which are based on internationally 
accepted UN methodology. However, its direct application as an independent (extensive) 
CNP factor is highly questionable.

Sustainability

This is measured by the “ecological footprint”, the percentage of forest covered 
territory and energy effi  ciency (energy usage per GDP growth unit). These three 
measurements are added with the weights of 50:30:20. In my opinion, the comparison 
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of sustainability indexes makes sense only in the context of harmonised environment 
protection strategies. Otherwise (if some countries apply competitive strategies), the 
measurement criteria cannot be universally applied for all the participants. The CNP 
data for sustainability are as follows:

Footprint Forests Energy Sustainability
CHN 53.4 31.1   53.7 46.77
ITA 21.0 49.7 100.0 45.41
GER 16.6 46.5   75.6 37.37
FRA 13.8 41.5   72.0 33.75
UK 14.8 17.3   89.0 30.39

There may be a touch of propaganda here, because the data suggest that China does 
more than any of the E-4 countries in order to save the environment and preserve 
sustainability. However, the diff erence is not extremely high, and even the Chinese 
development model is unsustainable in the long run. For example, the relative 
(normalised) points for the ecological footprint correspond to a real value of 1.5, which 
means that if every human being would use (consume) natural resources at the rate 
of the average Chinese citizen, then the global community would need at least one 
and a half Earth to sustain itself. The USA has an ecological footprint of 9.5 (and the 
“champion” in eco-friendly consumption, India scored 100 points with its 0.8 value). 
Besides, the fact is that China seems to approach the Western consumption model at a 
faster rate than the Western countries reduce their consumption towards the Chinese 
level. For example, since the end of 2009, more cars are sold in China, than in the USA.31

External Security and Domestic Stability

Li Shaojun notes that security and stability are closely linked to CNP. For development, 
peaceful international surroundings are essential. At the same time, stronger countries 
can infl uence their surroundings more eff ectively. The utilisation of resources depends 
on internal stability as well. The socio-economic system of the country is also a decisive 
factor. The CNP-data show that China is the most stable among the BRIC countries, but 
scored less than any of the G-7 countries.

The stability index combines the Global Peace Index (GPI) of the Institute for 
Economics and Peace, and the Corruption Index of Transparency International with 
equal weight. The GPI index adds up from 24 indicators, like the severity of external 
and internal confl icts, social discontent, military and police involvement in maintaining 
order, etc. The aggregated stability indexes are as follows:

GER: 91.1 UK: 82.9 FRA: 79.9 ITA: 66.2 CHN: 53.85
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It is worthy to note that in the dimension of “peacefulness”, the diff erence between 
Western Europe and China is roughly the same as between Western Europe and the 
USA. The EU is very peaceful, while China and the USA are both moderately peaceful 
according to the GPI.

The corruption index ought to be analysed in a politico-economic context. According 
to the public opinion polls, corruption in China is mainly att ributed to the private 
business sector, while in the EU people usually associate corruption with the political 
parties.

In another study of the same volume, Li Dengyuan analyses the worldwide protests 
against the global fi nancial crisis,32 based on the Economic Intelligence Unit (EIU) 2009 
report.33 If we group the statistical data on the protests according to continents, it will 
be clear that there is not much diff erence between China and the EU, or between Asia 
and Europe in this respect. In 2008–2009, Europe experienced violent protests in Greece, 
Island, France, the UK, Ukraine, Latvia, Bulgaria, Lithuania, Hungary, the Czech 
Republic, Poland, Switzerland, Russia, Italy, Turkey (counted together with Europeans), 
Spain, Germany and Ireland. In Asia, similar protests occurred in Thailand, India, Sri 
Lanka, China, Nepal, Mongolia and Papua New Guinea.

On the EIU Political Instability Index (PII), France and Italy scored worse than China, 
while the UK and Germany fared bett er.

FRA: 5.3  ITA: 5.0 CHN: 4.8 UK: 4.6 GER: 3.8

The geometric mean of the EU-4 is bett er than China’s score, but falls into the same 
category (medium risk).

The PII groups the instability factors into two subgroups. The underlying vulnerability 
index contains the following indicators: inequality, state history, corruption, ethnic 
fragmentation, trust in the institutions, status of minorities, history of political instability, 
proclivity to labour unrest, level of social provision, a country’s neighbourhood, regime 
type (full democracy, “fl awed” democracy, hybrid or authoritarian) and the interaction 
of regime type with political factionalism. In the economic distress index there are 
three indicators: growth in incomes, unemployment, and level of income per head. The 
overall PII index is the average of the two sub-indexes.34

Hungary’s PII is 6.1, which puts the country in the high-risk group (Spain’s PII is 5.5; 
that belongs to the medium risk category). The EIU introduces the notion of submerging 
markets (to complement the emerging market concept). One country can belong to both, if 
it is characterised by at least one of these outstanding vulnerabilities:

• category 1: countries where growth was driven by credit expansion and asset 
price appreciation;

• category 2: countries geared to global growth;
• category 3: countries with a commodity dependence.35
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The most severe symptoms characterise the fi rst category, into which several Central 
and East-European EU member countries belong, e.g. Bulgaria, Estonia, Hungary, 
Latvia, Poland and Romania, because of their dependency on external fi nancing.

As I see, in China, there is no such strong linkage between economic performance 
and political stability as in Western countries, although “economic politology” (as 
opposed to political economy) exercises a constantly growing eff ect on the Chinese 
thinkers. With the spread of market economy, the profi t-oriented mindset of the homo 
economicus is gaining ground against the more cooperative and environment-friendly 
homo reciprocans, but the latt er is closer to the traditional Chinese values of family, 
human relations, mutual respect, modesty, harmony, etc. Interestingly enough, these 
values are starting to become more and more popular in the crisis stricken Western 
societies, because the people are looking for viable alternatives to replace the profi t-
centred philosophy of global capitalism.

International Contribution

International relations can be force-multipliers like military alliances and strategic 
partnerships, comparative advantages of trade, foreign aid, the exchange of students, 
FDI, licenses, the fl ow of technological know-how, political support in the UN, etc. At the 
same time, if a country is isolated, or confronts a stronger neighbour without support 
from the international community (and in many other cases), the risks outweigh the 
benefi ts, and the foreign infl uence can weaken the national power.

The key momentum of 30 years of Chinese reforms was opening up to the outside 
world. The importance China att aches to its international environment is shown by 
such political ideas as peaceful co-existence, harmonious world, etc.

CNP rankings usually take into account such indicators of international infl uence like 
membership in various international organizations, the number of diplomatic missions 
in China and abroad, participation in various international events, Chinese tourists 
going abroad each year and foreigners coming to work to China, student exchanges, the 
number of Chinese learners worldwide (Chinese as a second language), publications 
in Chinese, internet content in various languages, etc. In professor Li Shaojun’s study, 
only a fraction of the international dimension of CNP is refl ected, namely the so-called 
contribution factor. Here it means the following three indicators, taken into account with 
equal weight:
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- fi nancial contributions to the UN budget expressed in percentage shares;
- fi nancial contributions to the peacekeeping activities of the UN;
- the number of military, police and civilian personnel, participating in UN 
peacekeeping missions.

This approach is rather politicised, demonstrating China’s commitment to the UN 
as the highest level and most important institution of the international community 
(where China is a permanent member with special rights in the Security Council). At 
the same time, it shows the rejection of the so-called hegemonism and unilateralism 
that characterised the policy of former American administrations. By expressing 
favouritism towards the UN, China also wants to refute those accusations, according to 
which it does not behave like a responsible power in the international arena.

The scores in this dimension:

FRA: 28.9 ITA: 25.4 GER: 25.1 UK: 20.1 CHN: 16.4

To put the scores in context we can mention that the USA (66.7 points) and Japan 
(50.4 points) are contributing considerably more than any of the E-4 or China. However, 
neither of these two leading countries participates directly in UN peacekeeping 
missions (at least according to the Chinese interpretation, which does not consider 
participation in UN mandated NATO-led combat operations an option for itself). In the 
case of Japan, the constitution does not allow the Self Defence Forces to send soldiers 
abroad on armed missions.

The applied methodology here does not seem to be very convincing, considering the 
fact that the US got extreme scores in all three sub-factors (2x100 and 1x0), which raises 
doubts both about the validity and the representativeness of the chosen indicators and 
the relevance of the calculated sums of the normalised values.

CNP Rankings

The last columns of the next two tables contain the overall indexes (rounded to integers) 
of CNP, country by country, based on the summation of power factors. The second 
table indicates the rank positions. In both tables, the CNP factors (columns) are referred 
to as numbers in the heading row (just to remind: 1=natural resources, 2=human 
resources, 3=economy, 4=military, 5=technology, 6=society, 7=sustainability, 8=security, 
9=international relations).36



154 Asian Studies - 2011

Lajos Rácz

CNP-values
1 2 3 4 5 6 7 8 9 CNP

  1. USA 32.60 44.252 100.00 90.08 89.68 77.95 29.97 73.50 66.7 605
  2. JPN   0.68 25.392   53.25   8.35 84.38 97.80 54.90 92.00 50.4 467
  3. GER   0.77 29.952   52.34   7.69 60.05 90.90 37.37 91.10 25.1 395
  4. CAN 32.50 25.425   41.78   3.03 51.73 86.55 29.34 98.50   8.3 377
  5. FRA   0.97 26.341   48.39 11.03 53.95 85.80 33.75 79.90 28.9 369
  6. RUS 96.60 30.658   25.83 33.30 23.42 64.60 46.77 53.85 16.4 366
  7. CHN 22.30 73.200   19.35 31.80 42.48 71.50 35.04 35.20   3.6 360
  8. UK   2.27 26.295   46.46 10.21 46.87 81.70 30.39 82.90 20.1 347
  9. IND   9.22 68.505   12.47 18.30 11.22 64.30 73.42 45.80 34.0 337
10. ITA   0.91 27.051   39.49   7.47 23.37 81.85 45.41 66.20 25.4 317
11. BRA 21.27 24.305   17.89   5.70 16.79 62.10 59.97 51.60   6.5 266

The diff erence between the number one (USA) and the number two (Japan) with 
regard to CNP scores is 138 points. Germany is behind Japan by 72 points. The diff erence 
between members of the “chasing bunch” from the 3rd to the 10th place is between 3 to 20 
points, which is hardly signifi cant. Based on these data, we can group the major powers 
into the following categories:

The USA as a superpower is outstanding and forms a separate category itself.
The runner-up is far behind but it is the only potential peer competitor to the 

“champion”, as the “chasing bunch” is even farther behind.
From the 3rd to the 10th position, the countries can also be called major powers, but they 

cannot pose a serious challenge to the leader.
Beyond the 10th position we fi nd those emerging nations, which have not yet att ained 

a great power status.
But who is aft er all, the only potential peer competitor, being in the same weight-

group with the only superpower? In Professor Li Shaojun’s study, the starting point 
of calculations originated in statistical data from 2008, in some cases from as far back 
as 2000–2004. Since then, there were signifi cant changes in the global sett ing, the 
watershed being the economic and fi nancial crisis of 2008–2009. Since 2010, China has 
become the second largest economy in the world (the undisputed heavy weight runner-
up), and has produced remarkable development in almost all the other dimensions of 
power (international trade, fi nancial reserves, FDI, industrial production, technological 
development, military force, higher education, etc.).
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CNP-rankings
1 2 3 4 5 6 7 8 9 CNP

  1. USA   2   3   1   1   1   7 10   6   1 605
  2. JPN 11 10   2   7   2   1   3   2   2 467
  3. GER 10   5   3   8   3   2   6   3   6 395
  4. CAN   3   9   6 11   5   3 11   1   9 377
  5. FRA   8   7   4   5   4   4   8   5   4 369
  6. RUS   1   4   9   3   7   8   7 11 11 366
  7. CHN   4   1   8   2   8   9   4   8   8 360
  8. UK   7   8   5   6   6   6   9   4   7 347
  9. IND   6   2 11   4 11 10   1 10   3 337
10. ITA   9   6   7   9   9   5   5   7   5 317
11. BRA   5 11 10 10 10 11   2   9 10 266

In Professor Li Shaojun’s tables, the aggregation of the partial data belonging to the 
nine main CNP factors was done on a basis of equal weights. However, according to 
the generally accepted expert views, depending on the national development strategies, 
these factors contribute to the CNP in a diff erentiated way and by various degrees. 
Nowadays, it is the economy, which seems to be the most important, because at such 
magnitudes (among the G-7 and the BRIC countries), the various sectors are expected 
to develop proportionally to the economic-fi nancial investments they absorb. This is 
indicated by the fact that in both tables the correlation coeffi  cients between the CNP 
points (or the rankings) and the economic development are signifi cant. Technological 
development may show a litt le bit even higher correlation to CNP, but this indicator 
contains a very unreliable (subjective) element (the number of Nobel price awards in 
physics and chemistry). The Royal Society’s latest report projects that China’s scientifi c 
capacity will become at least second in a relatively short time.37

For comprehensive national power, economic potential is the most important factor, and 
China is already second in this respect in global comparison.

In the international and Hungarian foreign policy terminology the USA is labelled as 
the only superpower. China is usually considered to be a future global power.38

Professor Barna Tálas uses another expression to describe China: hyper power. He 
asserts that by the middle of the 21st century, China could become such a hyper power, 
which exercises a decisive infl uence not only regionally, in the so called Far East 
and South-East Asia, but also globally on the economic, scientifi c-technological and 
civilisation developments, thus shaping the new world order of the 21st century.39
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Referring to the strategic importance att ributed by Chinese decision-makers to CNP-
development, I coined the phrase comprehensive (or harmonious) power. A harmonious 
power is a sovereign state, which enjoys internal and external stability, has a wide 
variety of adaptive capabilities, fi ts into its international environment and shapes 
its surroundings as a responsible, cooperating global power.40 We shall see whether 
the idea of a multi-polar world with China and other harmonious powers remains a 
utopia, but certainly a lot depends not only on Chinese intentions but on the goals and 
expectations of other key players of the international community as well.

Ever since the CNP methodology became known, but especially from the turn of the 
century, in the open literature Chinese scientists systematically underestimate the CNP of 
China, most probably in order to spare the world from the shock-eff ect of being outdone, 
and to avoid any upsurge of the China-threat theory abroad. In spite of this, today it 
is widely accepted that China is second only to the USA in its economic and military 
potential. The shocking eff ect, however, is still looming, because outside assessments 
of Chinese CNP are hardly correct, and sudden recognition of facts may come as a 
surprise. While the USA considers China as a challenger, and is inclined to overestimate 
the China threat (see for example the annual Pentagon reports on the military power 
of and – from 2010 – the security developments in China),41 other major players are 
very reluctant to acknowledge the immense development China has produced not only 
economically and militarily, but also technologically, politically and socially. The EU 
notes quantitative growth of Chinese output in various dimensions, but disregards 
qualitative changes and regularly underestimates Chinese CNP (or bett er to say, simply 
does not admit that there exists anything like that). The EU att aches negative att ributes 
to the manifestations of Chinese power, judges the survival of the Chinese political 
system as dubious and undesirable, and actively promotes changing its fundamental 
nature.

The next thing therefore, ahead of us, is to investigate the perceptions of China and 
the EU of each other, and their impact on the bilateral relations.

What does the EU Look Like from China?
European Studies in China

According to Song (2009)42 politicians and academics, as well as the general public takes 
a high interest in Europe.

European studies in China evolved through four distinct phases.
In the 1950s and 1960s, due to the lack of diplomatic relations and the aft ermath of 

the Korean War, Western European countries were considered as satellites, therefore 
potential enemies. Their economic-political system was rejected outright.



 157

The Impact of Inter-Regional  (EU-China) Relations

During the next 20 years, aft er the Nixon visit, Beĳ ing gradually established diplomatic 
relations with Western European countries, and began to study their economics and 
society. European integration, however, had not yet drawn much att ention. It was 
the major European powers that counted. On the other hand, because of its neutral, 
non-aligned policy, Sweden became the target of intensive studies among the Chinese 
reform-minded intellectuals.

From the beginning of the 1990s, China has experienced the manifestations of the 
then forming European unity as unanimous condemnation of the Tiananmen events 
of 1989, and in the form of punitive sanctions. Politically oriented European studies 
gained momentum and became institutionalised, with the CFSP and the monetary 
union in their centre. From the second half of the decade, a multifaceted cooperation 
evolved between the EU and China, comprising such fi elds as education to facilitate 
knowledge-building about each other. About 20 new institutes of European studies 
highlighted the growing interest of the Chinese political and academic circles in EU 
aff airs.

From about 2000 onward, the lessons of European integration and their applicability 
to China have been in the forefront of research. Comparative regional studies became 
fashionable, focusing on issues like multilevel governance in Europe with the aim of 
using the fi ndings in the reform of the Chinese administration system.

According to Professor Song, Chinese–European relations developed much smoother 
than those with Russia, the USA or Japan. Chinese people appreciate European history, 
ideas and culture, even political philosophy. According to the public opinion polls, the 
EU enjoys high respect in China. The Chinese acknowledge that there is a lot to learn 
from Europe, and they do not deny that the adaptation of some economic, social and 
political solutions may help the development of China. With Professor Song’s words: 
“Looking at the evolution of China’s domestic political-social development and external 
relations, we can see the silhouett e of the European models.”43

Chinese Perspectives Refl ected in the Documents of European Studies

The Chinese Academy of Social Studies (CASS) has published a volume on European 
studies in 2007, under the title: The European Union: the Construction of a New Human 
Community.44 This work implicitly draws a parallel between Chinese and European 
history, as well as the present problems and att empts to solve them. Future perspectives 
also suggest an analogy. The title itself formulates a thesis according to which in the 
centre of European values we can fi nd not only individual liberties, but a harmonious 
community as well, just as in the Chinese thought. The foreword gives a lengthy analysis 
of what is a so called human community in its relationship to ethnic, political, economic, 
social (class) and cultural communities and their institutional embodiments within 
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tribal, city state, imperial, monarchic, national and nation-state frameworks. From there 
it gets to the thesis of Jacques Delors, that European states cannot reach their aims 
alone, only together, but integration without a common identity can not be achieved. 
The same schema of backward reasoning is applied by the Chinese historiography to 
explain the positive appreciation of the fi rst Qin emperor’s great work: the unifi cation 
of China and the establishment of the Chinese civilisation, overriding its constituent 
national identities.

Throughout history, both Europe and China has struggled with the problem of unity 
or divide. Presently both are in the stage of reunifi cation. European history is analyzed 
from “the age of legends” (another parallel) up to now as the story of unifi cation. There 
are such notable parallels in the various chapters as for example the following:

- the distinction between civilisation and barbarism (ancient Greeks and ancient 
Chinese embodying civilisation);
- the reference to the unifying role of the Latin language in Europe (similar to the 
role of the Chinese writt en language in Asia)
- the importance of Christianity in Europe (the impact of Confucianism in China 
and Asia)
- the Respublica litt eraria in Europe meant to transcend political and religious 
boundaries under a utopist state based on culture and civilisation. It is compared to 
the Chinese School of the literati, for example the Confucian tradition.

There is not much diff erence between the moral teachings of the European ideals 
of the Respublica Christiana and those of Confucius. The “buzzword” of our times, 
“multilevel governance” is also very close to the “good governance” of the Confucian 
preaching. But we can easily associate “good governance” with the idea of “harmonious 
society” as well.

The Chinese authors are keen to follow the controversies of nation state aspirations 
and European integration processes, for example the remarkable diff erences between 
Western and Eastern Europe in this respect. The problems of the ethnic minorities 
in Europe are also taken note of. These issues are similar to the ones the Chinese 
authorities have to face (territorial diff erences, national minority issues, etc.). A good 
deal of att ention is paid to the various criteria of statehood as they are manifested 
in Europe in a hybrid form (mixing international cooperation with supranational 
institutional decision making). The notion of European citizenship is received in China 
with great sympathy, as well as the idea of the union as “a community of citizens”. This 
is because the Chinese leadership is convinced that its citizens of various nationalities 
should be loyal to the Chinese state, similarly to how a European can consider himself 
(or herself) a European citizen, regardless of nationality.
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In the subchapter about EU–China relations, the historical aspects are discussed, 
emphasizing their strategic nature and international impact.

In the summary, there are some defi nite conclusions, like the following. The main 
tendency of European developments is pointing from fragmentation to unifi cation. 
However this is a process, not immune for contradictions. The EU provides a 
framework for this unifi cation, but it is neither a confederation, nor a federal state, 
neither a supranational government, nor an international organization and also not a 
security alliance. What is it then? According to the CASS defi nition, the EU is a human 
community, organized by the people on a territorial basis. The summary emphasizes that 
the EU has advantages as well as disadvantages for its members. All the nation states 
within the EU bear the same rights, including secession. However, absolute equality 
between member states could not be att ained because of the asymmetric power relati-
ons between the nation states of the EU.

Considering the EU’s future, it can be stated that unifi cation does not mean the end of 
nation states. The EU as a unique form of regional organization, can not represent the universal 
model of the development of human communities. It is not the only possible or compulsory 
way of development. With this statement, the authors of the CASS implicitly stress 
that the historically established form of human development in China (the Chinese multinational 
state) is diff erent, and – although in many respects similar to the European Union – it is a 
legitimate formation itself, and not obliged to follow the European model in its entirety.

Another volume published on the occasion of the 50th anniversary of the Treaty of Rome 
characterises the EU as an economic, legal, political and value-based organization.45 The 
common values originate in European traditional culture, Christianity and European 
political system (human rights, democracy, the rule of law and constitutionalism) – 
just as the Chinese state originated in traditional culture, Confucianism and Chinese 
systems (hierarchical community, authoritarianism, legalism). One can fi nd on the list 
of European common values, among others, the followings: peace, progress, prosperity, 
freedom, democracy, equality, the rule of law, human rights, social justice, human 
dignity, civil rights, tolerance, diversity, subsidiarity, solidity, anti-discrimination, 
sustainable development and environmental protection. The acceptance of these values 
is an accession criterion for candidate countries.46

One can interject that at the 1993 Copenhagen Conference of the EU, the following 
enlargement criteria were formulated:

- stability of institutions guaranteeing democracy, the rule of law, human rights and 
respect for and protection of minorities;
- the existence of a functioning market economy as well as the capacity to cope with 
competitive pressure and market forces within the Union;
- the ability to take on the obligations of membership including adherence to the 
aims of political, economic and monetary union.
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At the 1995 Madrid Summit, some more requirements were set: The candidate 
countries must create the conditions for integration through the adjustment of 
administrative structures and eff ectively implement EU legislation so as to establish 
mutual trust required by EU membership.

To expect that China should follow the EU requirements in developing its economic, 
social and political system would be tantamount to demand the fulfi lment of accession 
criteria from China. Although China sympathises with many of the EU’s values, it 
obviously does not want to be a member and to cede some of its sovereignty to the 
union (as the aspirant countries do).

The Chinese scholars note that the EU–China relations cooled down by 2008, 
compared to the “honeymoon” period of earlier years. Several factors may have played 
a part in this, including leadership changes in major EU countries, internal problems 
of the union, a slowdown of the economic development (as a prelude to the fi nancial 
crisis), and the fi erce economic competition, sometimes even “frictions” between China 
and the EU. The EU wants to gain strategic advantages versus China. The frequent 
commercial debates and cultural misunderstandings reinforced by political prejudices 
will aff ect not only the EU–China relations, but also the global international sett ing 
as well. Trade frictions are unavoidable, the Chinese studies note, but they should be 
handled in the context of complex economic, political and cultural relations. From this 
aspect, the EU–China relations have reached their critical stage by 2008.

The 2010 Annual Development Report of Europe47 deals with the eff ects of the global 
fi nancial crisis. It notes that the crisis in Europe led to the slowdown of economic 
development, and produced the gravest depression since the 1930s, resulting in a 
thorough transformation of European economy, politics, society and foreign relations. 
The crisis of the banking sector has radiated into the real economy. The political scene 
has moved closer to the right-wing extremes, although the fi nancial problems have 
created a political vacuum only in a few countries. Joblessness has become a crucial 
problem, testing the solidarity of the society and giving a pretext for xenophobia. The 
social tension has led to a wave of workers’ strikes and protests, some of them becoming 
violent.

According to the Chinese assessments, the main reason behind the heavy impact 
of the crisis can be found mainly in the institutional weakness of the EU, as well as 
the controversies of its economic development model and the transformation of the 
international environment. One can also mention the cyclic nature of the capitalist 
economies, att ributable to overproduction, and also the risks associated with secondary 
fi nancial operations, or the very close links to the US economy.

As a result of crisis management, the cohesion of the EU was reinforced, integration 
deepened, and coordination improved along the common interests. With the Lisbon 
Treaty coming into force, new perspectives have opened towards European integration. 
Integration has spilled over to foreign aff airs as well. The EU att empted to transform 
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the international monetary system according to its own norms and to defi ne the global 
reaction to climate change, but these endeavours proved to be fruitless because of 
international (not the least American) resistance.48

Chinese–European relations are in a period of constant change, and have reached a stage of 
crisis several times recently. The offi  cial meetings of EU leaders with the Dalai Lama have 
harmed not only the bilateral links of certain European countries with China, but also 
undermined the political basis of the China–EU relations.49 Almost simultaneously China and 
the EU had to face the global fi nancial crisis, which also tested their bilateral relations 
severely, questioning whether they will be able to cooperate in handling the pressing 
issues together. In connection with this, two suggestions require special att ention.

First, the outstanding performance of the Chinese economy has created a deep 
impression on the EU that recognised the necessity of cooperation with China. Second, 
in spite of recent confrontations, China gave a helping hand to the EU, and worked 
consequently towards improving the relationship. Chinese leaders have expressed 
several times during their talks with European partners, that they att ach crucial 
diplomatic and strategic importance to the EU. They underlined their conviction that, 
although the Chinese government and the ordinary people have reacted to the harmful 
activities of certain European leaders with deep dissatisfaction and condemnation, at 
the same time they trust that the strategic foundations of bilateral relations can be 
preserved. The Chinese measures that were introduced to improve relations with 
the EU may have helped in disbanding the clouds above bilateral issues. The results 
of the reform and opening reinforce the confi dence that the future perspectives for 
cooperation are even bett er.

China and the EU have increased their cooperation in international aff airs as well. 
The 7th ASEM summit, the meetings of the G-20 in Washington, London and Pitt sburgh, 
the visits of Prime Minister Wen Jiabao and especially the 11th and 12th China–EU 
summit provide solid proof that the leaders on both sides support closer cooperation 
bearing in mind the global importance of China–EU bilateral relations.

At the same time, there still exist some complicating factors that may disturb or even 
harm relations, primarily as a result of European anti-China forces activities (!) in support 
of Tibetan and Xinjiang separatists. Thus the China–EU relations look forward to further 
tough tests – concludes the assessment of the Institute of European Studies under the 
Chinese Academy of Social Sciences.50

In the keynote study of the volume,51 the Research Group presents its fi ndings, 
according to which the European virtual economy has overstepped its real potentials. 
Management and supervision failed, and the crisis that had started in the US pulled 
down the EU itself. The multifaceted European crisis management operations however 
proved eff ective, and saved the EU from disintegrating, which shows that its model of 
coordination and concerted action is viable.
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The consensus requirement of the EU decision-making in some defence related 
matt ers could prevent fl exible response to emergencies in certain contingencies and 
limit the individual countries’ room for independent manoeuvre. The EU–China 
relations are presently burdened with two symbolic issues, namely the arms embargo 
(introduced aft er the 1989 Tiananmen incident), and granting of the market economy 
status. Both are of strategic importance but depend on tactical timing considerations. 
Only the EU can change the status quo, if it decides so. Delaying the decision may 
carry some tactical advantage, but prolongs internal divisions within the EU, and the 
strategic return that can be expected from a positive move is gett ing ever smaller with 
the passage of time.

The CASS IES made a representative survey among the Chinese populace at the end 
of 2008 (aft er the Tibetan “revolt” and the Beĳ ing Olympics) about the perceptions of 
China–EU relations. The survey produced the following main results:52

1. The knowledge level of the Chinese people about the EU is insuffi  cient.
2. China and the EU have been working on forming a “comprehensive strategic 

partnership”, however, the economic and trade relations are still considered to be its 
most important component.

3. In spite of the gaps in their knowledge about the EU, Chinese people are relatively 
well informed about the contentious issues of the relationship, especially in connection 
with the arms embargo and the denial of the EU to grant market economy status to 
China. Furthermore, the debate on energy and environment, as well as trade frictions 
and diff erences of cultural and basic human values, are noticed.

4. According to the Chinese opinions, the international infl uence of the EU is smaller 
than that of the USA, but greater than that of China, Japan or Russia.

5. In spite of the controversies, The Chinese people sympathise with Europe, but 
there is a growing pessimistic viewpoint according to which the perspectives of the 
bilateral relations are gloomy.

6. On the list of friendly countries among the EU member states, the leading four 
positions are occupied by Denmark, Sweden, the UK and Germany. France is 6th on 
the list, Hungary is the 17th, ahead of all the Central Eastern European (CEE) countries, 
except Poland, and ahead of all our neighbours, except Austria.

7. The answers widely vary according to the respondents’ age, education, profession 
and income, but they seem to be uninfl uenced by gender and geographical location.
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European Opinions on China
Sinophiles vs. Sinophobes

The European views on China can be categorised along several dimensions. First of 
all, not putt ing the complexities away, we have to diff erentiate between the individual 
member states and also between the countries and the EU itself. Through this 
perspective, one can make such general propositions (for example), that the Hungarian 
(or Spanish) assessment of China is altogether more positive than the Swedish or the 
Dutch. It may also be noted that the new (Eastern) member countries diff er in their 
approach from the “old”, Western states. There is a noticeable diff erence between 
Northern and Southern countries as well. Size also matt ers. Whatever the reason, the 
diff erences in the national policies towards China exist undeniably.

Second, there are diff erences between certain institutional policies within the EU 
as well. The approach of the European Committ ee, for example, is markedly distinct 
from the European Parliament’s expressed opinion. Behind these discrepancies, one 
can presume the eff ect of diff ering tasks, authority and responsibility. Altogether, 
taking into account the democratic defi cit of the EU, it is highly unlikely that either 
the Commission or the Parliament bases its decisions on the will of the European 
general public (which may or may not be well informed about the underlying issues of 
the “China connection”), as opposed to the expectations of certain particular interest 
groups.

Third, general att itudes play an important role as well. From this viewpoint, the 
study of Fox and Godement requires att ention.53 The paper categorises the EU member 
states into four groups, based on the basic att itude of their China policies, namely:

- assertive industrialists, like Germany;
- ideological free-traders, like the UK;
- European followers, like Austria; and
- accommodating mercantilists, like Hungary or Spain.

The last group is the most populous, although their impact on offi  cial EU policy 
towards China is hardly signifi cant. It happened for example during the Spanish 
presidency in January 2010 that the Spanish ambassador to Beĳ ing, Carlos Basco 
Villa announced that Spain will initiate the lift ing of the arms embargo.54 As for 
the Hungarian presidency one year later, the debate about the Hungarian media-
law and other issues made it simply impossible for Budapest to start any move 
regarding the EU–China connection, although the recommendations of a policy 
oriented strategic research group under the Institute of International Economics of 
the Hungarian Academy of Sciences proposed this: “Our Presidency in 2011 provides 
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excellent opportunities to make independent initiatives, and facilitate decision making 
actively and constructively so as to promote improvements in the EU–China strategic 
partnership”.55

Fourth, diff erent social interest groups and institutions within the countries and 
among the EU member states hold diff erent views on China. Thus, we can speak about 
the specifi c perspectives of the governments and political elites, other ideologically 
motivated interest groups, some economic and fi nancial circles, the scientifi c community, 
the media and the general public, etc.

A representative view of the Hungarian expert sinologists is provided by the seminal 
paper of Barna Tálas, the “doyen” of China studies in Hungary, entitled: What Is the 
Chinese Model?56 He makes a clear distinction between socialism and communism as a 
(utopist) ideology, and the actual economic-social system that existed in China aft er 1949 
until the true reforms. He tries to answer the question: What is the so-called socialism 
with Chinese characteristics? How is it diff erent from the specifi c Asian (Confucian) 
capitalisms of Japan or Singapore? How can one call a political party communist, which 
tolerates so easily the huge income diff erences, and receives successful model-capitalists 
among its members gladly? For whom can the Chinese model be an example to follow, 
or how should it be changed to become a really viable model? According to Professor 
Tálas, the Chinese system is characterised by the following features:

- multiple and mixed ownership of production assets;
- capitalist market economy;
- centralised economic management;
- openness towards domestic reform initiatives and FDI;
- authoritarianism.57

Tálas argues that global capitalism has failed and China (and India) can never become 
a consumer society like the US or Western Europe. The sustainable and harmonious 
world of the future will not be capitalism, but something else, hopefully worked out 
in such rapidly expanding experimental laboratories of economic and social change 
as China and India. Their model, if successful, can prove that a rational, ethical and 
modest lifestyle can be an acceptable mode of existence for human beings and their 
communities. Today the new rich of China and India move towards the opposite 
direction, imitating western lifestyles. What gives food for hope however, is their 
traditional value system, the way of thinking, the community-cantered mentality, the 
working ethic, the respect for authority, the tolerance, etc. The sweeping social and 
economic changes that are needed can only be worked out and implemented by a 
strong state that enjoys the support of the masses.58

And fi nally (fi ft hly): We can diff erentiate between strategic presumptions 
governing China policies. These can be categorised as competitive, confrontational 
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and cooperative. Their selection depends on the more or less subjective perceptions 
of Chinese comprehensive national power and the harmony between its hard and soft  
factors. At the offi  cial, institutional level, cooperation eff orts stand in the forefront, but 
elements of competition, sometimes even confrontation are present.

At the two extremes of this spectrum, there are the views of those who favour 
strategic partnership, and of those who consider strategic partnership undesirable or 
impossible.

Charles Grant thinks that China’s foreign policy has become more assertive, its 
political system more repressive, internet censorship tighter, and economic policies 
more nationalistic. So, Europeans should continue engaging China, but “they should 
abandon the fi ction of ‘strategic partnership’, which cannot be meaningful when the 
value systems of the two sides are so diff erent”.59

It is worth to contrast the views of Grant with those of David Gosset, who argues 
that “by refl ecting on China’s cohesion, Europe can fi nd the path toward more political 
integration... Moreover, culture has to stand as the keystone of the Euro–China 
relationship. Whereas trade, economic or political interests vary and can be sources of 
tensions, culture is what can maintain the connection between Europe and China, the 
supporting element without which the Euro–China arch can easily collapse… Aware 
of fundamental commonalities, understanding their respective constraints and looking 
for cross-fertilizations, it is now time for the two old worlds to join their strengths and 
wisdoms to open a more cooperative page of history.”60

Outside the scope of such elevated scholarly debate, a long forgott en feature of the 
EU–China relations seems to have come back to the scene recently. Some individually 
or collectively expressed, mass media-transmitt ed opinions that aspire to ascend to the 
status of offi  cial or at least institutional policies, are explicitly stigmatising and hostile 
towards China, putt ing it into the same category as the so called rogue states, using 
the word “China” as the synonym of oppression, or the adjective “Chinese” as the 
substitute of negative qualities. In some cases, specifi c proposals for economic and social 
reforms are rejected simply because they are similar to solutions adopted in China. For 
example, hydropower stations are deemed to be harmful to the environment because 
China has them. The newly proposed constitutional requirement (in Hungary), that 
adult children should provide support for their aging parents in case of necessity, is 
criticised on the basis of its presumed Asian or Chinese cultural roots.

During the debate in the European Parliament on the Hungarian media legislation, 
one of the deputies argued like this: “How could we remain credible by accepting a 
law, which we would criticise, if it were adopted by Lukashenko or China, who also want 
only ‘balanced information?’ …I hope you will be with us against the dictatorships of the 
world, be it Tunisia, Belarus, Algier, Egypt, China or Russia.”61
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According to it, China simply should be considered as a totalitarian dictatorship, 
against whom Europe must fi ght, and for some politicians in Europe this anti-China 
commitment constitutes the basis of European identity. So the word “China” is taken 
out of all contexts, and waived as a stick to decide internal debates of the Union. At 
the same time, the reference to European values serves as a baton used against those 
political fractions that are considered “pro-Chinese”. In this atmosphere, there is no 
possibility for the Hungarian presidency to make any proposal for improvements in 
the EU–China relations.

As for the signifi cance from a Chinese perspective of such debates, they can only 
reinforce the assessment that unity in diversity as a European principle is not the 
equivalent of the Confucian ideal of harmony without uniformity.62

The US Factor

European–Chinese (or European–Asian) links can not be assessed without taking the 
US factor into consideration.

Jacques Chirac, former French president and one of the strongest proponents of a 
multipolar world, on a visit to Beĳ ing in October, 2004 has said that China and France 
share a “common vision of the world” and that lift ing the arms embargo will “mark 
a signifi cant milestone: a moment when Europe had to make a choice between the 
strategic interests of America and China – and chose China”.63

Since then a lot of things have changed.
It is relatively easy, especially aft er the global economic and fi nancial crisis to come 

across high level political statements declaring that the US and China, or the US and 
Europe are “in the same boat” (they “win or sink together”). It is markedly less frequent 
that EU politicians would declare that Europe and China are in the same boat. So, if 
the US and China are “in the same boat”, and Europe and the US are also in the same 
boat, then how is it possible for Europe and China not to be in the same boat? Perhaps 
the answer is this: behind the rapidly rising frequency of trade, political and cultural 
frictions between the EU and China, there may be an underlying fear on the European 
side that we approach a signifi cant milestone somewhere in the future: a moment when 
the US has to make a choice between the strategic interests of Europe and China – and 
will choose China.

Conclusions

1. There is a number of considerably disproportionate quantitative diff erences between 
Europe and Asia as well as between the EU and China. Those imbalances amount to 
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several magnitudes in the case of smaller EU member countries compared to major 
Asian powers like China or Japan. Therefore, mutually advantageous bilateral relations 
between most of the European and Asian countries can only be managed eff ectively in 
the framework of regional integrations, like the EU and the ASEAN (+3).

2. Both the EU and China are centres of gravity for even larger integrations now in 
their forming stage. The EU–China relationship (just as the EU–Japan and EU–ASEAN 
links) cannot be taken out of their wider context of inter-regional and inter-integration 
context. The trade surplus of China against the EU and other similar problems can 
be interpreted only in this light. From this perspective, the Chinese challenge to the 
EU is coming not simply from a nation state, but from an Asian economic integration 
complex.

3. The notion and methodology of comprehensive national power, worked out by 
Chinese scientists, can be suitable for assessing great power capabilities to implement 
a strategic mix of competition, confrontation and cooperation. According to this 
methodology, China rapidly overtakes the EU countries in those components of CNP 
that are measured on the basis of quantitative (hard) criteria, but still lags behind in 
qualitative (soft ) factors.

4. In order to dispel the “China threat” theory, the Chinese assessments systematically 
underestimate the country’s position in comparative international CNP listings.

5. The CNP methodology can not be conveniently applied to the assessment of EU 
power, only to the comparison of national capabilities. This shows that the EU, in spite 
of being the most advanced Eurasian integration, lacks the integrity that is needed for 
becoming a comprehensive strategic actor in the international arena.

6. The CNP methodology can – and should be – revised so as to provide a clear 
comparative measure of national capabilities not only for confrontation or competition, 
but for mutually benefi cial cooperation as well. European economic and social 
scientists should pay more att ention to CNP methodology, and contribute to its further 
improvement.

7. A scientifi cally sound calculus of the expected outcomes of various strategies, 
based on their contribution to the CNP of nations and integrations, can convincingly 
prove that on the level of national policies, cooperation is the most rewarding option. 
The potential for mutually benefi cial cooperation between European and Asian powers 
on the international, inter-regional and inter-integration levels is immense, but it cannot 
be taken out of its worldwide context, and should include all the “players” of the global 
community.

8. Global capitalism in its present form is doomed to fail, just as the so-called 
“existing socialism” ceased to exist. Nobody knows what comes aft er and how it will 
aff ect our present lifestyles. But at least some of the solutions for the future problems 
of mankind are taking shape within the framework of the evolving Chinese model, 
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sometimes referred to as the Beĳ ing Consensus64 (alongside the Washington Consensus). 
A New Brussels’ Consensus is much awaited as the missing contribution of the EU to a 
viable global governance. It can only be based on the fundamental values of the great 
civilisations, which they all share.
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The Present and Future of the China–EU 
Relationship: Sensitive Questions and Other 
Current Issues
Ágnes Szunomár*

Introduction

Almost fourteen years ago, in his article “A Geostrategy for Eurasia”,1 Zbigniew 
Brzezinski described China as the “Eastern anchor”, emphasizing that there will 
be no balance of power in Eurasia without a strategic agreement between 

China and the United States, and without the clarifi cation of Japan’s geopolitical 
situation. Brzezinski presumed the emergence of the Chinese regional sphere 
of infl uence, in which the weaker states are subordinated both economically 
and politically to the political will of China. The geopolitical infl uence of 
this “Greater China” – suggests Brzezinski – is not necessarily incompatible with 
America’s strategic interests and a geopolitical pluralism in Eurasia. As a result, a 
Sino-American strategic alliance is needed.

While some of the above mentioned statements are undoubtedly true, as 
China’s importance has increased signifi cantly and the countries of the region 
began to line up behind it, the Chinese–American alliance was not yet born, 
neither in the fi eld of world politics and world economy, nor on the regional level and 
not by accident. If we take a closer look at the relationship between Beĳ ing and 
Washington, there are many contradictions and problematic issues, originated 
in the diff erent way of thinking, diff erent ideologies and power asymmetries. 
These contradictions – without explicating them in this study – are issues like 
the Taiwan question, the situation of human rights in China, the undervalued 
yuan, the trade defi cit and the development of Chinese military force.

The Peoples Republic of China (PRC) is now a dominant actor of world economy 
and global security and politics, which began to consciously infl uence the 
international order. But is Chine prepared enough in all areas? While it can provide 

*  Junior research fellow, Institute for World Economics of the Hungarian Academy of Sciences



172 Asian Studies - 2011

Ágnes Szunomár

adequate answers to many questions related to its own region, it is unable to 
respond appropriately to global issues, such as poverty, climate change, the 
disarmament of weapons of mass destruction and human rights. With whom 
should the “Eastern anchor” cooperate then? Which power can supplement China 
on these global issues by using soft  power instead of hard? Which is the entity that 
has the same objective as China, the multipolar world?

The European Union and the People’s Republic of China have recognised 
the potential for cooperation in time. The quality and volume of contacts have 
increased to such an extent, that in 2003, China became a strategic partner of 
the Union. By now, China is the EU’s 2nd largest trading partner behind the USA and the 
EU’s largest source of imports by far, while the EU is China’s most signifi cant trading 
partner as well. Although the EU–China relationship is signifi cant, unfortunately, 
not as much as it could be. There are also some contradictions, which hamper 
the deepening of the cooperation; however, these are easier to resolve than in 
the case of Sino-American relations since the relations with the European Union 
are not endangered by such serious tensions.

The study, aft er having a brief look at the history of the EU–China relationship, aims 
to present the relevant, so-called sensitive issues, which may hinder the further 
development of the relationship, for example, which should be necessarily 
solved in the near future in order to deepen the cooperation. Although, there 
are a great number of questions, in which the two powers are interested – due 
to space limitations –, we are going to deal only with the most important ones 
within this study: market economy status and its trade-related aspects, human 
rights, arms embargo and the issues of sustainable development.

The Brief History of the Relationship

The impressive development of EU–Chinese relations partially originates in the 
past. Unlike most of the communist countries, China did not have reservations 
about the European Economic Community; on the contrary, China considered 
it as a potential important economic partner. In 1975, when the People’s Republic 
of China and the European Community established diplomatic relations, both 
sides have worked to strengthen their own international position, therefore, the 
establishment of the relations was the acknowledgment of the other’s future position, 
rather than an att empt to change the international balance of power.2 Actually, both 
political and economic decisions, which formed the EU–PRC relations between 1975 
and 1989, were strategic in the sense that they refl ected world order aspirations.
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Among Chinese leaders in the mid-1980s, the signifi cance of the European 
integration began to mean more than a “bulwark against Soviet hegemonism”,3 they 
started to refer to it as a potential new pole in a new multipolar world. The theme or 
the wish of a united Europe appeared in offi  cial Chinese statements during the late 
1980s. Chinese politicians oft en highlighted then, that the unifi cation of Europe, the 
strengthening of the cooperation between China and this unifi ed (Eastern and Western) 
Europe would play an important role in the new global order.

Nevertheless, in 1989, the level of contacts has reduced considerably. This was 
mainly due to the Chinese Government’s reaction to the protests at Tiananmen 
Square. However, it would be a mistake to blame only the massacre, because of 
the decline in the intensity of the relation, as both in Eastern Europe and in 
the Soviet Union the communism was falling apart, the Berlin Wall had come 
down, and there was also a great uncertainty in Europe about US willingness 
to the continent. Europe tried to respond to its own public opinion when it 
condemned Beĳ ing for what happened at Tiananmen Square, but at the same 
time it also tried to respond to its own interest when it paid att ention to make 
temporary measures only and not to let the relations derail on the long run.

In the early 1990s, European countries began to urge the restoration of 
relations and as a result, to the mid-1990s, the majority of the measures and 
limitation introduced aft er Tiananmen were no longer in force, only the European arms 
embargo remained unlift ed. EU–China relations have deepened since then, with the 
launch of annual summits between the two sides, complemented by a large number 
of high-level visits to and from China. As the relation was stabilised, Chinese capital 
began to fl ow to Europe, and trade relations were normalised as well. The European 
Commission adopted its fi rst strategy paper in 1995, on “A Long Term Policy for China–
Europe Relations”, where they declared the aim to build a constructive relationship 
with China and expressed the hope that China becomes a responsible member 
of the international community and opens itself to a “freer fl ow of ideas and 
cooperation”.4

In the fi rst years of the new Millennium, the EU–Chinese relationship has witnessed 
the largest growth ever. Economic ties reached a new level, while political relations 
also improved and cultural and social exchanges expanded signifi cantly as well. 
The European Security Strategy, which was published in June 2003, with the aim of 
strengthening the EU’s Common Foreign and Security Policy (CFSP), characterised 
China as one of its main strategic partner. This is a clear recognition of the fact that 
China has successfully developed recently: dynamic economic growth and accession 
to the WTO, higher activity on international issues, and the new generation of 
Chinese leadership which has committ ed  itself to the EU, showed that a new great 
power is about to born, with which the EU should cooperate.
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In the following years, the cooperation continued to broaden and included 
collaboration on the fi eld of climate change, regional cooperation, energy and 
transport strategies, agriculture, and food security issues. The year 2005 marked 
the 30th anniversary of diplomatic relations between the European Union and 
the People’s Republic of China. They had good reasons to celebrate because 
by March 2004, the EU became China’s largest trading partner while China 
became the EU’s second biggest trading partner. On these occasions, Chinese 
president Hu Jintao visited several European countries, which were returned by 
the heads of European states and governments.

In late 2006, the European Commission agreed on an ambitious new agenda “Closer 
partners, growing responsibilities”, for EU–China relations for the coming period. It 
was accompanied by a trade policy paper “Competition and Partnership”, sett ing out 
the challenges of trade and investment relations more detailed. The new strategy tried 
to respond to China’s emergence as a global economic and political power. It sets out 
a comprehensive approach, while identifi es joint eff orts and off ers joint solutions for 
today’s global challenges. The new European Commission expressed the need for 
the development of a strategic, mutually benefi cial and enduring relationship with 
China, which is said to be one of the EU’s top foreign policy priorities for this century5.

The EU has an “EU–China Strategy Paper” for the period of 2007–2013, as well. It 
highlights that while China is a developing country, in terms of traditional indicators, 
it is also a signifi cant player on the world stage in economic and political terms. In 
recognition of this duality, the strategy provides support for China’s reform programme 
in areas covered by sectoral dialogues; assists China in tackling global concerns and 
challenges over the environment, energy and climate change; and also supports China’s 
human resource development.6

Nowadays, some experts call for a new China strategy, as China is more than just an 
emerging regional power, it is a global actor now. However, the EU continues to treat 
China as the emerging power it used to be, rather than the global force it has become. 
Decisions taken in Beĳ ing have a deep impact on issues with global concern, while 
China’s economic and industrial policies strongly aff ect the EU’s economic wellbeing. 
Fox and Godement says that EU’s China strategy is based on an anachronistic belief 
that China, under the infl uence of the EU, will liberalise its economy, improve the rule 
of law and democratise its politics. The EU therefore engages in a policy that gives 
China access to all the benefi ts of cooperation with Europe while asking for litt le 
in return. They believe, that the EU should turn to a strategy that off ers a realistic 
chance to achieve its most pressing goals. The relationship should become a “reciprocal 
engagement”, where the European off ers to China should be focused on a reduced 
number of policy areas, and the EU should use incentives and leverage to ensure that 
China will reciprocate.7
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Nonetheless, there would be no doubt that the PRC has become an important 
partner of the European Union in all areas, while the EU is also becoming increasingly 
important to China. Although there are some events or contradictions from time to 
time, which makes it more diffi  cult to develop closer bilateral relations between them, 
EU–China relations seem to off er more and more opportunities for both sides, and 
requires more consideration and responsibility.

Sensitive Questions of the EU–China Relation

As stated above, while important diff erences still exist in Europe–China relations, 
the relations between the two entities are likely to expand and deepen in nearly all 
areas to a more mature and realistic relationship. There are three major issue areas, 
which dominate and sometimes hinder this process and makes the development of the 
relationship more complicated in recent years.

First, the EU–China economic and trade relations are full of tensions accompanying 
the continuing growth of China. Market economy status, trade protectionism of the EU 
and the case of intellectual property rights (IPR) are good examples of these.

Second, issues of security and politics, including arms embargo or human rights, 
att ract almost the same or sometimes even greater att ention in the relationship of EU 
and China than economic and trade aff airs.

Third, the EU and China fi nd a greater sense of common ground in the issues of 
sustainable development, such as energy and climate change. These are the areas where 
both sides placed great priority, although there is some opposition as well.

Economic and Trade Issues

While political dialogues between the EU and China are continuous and friendly in 
most cases, economic and trade relations are oft en chilly or sometimes even stormy. 
The EU accuses China of unfair competition due to undervalued exchange rate, trade 
surpluses and hidden export subsidies. It also complains of the lack of access to the 
Chinese market due to weak intellectual property rights, standards requirements 
and restrictions on services, investment and government procurement. China misses 
its market economy status in addition to other protectionist measures, such as trade 
remedies, standards, restrictions and peak tariff s.8 Since Brussels’ refusal to grant 
market economy status (MES) to China is practically related to every problematic issue 
the EU has with China, this chapter focuses primarily on China’s quest for MES, the 
reasons for refusal and the possible solutions.
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At present, 97 WTO member countries have recognised China’s market economy 
status, but the European Union, the United States, Japan and some other important 
trading partners of China are not on that list. The European Community used to classify 
China as a “non-market economy” but in 1998, due to Chinese complaints and also as 
recognition of the Chinese economic development, the EU has upgraded China to the 
status of “economy in transition”. This means that it considers complaints on a case-by-
case basis to decide whether a Chinese fi rm (against which the dumping complaint has 
been fi led) is operating within a market economy environment. Although this approach 
is clearly superior to the United State’s defi nition of China as a non-market economy, 
China still insists on MES and tries to persuade the EU to put an end to discriminative 
anti-dumping measures against Chinese companies.

The European Union uses a series of anti-dumping measures to prevent states 
outside the union selling cheap goods on the EU market. To decide whether the accused 
fi rm is really dumping its exports or it is just more competitive than the domestic 
competitors, EU offi  cials fi rst have to determine whether the country of origin of this 
fi rm has been granted the MES. If the home country of the fi rm is a market economy, 
one assumes that the domestic price of the product under investigation refl ects the 
real costs of production and marketing and can thus be taken as its normal value, for 
example, a simple comparison between home price and export price is needed only. 
On the contrary, prices and costs in a country not classifi ed as a market economy are 
supposed to be artifi cially set and the investigating authorities do not use them. In 
such case, the World Trade Organization (WTO) law allows to use prices charged in 
a third “surrogate” country (recognised as a market economy) for a similar product 
as a benchmark to asses the acceptability of the export price. This permits the 
determination of what would be the costs and prices in the exporting country if it 
could function as a market economy. It means virtually, that the EU offi  cials are de facto 
free to decide which price system they reckon as appropriate in such investigations, 
for example, they can select surrogate countries where the prices are relatively high, 
without any regard to their level of development, the quality of the goods and their 
comparative advantages.9

Reading the lines above, it is clear that China’s interest in being granted MES by the 
European Union is not symbolic, but rather real. Undeniably, if the PRC’s price system 
could be used as a benchmark in anti-dumping investigations, China’s vulnerability 
would be reduced. Moreover, the Chinese authorities believe that this treatment is unfair 
for a number of other reasons. An increasing number of Chinese fi rms, especially those 
in the export sector, are already operating within market environments. They purchase 
input products at their real costs and pricing is carried out on a commercial basis. 
They suggest that it is the cheap labour cost – which is their comparative 
advantage – that is primarily responsible for cheap export, not state support or 
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manipulation of the currency. If the EU offi  cials choose a country with market economy 
status as a surrogate country then the costs will be defi nitely higher, making it likely 
that dumping have occurred.

When joining the WTO in 2001, China accepted a rather tight characterisation of its 
economy, which is refl ected in Article 15 of the Document on China’s accession to the 
WTO, which provides that China would not automatically att ain market economy status 
until 2016.10 But as a result of the above-mentioned negative eff ects, China offi  cially 
requested the European Union in June 2003, to grant market economy status 
earlier. One year later, Brussels rejected this claim. In its response, the EU 
acknowledges that China’s economy has undergone substantial development 
in recent times but there are still some shortcomings as well as non-market 
elements. The EU assessment report states that before granting the status, China 
needs to make signifi cant progress in four fi elds:11 government intervention, corporate 
governance, property and bankruptcy laws and the fi nancial sector. The report 
highlights that the decision is only a preliminary conclusion and does not put 
an end to the assessment process.12 As a result, a MES Working Group was 
established in 2004, to assist the exchange of information between Chinese 
authorities and the Commission. These exchanges form the basis of the 
detailed assessment in 2008. In this document, the European Commission 
“acknowledges the progress that has been made in China towards fulfi lling the 
technical criteria for Market Economy Status in trade defence investigations. 
In almost all cases, China now has a legal framework that meets these criteria. 
The focus for this reason is now on the demonstration by China of the eff ective 
implementation of that law”.13

In 2004, New Zealand became the fi rst country, which recognised China’s market 
economy status. Since then, more than 70 countries and organizations have recognised 
the PRC as a market economy, including Russia, Australia, South Africa, Republic 
of Korea and the Association of Southeast Asian Nations (ASEAN). From time to 
time, there are EU member states urging the EU to grant market economy status to 
China. Earlier, the United Kingdom, in 2010, even Germany, Europe’s largest economy 
committ ed itself to the issue when stressed in a joint communiqué that it will 
actively push the European Union to recognise China’s full market economy status.

Those who stand up for granting the MES to China, argue that the majority of China’s 
exports come from foreign-invested joint venture companies and domestic private 
fi rms, which operate in market environments already. An economy-wide investigation 
will fi nd more evidence of non-market activity if the investigation focused only on the 
Chinese export sector. Furthermore, making investigations into individual fi rms takes 
time and costs money both for the Commission and the fi rms involved. In fact, there 
are other safeguard measures that can be used to protect EU markets from unfair trade 
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practices – hence, anti-dumping cases could still be fi led against fi rms from countries 
with MES – but instead of using the disputable surrogate country approach, these fi rms 
would be judged on the basis of more realistic costs.

Barriers to European investment in China should be removed while Chinese 
investment in the EU should be encouraged at the same time. For this, both sides 
should improve their legislation and regulatory practice in terms of ownership of fi rms, 
investment, intellectual property rights (IPR) and technology transfer. The EU should 
off er deals to China: they could receive the market economy status, if, in exchange, they 
grant the removal of specifi c non-tariff  trade and investment barriers, the improvement 
of IPR protection and bett er legal protection for European companies. If China opens 
up its infrastructure projects to European companies while also removes ownership 
restrictions on Chinese fi rms, the EU commits itself to facilitate Chinese investment 
in some sector, such as transport, energy distribution and telecommunication. The 
EU should improve control of technology transfers to China, while the PRC should be 
asked to open up the economic sectors where it currently restricts foreign investment. 
The European Union ought to establish an IPR support fund to help small and medium-
sized companies with IPR registration and protection in China.14

The global economic crisis has made the need for rebalancing the economic 
relationship between China and the EU even more urgent. It is clear that the more time 
passes, the less interesting it is for China to take positive actions for the status, since 
in 2016, the MES will be granted automatically for the PRC. If the EU really wants to 
implement their intentions, it must to act now before it is too late.

Political and Security Issues
Unlike the United States, Europe has no major geopolitical confl icts of interest with 
China. When it comes to Taiwan, the Korean Peninsula or any other critical issues of 
US concern, the European Union is not engaging in tough confl icts and uses soft , 
instead of hard power tools. The only controversial issue in the fi eld of security is the 
embargo on the supply of arms to China, which is closely and inseparably related to 
the human rights issue and the Tiananmen incident. Before June 1989, human 
rights played a minimal role in European–Chinese relations, although there 
were evidences of human rights abuses prior to that date. Before 1989, arms 
sales to China were not restricted, although China has already sold weapons 
to the Third World in the 1970s and 1980s.15 Since 1989, human rights are one of 
the most diffi  cult and sensitive issues in EU–China relations, hence diff erent 
aspects and interpretations of this issue have oft en resulted in serious tensions 
in the history of the relationship. Partly because of this, the arms embargo has 
remained unlift ed.
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Aft er the events of 4 June, the leaders of the European Twelve reacted 
immediately and issued a press statement on 6 June, in which they expressed 
that they were “deeply shocked by the tragic developments in China” and 
“strongly condemned the violent repression”.16 They also announced the 
suspension of high-level contacts. This statement was followed by a European 
Council resolution on 27 June, which included a number of measures, economic 
sanctions, and the interruption of military cooperation with the embargo on trade in 
arms with China. Nevertheless, it should be noted, that even when the decision 
was taken, there was a disagreement among the Twelve. Although there is no 
certain information about precise positions, but it is likely that France urged 
stronger measures, while Germany favoured milder approaches.17

As member states were unable to reach a full agreement, the measures soon 
began to fall apart. By 1990, the Council eased the restrictions on high-level 
contacts and decided to resume economic cooperation. By the mid-1990s, each 
sanction was resolved, except the arms embargo. However, the European 
Union could not ignore the human rights aspect of the EU–PRC relation, but 
the member states could: they found a practical solution, as the human rights 
issue was advanced to the level of Common Foreign and Security Policy and 
– thereby – liberated their bilateral relations from controversial issues such as 
human rights. A specifi c situation has evolved, as it happened many times, 
that while China had strong and growing economic ties with the individual 
member states, its relation to Brussels was tumultuous due to quotas, 
antidumping measures or the human rights issue.

The European Union and the People’s Republic of China set up the EU–
China Human Rights Dialogue in 1995. The dialogue,18 which takes place twice 
a year, allows the EU to present its opinion on all issues of concern, such as the 
death penalty, re-education through labour, ethnic minorities’ rights and civil 
and political freedoms, in a forum where China is committ ed to respond. The 
dialogue, together with the cooperation of other international partners, has 
contributed to some concrete results already, such as the release of prisoners, 
sett ing up co-operation projects, visits to China by the UN Commissioner for 
Human Rights, the signing of the UN Covenant on Civil and Political Rights 
and the signing and ratifi cation of the UN Covenant on Social, Economic and 
Cultural Rights. The EU has made it clear several times that it wants to achieve 
more improvements and results in the fi eld of human rights.19 However, the 
dialogue is not as eff ective as it could be, as the EU’s commitment to the human 
rights issue is not truly undiminished. If we take a look at the human rights 
question in the current China-related EU documents in force, the Commission’s 
Communication “EU–China: closer partners, growing responsibilities” of 2006, 
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or the EU’s China Strategy Paper 2007–2013, it is clear that the human rights 
issue is played down by economic opportunities and cooperation in global 
issues. The communication of 2006, highlights that “democracy, human rights 
and the promotion of common values remain fundamental tenets of… bilateral 
relations”, where “the EU should support and encourage the development of a 
full, healthy and independent civil society in China”, although it does not go 
into details about how to support.20 While the Strategy Paper focuses mainly 
on the potential fi elds of cooperation, it does not really mentions the human 
rights issue, apart from a list, where the major issues of the relation line up. 
However, it deals with justifi cation, social protection and human resource 
development.21

Overall, the EU keeps the human rights issue at agenda but uses “old-
fashioned”, discreet and diplomatic tools only, instead of concrete measures 
and detailed proposals for solution. It is apprehensible from an economic point of 
view but it would be more eff ective for both sides if the EU would not set the Chinese 
human rights situation to its own European norms and roots and would support 
the development with technical assistance in areas – like education –, where it can 
recommend the most appropriate solutions. In addition to the Human Rights 
Dialogue, it would be also useful to set some other dialogues about the rule of 
law or litigation.

Returning to the issue of arms embargo, it is still closely related to the 
question of human rights, but there are more and more countries considering 
the need of lift ing it. In 1998, the European Union accepted its Code of Conduct on 
Arms Exports, which is a politically binding instrument that seeks to create common 
standards for member states to use when making arms export decisions. The Code of 
Conduct provided the criteria against which arms licenses are judged. These licenses 
cannot be granted to countries, where it is likely that the equipment could be used to 
commit human-rights violations, fuel internal or external armed confl icts, or increase 
poverty by undermining development.22 Although the Code entered into force, there 
were and there are many criticisms about it because of the lack of eff ective monitoring 
of sales and transfers by member states.

It was French President Jacques Chirac, who has raised the issue of lift ing 
the embargo fi rst among the leaders of the EU member states. In 1993, a 
consensus was about to born, but the member states were unable to agree on 
details. However, France has not given up and – with the support of Germany – 
returned to the issue aft er the Millennium. France and Germany argued that 
the arms embargo represents a confrontational approach towards Beĳ ing. This 
argument was supported by Jack Straw, the former Foreign Secretary of the 
UK, and was also in line with Beĳ ing’s foreign policy position. In December 
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2004, the European Council started its work, aiming to lift  the arms embargo by 
June 2005. But during 2005, the European Parliament and national parliaments 
of some member states also voted against lift ing the embargo and laid claim to 
more visible progress in the fi eld of human rights. However, the process was 
also hindered by the United States, which persists in maintaining the embargo. 
As the EU began to work on revising the decision of 1989, it resulted in tensions 
between the EU and the US and led to intensive diplomatic discussions.

Searching for reasons for maintaining it, the United States insists on the embargo, 
because lift ing it might be a threat to East Asian regional security, particularly in the 
case of Taiwan, towards whom the US is committ ed. But as mentioned already, the 
EU has no major geopolitical confl icts or commitments in East Asia, so why stick to 
it? A repeatedly cited reason for it is the issue of human rights, but as the previous 
paragraphs of this chapter also show, it can be overshadowed due to economic 
interests or the possibility of cooperation in global issues. Searching for reasons 
for lift ing the embargo, it has to be mentioned, that lift ing or at least supporting it, 
would give Beĳ ing a good reason to treat a member state – or the EU as a whole – more 
favourably in considering commercial contracts or economic cooperation. As a matt er 
of fact, selling arms to China is a good deal, the demand is huge and they have the 
money for it, as the Chinese defence budget is increased from time to time. Lift ing 
the arms embargo would open up the opportunity for the EU countries to sell weapons, 
military equipment and technology to China.

With such a simple and brief chain of ideals, the member states already left  
the fi eld of theories and principles and entered to the fi eld of trade, where the 
question of human rights is a more fl exible issue. It should be stated that EU countries 
are able to sell weapons to China, as the arms embargo does not cover the so called 
“non-lethal” weapons, such as helicopters, advanced radars or diesel engines for 
submarines. If the dealings were successful in the case of non-lethal weapons, it would 
be certainly profi table in the case of real weapons as well. Not to mention that the 
embargo is slightly off ensive,23 it is not in balance with the intensity of economic 
and political cooperation between the EU and China and even more incompatible 
with the EU’s intentions about China, the global cooperation and the creation 
of a multipolar world.

In the meantime, China asserts that it requests the abolishment of the now 22 
years old decision only for symbolic reasons, as it does not need weapons. Of course 
it does, but China is the world’s leading manufacturer, it has the ability to 
produce weapons, and it also has the opportunity to obtain it from elsewhere. 
Since the end of the Cold War, the majority of China’s foreign arms purchases 
have arrived from Russia. The proportion of Russian weapons within Chinese 
military equipment systems is large. Even if the embargo was lift ed, China 



182 Asian Studies - 2011

Ágnes Szunomár

would face a compatibility issue between European defence products and 
Russian platforms or equipment. And China also knows that even if the 
embargo was lift ed, the EU would not be a reliable trading partner, as it 
would likely freeze arms transfers to China in response to the dissolution 
of a Tibetian or Xinjiangese protest or the fl ying of air patrol missions over 
Taiwan. Although it is also true that while China may not need EU weapons 
or weapons systems to maintain its current defence levels, a lack of foreign 
cooperation may hold back its future development.24

Analysing the future of the arms embargo, it is clear that the removal of the 
more than two decades old resolution will be – sooner or later – inevitable: 
China is an increasingly important partner of the European Union and a more 
decisive global actor. However, it is also certain that the EU and its Member 
States will continue to restrict their export of weapons, or weapon-related 
technologies, until the human rights situation and the Taiwan issue is resolved. 
But it should be emphasized again that lift ing the arms embargo would be 
compatible with the common desire between China and the EU for building a 
new (multipolar) world order.

Issues of Sustainable Development

One of today’s key global issues is to ensure sustainable development, while climate 
change has become one of the most important challenges to the world in the 21st century. 
Nevertheless, there are several environmental problems in China: the industrialisation, 
the high population density and the huge amount of automobiles lead to a 
massive air pollution in the cities of the Eastern coast. As a result, an average Chinese 
city reaches pollution levels twice or three times higher than the European capitals, 
but many Chinese lakes and river basins are polluted as well. Acknowledging 
the risks of all these, Chinese policy-makers already formulated a national policy 
on environmental protection in the 1970s, since then, state and regional lawmakers 
have issued more than 2000 laws in the area of environmental protection. 25 In 2007, 
the Chinese Government established the National Leading Group on Climate Change, 
headed by the Prime Minister Wen Jiabao. The same year, China issued its national 
climate change programme, the fi rst ever by a developing country. In this policy 
initiative, the government committ ed itself to adopt measures ranging from laws, 
economy, administration and technology in order to reduce greenhouse gas emissions 
and reinforce the country with a fl exible approach to climate change. In its latest eff orts, 
the National People’s Congress approved the country’s 12th Five-Year Plan in March 
2011, identifying the proactive approach to combat climate change as a key element. 
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According to the plan, China will reduce energy consumption per unit of gross 
domestic product (GDP) by 16 per cent and lower CO2 emission per unit of GDP by 17 
per cent in the next fi ve years.26

The European Union also recognised that China will be central to meet the 
challenge of sustainable development. On issues like energy, environment and climate 
change the EU and China should cooperate closely and eff ectively, emphasizing 
that responding to climate change is the main task to achieve global sustainable 
development, both for today and for future generations. However, systematic solutions 
are required to tackle this issue, due to the complexity of global climate system as 
well as its relation to broad social and economic issues. The largest developing and 
fastest industrialising country, China aims to push forward industrial development 
and growth of its economy, potentially at the expense of its own environment. China 
faces challenges to develop low carbon economy; however, this is also in line with the 
PRC’s eff orts to restructure its economy and achieve sustainable development.

The issue of sustainable development has the most opportunities for cooperation 
between the EU and China, as the EU has the necessary and transferable 
experience of this fi eld, while China is open to accept and implement them. 
The intensive cooperation shows the EU’s recognition of China’s development 
model, namely the PRC’s right to development. In other words, the EU 
realised that China cannot be blamed for environmental pollution resulting 
from its economic development but rather it has to get acquainted with more 
effi  cient technologies. According to the Commission’s Communication “EU–
China: closer partners, growing responsibilities” of 2006, “on issues such as 
energy, the environment and climate change, respect for international social standards, 
development assistance, as well as wider macroeconomic issues, the EU and China 
should ensure close international co-operation.” 27 In order to foster the cooperation, 
both sides should “ensure secure and sustainable energy supplies” and “combat climate 
change and improve the environment”.28

As the EU Strategy Paper for China for the period of 2007–2013 states, “policymakers 
in China increasingly see environmental protection as a major challenge, and 
environmental developments in China frequently have an impact at global level. There 
is a genuine objective of Chinese policymakers of learning from European experience. 
Moreover, during the last decade, contacts and cooperation on environmental and 
energy issues between the Commission and China have increased substantially 
through established ministerial-level dialogues, through working group contacts and 
through the EU–China cooperation programme”.29 The main dialogues focus on 
the issues of sustainable development, climate change and the relationship 
between environment and energy, but the Strategy Paper expanded it in several 
directions, such as sustainable production and consumption, air pollution 
control, natural resources and biodiversity conservation.
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Based on the above, it can be stated that the EU has put much eff ort into its dialogues 
with China and these eff orts issued already in some results: climate change has been 
established as a key topic in the relationship, and the EU has helped transform China’s 
domestic policy in this area. China now recognises the threat of climate change and 
began to reduce the carbon and energy dependence of its economy. The challenge now 
is to combine the transition to a low-carbon economy with measures designed to protect 
economic growth in times of global economic crisis.30 As an additional result of the 
EU’s commitment to the sustainability issue, China feels more secure, because the EU’s 
engagement on climate change supports rather than hinders its economic development.

The issue of energy closely relates to the issue of climate change, and both China and 
the EU are facing common challenges in the fi eld of energy security. Both are expected 
to be importing 80% of their oil supply by 2030. The European Union and China together 
account for around 30% of global energy consumption and 30% of global emissions, but 
while the EU member states have the chance to move to an essentially zero-carbon 
economy, China is expected to contribute about 27% of global CO2 emissions by 2030. 
However, China’s per capita carbon emissions level is about three times less than the 
EU average and about six times less than the US average.31

Both China’s energy demand and energy sector has changed a lot over the 
past decades thanks to the tremendous economic growth, but its main domestic 
energy resource is still coal, with a small reserve of oil and natural gas, as well as 
hydropower resources. Currently renewable energy accounts only for less than 10% of 
China’s energy mix. The Chinese government has set the target of increasing the share 
of hydropower, wind power, solar power and other renewable resources to 15% or even 
20% by 2020.32 As a result, China has also urged cooperation with the European Union 
in order to have access to European energy resources, technologies and investments. 
However, the EU’s infl uence has been limited in this fi eld as it depends on the intention 
of European governments and companies to invest. The European Union’s major task 
is to make China to improve its energy effi  ciency and to become more open about its 
measures to safeguard energy security.

In the Chatham House Report “Changing Climates – Interdependencies on Energy 
and Climate Security for China and Europe”, the authors propose some short-term 
opportunities about how the EU and China should work together on potential solutions 
against climate change. First, they recommend the building of “low-carbon economic 
zones” which can be a pioneer on the demonstration of the transition to an effi  cient, 
low-carbon economy. The second proposal deals with the sett ing of “world-class 
standards for energy-effi  cient goods”, namely global standards for energy effi  ciency. 
As both the EU and China will continue to depend on coal in the future, the third 
recommendation is about the possibility of “making coal more sustainable”. Increasing 
life-cycle effi  ciency of coal, reducing the sustainable development impacts of it, and 



 185

The Present and Future of the China-EU Relationship

strengthening cooperation on carbon capture and storage are part of the proposed 
programme. According to the last proposal, China and the EU should 
establish an “ultra-effi  ciency building research platform”, involving industry, 
research institutes and government to make rapid progress in new materials, 
construction techniques, and standards.33

Finally, it should be added, that while the EU is willing to help, it also has a number of 
interests in China. Some experts highlights that the EU sees the struggle for sustainable 
development as a source of soft  power, for example, the European technology and 
business practices help the European Union to acquire soft  power and international 
recognition.34 It is self-evident, that a sustainable and prosperous China will provide a 
bigger market for European products and it will reduce global externalities of industrial 
production. Nevertheless, the world’s largest single market and the fastest-growing 
economy can work together to lower the costs of climate-friendly products and services 
globally. By working together, China and Europe could become the de facto engine 
of global low-carbon transformation. While some scholars35 suggests that economic 
openness shift s responsibility from policymakers to enterprises, the European Union 
and its institutions are still the major players in encouraging China to become an active 
and responsible partner.

Conclusion

The world is changing and the “unipolar moment” defi nitely passes away while slowly 
giving way to a multilayered international system. This transformation has far-reaching 
consequences for the European Union and the People’s Republic of China and for their 
relations as well. Although China and the European Union have declared their aim – as 
a common desire – to a multipolar world, their relationship is still not strong enough to 
meet the purpose. Even if their relations develop quickly and remarkably over the past 
sixteen years, contradictions still hinder the deepening of the cooperation to a more 
balanced level.

This study suggests that the EU’s China policy is driven mainly by events 
of world economy and global politics, rather than managing them, because 
the relationship depends on several things: the att itude of the international 
community, the conditions of the global economy, the dynamism of US–Chinese 
or US–EU relations and many other factors. Perhaps it sounds a mildly strange, 
but the EU and China are similar to each other to some extent, as both are cradles 
of a civilisation entering a new phase of their history and both are on their way to 
become a powerful international actor.36
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China is still a developing county, even if it is an emerging superpower at the same 
time, hence, it is a great challenge for Europe to understand and accept the rise of China. 
The creation of a cooperative Eurasia does not necessarily depend on the US–China 
relationship, but rather on China’s and Europe’s mutual appreciation of each 
other. Their relations have a structuring role: while the EU off ers an eff ective 
standard of cooperation between states, China provides a model for developing 
countries. In order to reach the highest level of cooperation, both China and the 
EU have still a lot to develop separately and jointly also, while gestures, such 
as granting the market economy status for China, lift ing the arms embargo, or 
ensuring IPR-protection are also needed in this process. In addition, the member 
states of the EU must work together to present a truly united Europe to China, which 
uses uniform approaches while passes over bilateral agreements.

For centuries, Europe tried to change China unsuccessfully. Maybe now it has begun 
to understand that harmony – like the most desirable interaction between civilisations 
– is the best way to solve problems with China. Actually, China wants the European 
Union and its member states to recognise and accept it as it is: its boundaries – including 
Tibet and Taiwan – its own economic and political interests and its sovereignty with its 
political system and laws. In exchange, China off ers the same. As Confucius said: “The 
superior man is looking for harmony without assimilation, the mean man is looking for 
assimilation without harmony”.
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Introduction

The primary aim of this study is to give an overview of the main phases of the 
development of East Asian regionalism. The fi rst part of the study deals with the 
market-led integration in East Asia, which has been driven by trade and foreign 

direct investments for some decades. In East Asia the de facto economic integration 
started long before the de jure integration. In the second part of the study I concentrate 
on the developmental dilemmas of the East Asian de jure integration. I examine the 
fulfi lment of the East Asian countries’ regional aims. Finally, the study makes a 
comparison between European and East Asian regionalism.

Market-Led Economic Integration

Up to the 1990s, East Asian economic integration was formed by market forces 
exclusively. Foreign trade and foreign direct investments among the East Asian 
countries have resulted in growing intra-regional interdependence and contributed to 
the rapid growth of the region, which was called “the East Asian miracle” by the World 
Bank.

Intra-Regional Trade

The strengthening economic integration in East Asia is indicated, inter alia, by the rising 
share of intra-regional trade. Between 1986 and 2007, the intra-regional share in East 
Asia’s total trade grew from 34.4% to 52.1%.1 But there is a big diff erence when we 
examine the intra-regional exports and imports separately. In 2007, 67% of the total 
imports of East Asia originated from the region, while the region’s share in total exports 
was much lower, only 44.5%.2 This refl ects the fact that the rapid growth of the East 
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Asian exports (and so the economic development of the region) depends more on the 
demand of the rest of the world, especially the developed countries (the USA and the EU).

Transnational corporations (TNCs) from Japan, Taiwan, Singapore, South Korea, 
Hong Kong and the United States and Europe have played a signifi cant role in the 
expansion of East Asia’s total and intra-regional trade. These TNCs have built up wide 
production networks in the region.3

Production sharing as a global phenomenon has caused the rapid expansion of the 
world trade in components. Between 1990 and 2007, the share of components in global 
manufacturing trade increased from 18.9% to 22.3%. Developing countries’ share of total 
component trade grew from 27% to 47%, driven primarily by the growing importance 
of East Asia in global production sharing. In 2007, East Asia (without Japan) accounted 
for over two thirds of the total component trade of developing countries.4 Components’ 
share in the total manufacturing trade of East Asia was over 35%, which was signifi cant 
when compared to other regions in the world. Components in the intra-regional 
manufacturing trade of the Association of Southeast Asian Nations (ASEAN: Indonesia, 
Malaysia, the Philippines, Singapore, Thailand, Brunei, Cambodia, Myanmar, Laos 
and Vietnam) represented an even higher share. The share of components in the intra-
regional manufacturing trade of East Asia was 37%. Components represented an even 
higher share (50%) in the intra regional trade of ASEAN.

In East Asia, production networks formed by TNCs drove intra-regional and 
component trade, while a growing share of fi nal goods (consumer goods, capital 
goods) were sold outside East Asia. Between 1994 and 2007, East Asia’s fi nal goods 
exports’ intra-regional share decreased from 46% to 37%, which meant that the region’s 
dependence on the rest of the world for its economic dynamism increased.5

China’s Special Role in East Asian Intra-Regional Trade

As in other East Asian countries, components account for a relatively high share in 
China’s total trade. While the ratio of components in other East Asian countries shows 
nearly the same level within exports and imports, in the case of China, components 
represent a higher share in imports (37.6%) than in exports (18.1%).6 From 1994 to 2007, 
East Asia’s share in Chinese manufacturing imports increased from 20% to 32.7%. 
The share of components in China’s total manufacturing imports from East Asia 
grew from 18% to 44%. By contrast, East Asia’s ratio in China’s total manufacturing 
exports decreased (from 53.3% to 32.2%).7 From these changes we can conclude that 
China has become East Asia’s fi nal assembly centre (especially for the components from 
Japan, South Korea and Taiwan). The primary markets for Chinese fi nal good exports 
produced from growing East Asian component imports are the USA and the EU.
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Intra-Regional Foreign Direct Investment (FDI) Flows

Production networks created by foreign direct investments (FDIs) of TNCs play 
an important role in the East Asian economic integration. They are concentrated in 
industries such as electronics, automobiles and textiles/apparel.89 Intra-regional FDI 
fl ows are determined mostly by TNCs from Japan, South Korea, Hong Kong, Taiwan 
and Singapore. In the three last cases we can talk about ethnic Chinese businesses, 
because the total population of Hong Kong and Taiwan is Chinese and most Singaporean 
citizens or residents are of Chinese origin.

Japanese TNCs, particularly in the automotive and electronics sectors, have been 
the most prolifi c regionalisers of production in East Asia. They have replicated to some 
degree their domestic keiretsu structures in the region.10 In the last 15 years, East Asia’s 
share in the Japanese outward FDI stock decreased aft er the Asian fi nancial crisis, and 
then it started to rise again in the new millennium and approached the level of the EU’s 
share. East Asia’s rising share in the Japanese outward FDI stock is mostly due to the 
surge of interest towards China. While newly industrialising economies’ and ASEAN’s 
share has not reached the pre-Asian crisis level, China has become the prime recipient 
of Japanese FDI in East Asia.

Hong Kong has a special position regarding East Asia’s FDI fl ows. FDI fl ows from 
and to Hong Kong shows a signifi cant geographical concentration. In 2009, 86.1% of 
Hong Kong’s outward FDI stock was held by the British Virgin Islands (43.8%) and 
China (42.3%). And these two countries had the biggest share in Hong Kong’s inward 
FDI stock as well.11 In the case of Hong Kong we can talk about round-tripping of 
capital. Hong Kong enterprises and foreign companies in Hong Kong oft en set up non-
operating companies in off shore fi nancial centres (such as the British Virgin Islands 
and Bermuda), from where they channel direct investment funds back to Hong Kong 
or other countries.12 China and Hong Kong are the biggest investors in each other. Some 
part of FDI fl ows from China to Hong Kong return to the mainland. Estimates put 
round-tripping at between 25% and 50% of total FDI fl ows from Hong Kong to China.13

Similarly to Hong Kong, Singapore is one of the most important FDI providers/
recipients in East Asia. In 2008, more than 50% of the Singaporean outward FDI stock 
was held by Asia. 94% of Singapore’s outward FDI stock in Asia was concentrated in 
East Asia. Within the region, ASEAN countries accounted for half of the Singaporean 
outward FDI stock. In Southeast Asia Singaporean investors preferred Malaysia, 
Thailand and Indonesia. But in the whole East Asian region, China had the biggest 
share in FDI stock originating from Singapore.14

In the last decade, some other ASEAN member states, such as Malaysia, Thailand 
and Indonesia, increased their outward FDI stock. ASEAN enterprises have started 
to extend their business activities within ASEAN, East Asia and then the world.15 
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Between 2000 and 2008 ASEAN member states’ share in ASEAN’s total inward FDI 
fl ows grew from 3.2% to 18.3%, which indicates strengthening regional integration.16 
During this period, East Asian countries were the major sources of FDI infl ows into 
ASEAN. Their 35% share exceeded the EU’s and the USA’s portion of FDI infl ows into 
ASEAN. This means that ASEAN member countries mostly depend on East Asia’s 
(including Southeast Asia’s) foreign direct investment, which provides a favourable 
base for the further development of East Asian regionalism.

Companies from Singapore, Malaysia, Thailand and Indonesia play a dominant 
role in intra-ASEAN foreign direct investments. Investment from Singapore alone 
accounted for 65% of total accumulated intra-ASEAN investment between 1995 and 
2007. Following in distant second, third and fourth places were Malaysia, Indonesia 
and Thailand, with 17.7%, 9% and 4.9% of total accumulated intra-regional investment 
respectively. The top intra-regional host countries were the same four countries: 
Thailand, Malaysia, Singapore and Indonesia, with 27.9%, 24.7%, 20.1% and 10.3% of 
total accumulated intra-regional investment respectively.17 From this we can conclude 
that these four countries have strengthened their economic relations. And there are 
some signs that they want to integrate poorer ASEAN countries into this process, too.

In the volume of Taiwanese FDI outfl ows there was a huge jump in the second half of 
the 1980s. In the mid-1980s, FDI outfl ow from Taiwan to Southeast Asia and China started 
to grow signifi cantly. This trend was driven by two main factors: diffi  cult conditions 
in the domestic investment environment (land prices increased sharply and the wage 
rate rose), and rapid appreciation of the Taiwan dollar during 1986-1988. Taiwanese 
fi rms turned to foreign investment to keep their export markets and competitiveness.18 
From the mid-1990s, developed countries (the USA and the EU) could also expect a 
growing volume of FDI infl ows from Taiwan. With their foreign investments Taiwanese 
companies have sought to strengthen their position in the global market. In the last 
two decades, the main destination of Taiwanese FDI has been Asia, especially East 
Asia. During this period, China’s and the whole of East Asia’s shares in Taiwanese FDI 
outfl ows were 47.4% and 57.1% respectively.

Korean enterprises started to expand globally in the 1990s. The growing trend of 
Korean FDI outfl ows was broken only by the Asian fi nancial crisis in 1997–1998. Aft er 
2002 Korean FDI outfl ows started rising again. Korean investors have preferred East 
Asia as an investment destination. 42.3 per cent of Korean FDI outfl ows have been 
absorbed by East Asia. Within the East Asian region China has been the top destination 
of Korean FDI.

Investments of the biggest FDI source countries of East Asia are concentrated in East 
Asia, which indicates strong intra-regional FDI relations.
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Institutionalisation of East Asian Economic Integration

East Asia could only see de facto economic integration emerging until the end of the 
1990s. The de jure integration has started to develop with the growing network of FTAs 
surrounding ASEAN since 2000. Although there had been some earlier initiatives for 
creating economic communities, including an East Asian Organization for Pacifi c Trade 
and Development (OPTAD) and the concept of the Pacifi c Free Trade Area (PAFTA), 
on the proposals of the Pacifi c Economic Cooperation Council (PECC), they did not 
prove viable. As the starting point of East Asian regionalism, we can consider the 
institutionalisation of the ASEAN+3 (sometimes called APT: ASEAN + China, Japan 
and South Korea) process. But fi rst we must say some words about the East Asian 
Economic Grouping (EAEG), whose creation was proposed by Mahathir Mohamad, the 
Malaysian prime minister, in 1990.19 A litt le bit later, the name of the regional grouping 
was changed to the East Asian Economic Caucus (EAEC). Mahathir intended to give 
Japan a leading role in the Caucus, and with this step, he wanted to separate East Asian 
regional integration from the Asia–Pacifi c Economic Cooperation (APEC) dominated 
by the USA. Finally, the Caucus, as an informal meeting of the East Asian countries, 
failed to develop because of the strong opposition of the USA. At this time, the United 
States was interested in the successful development of APEC, and wanted to impede 
the formation of a protectionist trading block in East Asia. In addition, Japan did not 
undertake the leading role proposed by Mahathir.

The Asia–Europe Meeting (ASEM) launched in 1996 provided a new base for East 
Asian regional cooperation. ASEAN member countries asked Japan, China and South 
Korea to join them as the Asian representatives in preliminary meetings of ASEM 
during the second half of 1995. The joint participation in ASEM made ASEAN members, 
China, Japan and South Korea cooperate more closely, which was conducive to the start 
of the ASEAN+3 process.20 But besides this, several other factors that promoted the 
formalisation of the East Asian regional integration can be mentioned:

• Progress of trade and investment liberalisation in the framework of the WTO 
and APEC has stalled.

• Strengthening regionalism in North America and Europe made East Asian 
countries worry about discrimination against their products. But at the same 
time they set an example for East Asia as well.

• The rapid growth of East Asian economies and growing regional interdependence 
called for a closer cooperation among East Asian countries.

• The Asian fi nancial crisis of 1997–1998 showed that it was necessary to strengthen 
formal regional cooperation.
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ASEAN+3 heads of state/governments fi rst met informally in 1997. Two years 
later, in 1999, ASEAN+3 leaders issued the Joint Statement on East Asia Cooperation 
in Manila, with which they institutionalised the ASEAN+3 process. From that point 
onwards, ASEAN+3 leaders have been meeting at annual summits regularly. Besides 
this, ASEAN+3 countries have been organizing ministerial-level meetings (on fi nance, 
economy, etc.). The cooperation among ASEAN+3 countries has been expanded to cover 
several political, economic and social fi elds.21

In 1998 and 2000 Kim Dae-jung, the Korean president, proposed to the ASEAN+3 
countries that they establish the East Asia Vision Group (EAVG) and the East Asia 
Study Group (EASG) to examine future trends of regional integration. In 2001, the 
intellectuals taking part in the East Asia Vision Group published their proposals for 
ASEAN+3 countries. The East Asia Study Group, consisting of government offi  cials, 
was asked to work out concrete plans. In 2002, the East Asia Study Group fi nished its 
fi nal report (taking into account the EAVG proposals) which contained the following 
main plans: the creation of the East Asian Free Trade Area (EAFTA) and the East Asian 
Community (EAC), and the replacement of the ASEAN+3 Summit with the East Asia 
Summit (EAS).

In the report, government offi  cials recommended the creation of a region-wide 
FTA by consolidating all bilateral and sub-regional FTAs.22 But at this time there 
were only a few FTAs existing in the region: the only sub-regional FTA, the ASEAN 
Free Trade Area, started to develop, Japan’s very fi rst FTA (or economic partnership 
agreement: EPA) (with Singapore) came into eff ect, and China began FTA negotiations 
with ASEAN. From all this, we can conclude that the government offi  cials counted on 
the birth of other FTAs in the region. And indeed, the number of FTAs in the region 
has jumped, which is largely due to the political rivalry between China and Japan.23 
Japan and China have been competing for the leading role in East Asian regionalism. 
On the one hand the political rivalry between these two countries has contributed to 
strengthening regional integration, but on the other it has delayed the development of 
formal economic institutions. China has acted as a catalyst in the proliferation of FTAs, 
and Japan has promoted the development of the fi nancial cooperation in the region.

Proliferation of FTAs in East Asia

At the beginning of the 1990s, Japan gave priority to the development of APEC and 
the success of the negotiations under the WTO in its foreign economic policy, and paid 
litt le att ention to the formalisation of the East Asian integration. Due to the economic 
rise of China, the WTO’s stalled negotiations and the lack of development of APEC, 
Japan’s aforementioned approach in its foreign economic policy changed at the end of 
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the 1990s. In 1999, Japan started its very fi rst bilateral FTA negotiations with Singapore, 
which spurred China to sign the Framework Agreement on Comprehensive Economic 
Cooperation with ASEAN on 4 November 2002, to create the ASEAN–China Free Trade 
Area (ACFTA). One day later, Japan off ered ASEAN countries its own framework on 
economic partnership. South Korea decided to take the same step.

ASEAN+1 FTAs
ACFTA

At the ASEAN+3 Summit of 2000 in Singapore, Zhu Rongji, the Chinese prime minister, 
proposed the creation of ACFTA, and the establishment of a working group in charge 
of preparing the feasibility study of the FTA. In November 2001, China and ASEAN 
member states agreed to establish ACFTA within 10 years. The next event was the 
signing of the Framework Agreement on Comprehensive Economic Cooperation 
mentioned earlier.

China was motivated by several economic and political factors to propose ACFTA, 
and make it att ractive for ASEAN countries. China wants to play a leading role in the 
East Asian regionalism; that is why it started FTA negotiations with ASEAN before 
its main regional rival, Japan. Through enhancing regional cooperation, China’s other 
aim was to respond to the perception of a “China threat” in Southeast Asian countries, 
which saw China as a rival on the export markets and in att racting FDI. In 2001, China’s 
WTO accession, which intensifi ed the “China threat” further, was counterbalanced by 
ACFTA too. During FTA negotiations, China made various concessions for ASEAN 
member states. Moreover, ASEAN, with its market size of 500 million consumers, 
strategic geographical location and abundant natural resources, has won an important 
role in China’s economic development strategy.24

The Framework Agreement on Comprehensive Economic Cooperation signed in 2002 
contained directions regarding liberalisation of bilateral fl ows of goods, services and 
investments. The Framework Agreement emphasized the provisions that China made 
in favour of ASEAN countries: China accorded the three non-WTO ASEAN members 
– Vietnam, Laos and Cambodia – the most-favoured-nation status, gave special and 
diff erential treatment to the less developed ASEAN members (Laos, Cambodia, 
Myanmar and Vietnam), allowing them fi ve more years to join the FTA, and created an 
“early harvest” programme of accelerated tariff  cuts on certain agricultural products.

In 2004, China and ASEAN countries’ economic ministers signed the Agreement on 
Trade in Goods, which determined the abolishment of tariff s and non-tariff  barriers. In 
accordance with the Framework Agreement on Comprehensive Economic Cooperation, 
in 2007, China and ASEAN concluded the Agreement on Trade in Services. Under this 
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Agreement, China and ASEAN countries committ ed themselves to providing each other 
with improved market access and national treatment in diff erent service sectors. The 
third agreement on investment liberalisation was signed in August 2009.25 Following 
this, the ASEAN–China Free Trade Area came into eff ect on 1 January 2010. ACFTA is 
one of the world’s biggest free trade areas, with a combined GDP of 6.6 trillion dollars 
and a consumer market of 1.9 billion people.26

AJCEP

In 2002, aft er concluding the China–ASEAN Framework Agreement on Comprehensive 
Economic Cooperation, Japanese and ASEAN leaders issued the Joint Declaration on 
Comprehensive Economic Partnership, in which they expressed their intention of 
creating a free trade area within 10 years. One year later, on the 30th anniversary of 
Japan–ASEAN relations, the heads of state/governments committ ed themselves to 
liberalising trade in goods and services and investments.

The negotiations on trade and investment liberalisation took place from 2005 to 2007. 
By 2008, Japan had concluded an economic partnership agreement (EPA) with seven 
ASEAN countries (Vietnam, Thailand, Singapore, the Philippines, Malaysia, Indonesia 
and Brunei).27 The ASEAN-Japan Comprehensive Economic Partnership Agreement 
(AJCEP), which came into eff ect in 2008, is an umbrella agreement partly based on 
bilateral agreements between Japan and ASEAN countries. The liberalisation of trade 
in goods will be implemented according to the following schedule: Laos, Cambodia 
and Myanmar have the same schedule for the elimination/reduction of tariff s. These 
three countries have committ ed themselves to eliminating tariff s by 2023 and 2026 
respectively. But the tariff  elimination has not been extended to all goods. In the case 
of certain products, these three countries have retained tariff s, which will be reduced 
to 5% within 18 years. Singapore was the only country that has committ ed itself to the 
immediate elimination of all tariff s. The tariff s of Japan, Thailand, Malaysia, Indonesia, 
Vietnam, Brunei and the Philippines will be eliminated within 10 years. But not all 
goods are covered by this schedule. In the case of certain “sensitive” products, these 
countries have retained tariff s, which will be only reduced within a defi ned period.

AKFTA

Similarly to China and Japan, South Korea fi rst issued a joint declaration on 
strengthening cooperation with the ASEAN countries. In the Joint Declaration on 
Comprehensive Cooperation Partnership, the heads of state/governments recommended 
establishing a free trade area. In 2005, South Korean and ASEAN leaders signed the 
Framework Agreement on Comprehensive Economic Cooperation.
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The agreement on trade in goods, which contains the schedule of tariff  elimination/
reduction, was concluded in 2006.28 In the case of tariff  lines placed on the normal track, 
South Korea, ASEAN-6, Vietnam, and Cambodia, Laos and Myanmar will eliminate 
tariff s by 2010, 2012, 2018 and 2020 respectively. Sensitive products need a longer tariff  
elimination period. The tariff s of the products on the sensitive track will be reduced 
to 0–5% by 2016 (South Korea, ASEAN-6), 2021 (Vietnam) and 2024 (Cambodia, Laos 
and Myanmar) respectively. In 2008, South Korea and ASEAN countries signed the 
agreement on trade in services.29 One year later, negotiations on investment liberalisation 
were closed with agreement.

AANZFTA and ASEAN–India FTAs

ASEAN has concluded two FTAs with its other three dialogue partners: with 
Australia and New Zealand and with India. Similarly to the FTAs mentioned earlier, 
the AANZFTA and ASEAN–India FTAs include not only the liberalisation of trade in 
goods, but also the liberalisation of trade in services and investments. The AANZFTA 
Agreement was signed in 2009, and came into eff ect on 1 January 2010.30 This Agreement 
was the fi rst region-to-region arrangement for ASEAN, and the fi rst FTA that Australia 
and New Zealand have jointly negotiated. Under the AANZFTA, tariff  reductions 
started gradually on 1 January 2010, with free trade to be fully realised by 2015. The 
newer ASEAN member states – Cambodia, Laos, Myanmar and Vietnam – have longer 
time frames.31 ASEAN and India signed the agreement on trade in goods in 2009, aft er 
six years of negotiations. The ASEAN–India FTA will see tariff  liberalisation of over 
90% of products traded between ASEAN and India. Tariff s on over 4,000 product lines 
will be eliminated by 2016 at the earliest. ASEAN and India are currently negotiating 
the agreements on trade in services and investment.32

The FTAs described before are only a small part of all FTAs concluded by East Asian 
countries. For example, individual ASEAN countries oft en sign bilateral FTAs with 
countries that have already concluded FTAs with ASEAN, so FTAs oft en overlap each 
other. Among Northeast Asian countries (Japan, China and South Korea) there is no 
bilateral or trilateral FTA: they exist only as proposals. But all three countries show 
signifi cant activity in concluding FTAs within and outside the East Asian region.

In the last decade, a region-wide free trade area covering East Asia has not come into 
existence. Instead of such, Northeast Asian countries have preferred to create ASEAN+1 
FTAs. Within the East Asian region, bilateral and plurilateral FTAs have proliferated at 
a rapid pace. East Asian FTAs go beyond goods liberalisation to encompass FTA-plus 
and WTO-plus features of trade facilitation, investment liberalisation and facilitation, 
intellectual property rights protection, competition policy, mutual recognition 
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agreements, government procurement and labour mobility. A key feature of them is 
special and diff erential treatment for the less developed members of the FTA.33

In its fi nal report, EASG recommended the creation of a region-wide free trade 
area in East Asia by consolidating existing FTAs. But the establishment of a region-
wide FTA has faced some diffi  culties. In East Asia, overlapping FTAs have created a 
“bowl of spaghett i” eff ect because of the diff erent rules of origin, schedule of tariff  
elimination, etc. Before delineating the possible scenarios of an East Asian FTA, we 
must say something about the start of the East Asia Summit (EAS), which was also 
proposed by EASG.

East Asia Summit

According to the EASG’s recommendation, East Asia Summits would replace 
ASEAN+3 Summits. East Asia Summits would have functioned as a higher level of 
the relations between ASEAN and the three Northeast Asian countries. But ASEAN+3 
countries have diverged from the original scenario, which is primarily due to the 
rivalry between Japan and China.

The fi rst East Asia Summit took place in December 2005 in Kuala Lumpur. To stall 
China’s growing regional dominance, Japan (together with Singapore and Indonesia) 
put forward the idea that India, Australia, New Zealand, Russia and the USA, which are 
non-ASEAN+3 and geographically non-East Asian countries, should be included in the 
EAS. As the debate on this issue became intense, ASEAN proposed three requirements 
for membership of EAS: (1) being a dialogue partner of ASEAN; (2) having considerable 
and practical relations with ASEAN; (3) being a signatory to the Treaty of Amity and 
Cooperation (TAC) in Southeast Asia. Finally, India, Australia and New Zealand were 
invited to the fi rst EAS.3435

The East Asia Summit with ASEAN+6 countries has not replaced ASEAN+3 
Summits, but it has established a new cooperation framework in East Asia (although 
it reaches beyond the borders of East Asia). From the beginning, Japan has promoted 
the participation of India, Australia and New Zealand in the creation of East Asian 
Community. In 2006, Japan proposed to ASEAN+6 countries that they create a free 
trade area with the name Comprehensive Economic Partnership in East Asia (CEPEA).

From this all, we can conclude that the rivalry between Japan and China has diverted 
the development of East Asian regionalism from the original aims to some degree. The 
East Asia Summit has not replaced the ASEAN+3 Summit, but it has become a new 
form of regional cooperation. Besides EAFTA, CEPEA has arisen as a possible concept 
for a region-wide FTA.
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Before analysing the future of the East Asian free trade area’s development, we 
should address the evolving ASEAN+3 fi nancial cooperation too.

Financial Cooperation

The Asian fi nancial crisis in 1997–1998 revealed the need for regional fi nancial 
cooperation. Among ASEAN+3 countries, Japan took a leading role in the formation of 
fi nancial cooperation.

The Chiang Mai Initiative (CMI)

In 1997, at the IMF and World Bank annual meetings in Hong Kong, just before the 
outbreak of the Asian fi nancial crisis, Japan proposed a plan to create a 100 billion 
dollar Asian Monetary Fund. Japan also off ered to provide 50% of the 100 billion 
dollar reserve fund in the future, with the remainder to be contributed by other Asian 
countries.36 China did not support the idea of the Asian Monetary Fund, because it 
thought that Japan was att empting to capitalise on its neighbours’ fi nancial turmoil 
to achieve monetary hegemony in the region. At that time, the seriousness of the 
fi nancial meltdown was not fully revealed, and China had no strong commitment to 
multilateralism in regional aff airs. Later on, China became more proactive towards 
multilateral regional cooperation, particularly aft er the seriousness of the Asian 
fi nancial crisis had been fully recognised.37 But the Asian Monetary Fund did not come 
into existence, because of strong objections from the USA and the IMF. Although Japan 
withdrew the proposal of creating the Asian Monetary Fund, it was forced to launch 
the New Miyazawa Initiative (NMI) in 1998 to avoid the deepening of the fi nancial 
crisis. With this 30 billion dollar NMI, Japan helped East Asian countries signifi cant for 
its own domestic economy.

Aft er the Asian fi nancial crisis of 1997–1998, Japan has retained its leading role in the 
development of the regional fi nancial architecture and surveillance mechanism. An 
important milestone of the regional fi nancial cooperation under the ASEAN+3 process 
was the creation of the Chiang Mai Initiative (CMI) on which was agreed by ASEAN+3 
fi nance ministers at the 33rd annual meeting of the Asian Development Bank in 2000. 
The CMI was built on the ASEAN swap arrangement.38 The CMI expanded the ASEAN 
swap arrangement.39 Interestingly, it was unclear who took the lead in creating the CMI. 
However, the Japanese Ministry of Finance surely undertook informal negotiations 
in order to gain support from the USA as well as other East Asian countries. Japan 
succeeded in convincing the USA that the Initiative would be completely diff erent 
from the Asian Monetary Fund.40 The main aim of establishing the CMI was to avoid 
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a currency crisis like the Asian fi nancial crisis in 1997–1998. By 2007, there had been 16 
bilateral swap agreements among 8 ASEAN+3 countries to the value of 80 billion dollars. 
A CMI member country can draw automatically up to 20 per cent of the contractual 
amount. In order to go beyond this limit, a country must fi rst obtain a programme from 
the IMF. This means that the CMI complements the IMF lending facilities.41

ASEAN+3 Economic Review and Political Dialogue (ERPD)

In November 2001, a proposal backed by the Japanese Ministry of Finance for a 
surveillance facility at the CMI was fl atly rejected by China, leading to the creation of 
a less formal mechanism, the Economic Review and Policy Dialogue in April 2002.42 
The objectives of the ASEAN+3 ERPD include identifying potential macroeconomic 
and fi nancial risks, preventing crises, and monitoring regional capital fl ows and 
currency markets. ASEAN+3 fi nance and central bank deputies hold ERPD meetings 
semi-annually. In the course of time, the ASEAN+3 ERPD has become an important 
information exchange mechanism on economic conditions and policies in East Asia.43 
In 2005, participation in the ERPD process became a condition for withdrawal of funds 
from the CMI. But despite all this, ERPD is still incapable of providing an appropriate 
level of economic surveillance, not a litt le due to its non-interference approach.44

Asian Bond Market Initiative (ABMI)

The ABMI is the ASEAN+3 fi nance ministers’ other reaction to the Asian fi nancial crisis. 
One of the root causes of the Asian fi nancial crisis was the underdeveloped regional 
bond market. In the 1990s, the East Asian economies borrowed foreign currency to 
fi nance domestic investment through heavy bank fi nancing. A large portion of these 
foreign currency bonds had a short maturity while revenue fl ows for repayment were 
in domestic currencies over the long period, and this led to currency and maturity 
mismatches.45 The ASEAN+3 fi nance ministers decided on the launch of the ABMI in 
2003 in Manila. The aim of the ABMI is to develop the local currency bond market, and 
to increase regional borrowing and lending in local currencies. But the ABMI showed 
litt le progress in subsequent years, while several studies and proposals were made. 
Finally, in 2008, the ASEAN+3 fi nance ministers agreed on a new roadmap for the ABMI. 
The ASEAN+3 fi nance ministers created four task forces addressing the following key 
areas: 1) promoting issuance of local currency-denominated bonds; 2) facilitating the 
demand of local currency-denominated bonds; 3) improving the regulatory framework; 
4) improving related infrastructure for the bond market.46 The Japan Technical 
Assistance Fund managed by the Japanese Ministry of Finance focuses on building 
capacities of ASEAN countries in various aspects of bond market development.
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The starting dynamism of the ASEAN+3 fi nancial cooperation aft er the Asian 
fi nancial crisis has evidently abated. Since 2000, the ASEAN+3 fi nancial cooperation 
and the creation of a region-wide FTA have both developed at a slow pace. For example, 
we can mention the multilateralization of the CMI, which has been impeded by the 
rivalry between Japan and China for several years.

Finally, we need to analyse how the global fi nancial and economic crisis that broke 
out in 2008 has aff ected the development of East Asian regionalism, whose birth is also 
rooted in a fi nancial crisis.

Development of East Asian Regionalism
during the Global Financial and Economic Crisis

EAFTA or CEPEA?

Two concepts of a region-wide FTA, EAFTA and CEPEA, are still in the research and 
planning phase. But we can state with certainty that the relevance and the likelihood 
of the creation of EAFTA are much greater, because a multilayered and comprehensive 
cooperation has evolved among the ASEAN+3 countries in the last decade.47 If we look 
at the FTAs concluded among ASEAN+3 and ASEAN+6 countries, in the latt er case 
there are several FTAs still missing.48 The successful creation of the EAFTA depends 
primarily on the establishment of a trilateral FTA (or three bilateral FTAs) among the 
three Northeast Asian countries (Japan, China and South Korea) representing 90 per 
cent of ASEAN+3’s GDP, which is a big challenge. And if this question is not addressed, 
it will be pointless to carry out further steps.49

In 1999, at the beginning of the ASEAN+3 process, the heads of state of China, Japan 
and South Korea agreed to hold informal trilateral meetings on the sidelines of the 
ASEAN+3 summits. In 2008, the trilateral cooperation formally detached itself from the 
ASEAN+3 process. But the spectrum of the trilateral cooperation remained relatively 
narrow: annual meeting of heads of state or foreign ministers, meetings on education 
and environmental issues, etc. China fi rst proposed the creation of a trilateral FTA in 
2002; however, because of Japan’s reluctance, there have been no offi  cial studies on how 
to implement this proposal. But in 2009 there was a signifi cant turning point in the 
trilateral cooperation, due to the global economic and fi nancial crisis. Over the course 
of 2009, the three nations succeeded in resolving their long-running dispute over 
contributions (and thus voting weight) in the Chiang Mai Initiative Multilateralization 
(CMIM). The three countries also worked together to push through a general capital 
increase at the Asian Development Bank.50 And there has been a relatively big step 
forward in the case of the trilateral FTA, aft er Yukio Hatoyama, the Japanese prime 
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minister, argued in favour of creating a Northeast Asian FTA at the 2nd China–Japan-
South Korea summit. In May 2010, the three countries established a working group 
to prepare the feasibility study of the trilateral FTA. The presentation of proposals is 
expected in 2012. At the 3rd trilateral summit, the heads of state issued a joint declaration 
on future cooperation with the title of “Trilateral Cooperation Vision 2020”. The three 
countries decided on the establishment of the Trilateral Cooperation Secretariat in 
Seoul. In May 2011, at the 4th China–Japan–South Korea summit, it is expected that the 
three countries will sign a trilateral investment agreement.

The de facto EAFTA can evolve not only through the trilateral FTA but also through 
the creation of bilateral FTAs among the Northeast Asian countries.

In 2003, Japan and South Korea started FTA negotiations, which stalled aft er six 
rounds in 2004. The reasons were obvious: Korea was running up a sizable trade 
defi cit with Japan, and was afraid that the FTA would hit certain sectors (machinery, 
electrical equipment) hard. Japan’s reluctance could be explained by agricultural and 
food products protectionism.51 But since 2008 the two countries have showed renewed 
interest in FTA negotiation. In February 2011, Japanese and South Korean foreign 
ministers agreed to make joint eff orts to restart the FTA negotiations.

Between 2005 and 2008, China and South Korea discussed several feasibility studies 
on a possible bilateral FTA, but up-to-date FTA negotiations have not been started. The 
delay is primarily due to South Korea. The South Korean government would like to 
minimalise the negative eff ects of the bilateral FTA on the agricultural sector. Because 
of China’s strong interest in this FTA, it is likely that China will allow more concessions 
for Korea.52 In March 2011, the South Korean government announced that it would 
like to conclude a free trade agreement with China during the term of President Lee. 
The starting date of bilateral FTA negotiations is expected to be announced in the next 
months.

Strengthening trilateral cooperation is an important building block for the further 
development of East Asian regionalism. But at present the East Asian countries are 
very far from their original plans such as the creation of a region-wide FTA. The choice 
between EAFTA and CEPEA is still a point of tension in Sino-Japanese relations.

Independent of the eff ects of the global economic crisis, we must say some words 
about another development in East Asian regionalism. The USA and Russia will be 
EAS member states from 2011. The extension of the EAS was agreed on by ASEAN 
heads of state/governments in July 2010. The USA’s and Russia’s participation in the 
East Asia Summit raises some questions regarding the future development of the East 
Asian regionalism: whether we can talk about ASEAN+8 in the case of CEPEA, what 
will diff erentiate the EAS from the APEC, and whether the EAS will mean competition 
for APEC.
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Multilateralization of the CMI

Since its creation, the eight member countries of ASEAN+3 have held several rounds 
of negotiations on enlarging the size and improving the operation of the CMI. The 
negotiations have mainly dealt with the expansion of the swap amounts, increasing the 
limit of automatic drawing, and severing the link with the IMF. By 2007, as mentioned 
earlier, the size of swap agreements had grown to 80 billion dollars. In 2005, the 
automatic drawing limit was increased from 10% to 20%. The multilateralization of 
the CMI has been on the agenda for several years. But the CMI members realised that 
neither the multilateralization of the CMI nor a further increase in the drawing limit 
would be possible unless an eff ective surveillance system was established.53

Finally, in 2006, the ASEAN+3 fi nance ministers agreed on the principle of the 
multilateralization of the CMI: single contract instead of bilateral swap agreements, and 
creation of a common fund. In 2007, at the 10th ASEAN+3 fi nance ministers’ meeting, the 
partner countries affi  rmed their joint statement on the multilateralization of the CMI, 
and ordered further in-depth studies on the key elements of the multilateralization 
of the CMI, including surveillance, reserve eligibility, size of commitment, borrowing 
quota and activation mechanism.54 In May 2008, at the 11th ASEAN+3 fi nance ministers’ 
meeting, the proportions of the amount of contribution by the ASEAN and by the 
three other ASEAN+3 countries were fi xed at 20:80, and the total amount of the 
multilateralized CMI was fi xed at 80 billion dollars.55 The shares of individual countries 
were determined through negotiations among the members of the ASEAN and the +3 
group.

At the end of 2008, a deepening global fi nancial and economic crisis accelerated 
the multilateralization of the CMI. In February 2009, the ASEAN+3 fi nance ministers 
gathered at a special meeting in Phuket. In order to ensure regional market stability 
and to foster confi dence in the markets, the ASEAN+3 fi nance ministers agreed to 
increase the total size of the CMIM from 80 billion dollars to 120 billion dollars, and to 
establish an independent regional surveillance unit to facilitate prompt activation of 
the CMIM.56

Three months later, at the 12th ASEAN+3 fi nance ministers’ meeting, in Bali, 
ASEAN+3 countries agreed on the key elements of the multilateralized CMI (size of 
commitment, borrowing quota and surveillance mechanism). The global fi nancial and 
economic crisis as an external forcing factor made Japan and China agree on the size of 
contribution to the CMIM, which was formerly an object of debate between Japan and 
China. China wanted to persuade Japan to accept an “equal fi rsts” solution, but Japan 
wanted to be the largest single contributor. Finally, both Japan and China got their wish. 
Japan contributes 32% of the total to the CMIM, or 38.4 billion dollars of the 120 billion 
dollar pool. China contributes 38.4 billion dollars in total: 34.2 billion dollars from 
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the mainland and 4.2 billion dollars from Hong Kong.57 South Korea contributes the 
rest of the +3 group’s 80%. The other 20% is provided by the ASEAN countries. At the 
same time, the ASEAN+3 countries could not reach a fi nal agreement on the regional 
surveillance unit, which was also an object of debate between Japan and China.

In spite of this open issue, the ASEAN+3 countries signed the Agreement on CMIM 
on 24 December 2009, which came into eff ect on 24 March 2010.58 At the beginning 
of May, at the 13th ASEAN+3 fi nance ministers’ meeting, the participating countries 
agreed on the establishment of the proposed regional surveillance unit. The ASEAN+3 
Macroeconomic Research Offi  ce (AMRO) will be located in Singapore. This regional 
surveillance unit will monitor and analyse regional economies, contributing to the early 
detection of risks and eff ective decision-making of the CMIM. At the ERPD meetings, 
AMRO will submit a consolidated surveillance report with overall macroeconomic 
and fi nancial assessments of all member countries and the region.59 The regional 
surveillance unit is expected to start working in May 2011. The reason for the delay is 
again the antagonism between China and Japan. In November 2010, China rejected the 
appointment of a Japanese candidate as the head of AMRO. The next appointment is 
scheduled for April, 2011.60

Looking at the size and infrastructure of the CMIM, we can state that it is more 
signifi cant than CMI. However, access to liquidity has not become easier in the CMIM. 
The member countries have not transferred their money into a common fund; they have 
only committ ed themselves to mutual fi nancial assistance. Without IMF agreement, 
only 20 per cent of the contractual amount can be drawn down by individual countries. 
This can explain the fact that the CMI and the CMIM have never been activated. So the 
question can arise how signifi cant the CMIM is in practical terms. The size of the CMIM 
is small compared with the funds of the IMF. The CMIM can only supplement the IMF’s 
activity, but not replace it, a point that can be traced in the statements of the ASEAN+3 
countries too. At the moment, the CMIM is very far from being like the proposed 
Asian Monetary Fund, because of its small size and underdeveloped infrastructure. 
The future development of the CMIM depends on the main contributors’ successful 
cooperation. The multilateralization of the CMIM can be seen as an initial step towards 
regional fi nancial and monetary integration.

European versus East Asian Regionalism

The European Union is the fi rst and most successful case of large-scale integration. 
It represents a high stage of integration (economic and monetary union). European 
regionalism is oft en regarded as a reference point in thinking about regional 
arrangements. The media as well as some offi  cial announcements in East Asia like 
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to refer to a “European-type” regionalism, even though East Asia’s regionalism has 
developed diff erently from Europe’s.61 One of the main causes of this diff erence is the 
way in which the USA has engaged in designing post-WWII regional institutions. In 
Europe, the USA preferred multilateral organizations and committ ed itself to collective 
defence,62 which led to the creation of the North Atlantic Treaty Organization. Besides 
addressing security challenges, the USA was interested in the economic reconstruction 
of Western Europe. That is why it supported the formation of a European common 
market built on a partnership between France and West Germany, an institution that 
has now evolved into the European Union.63 In contrast to this, the USA preferred 
“hubs-and-spokes” bilateral security arrangements in East Asia, and it came up with 
the creation of a triangular trade relationship linking the USA, Japan and Southeast 
Asia.64 The USA’s diff erent strategies towards Europe and East Asia have had a huge 
eff ect on the structures of the two regional systems.

The European integration is the result of a top-down political project to facilitate 
regionalisation. In Europe, deep political commitment and an extensive institutional 
structure have largely been driving regional integration.

Regionalism has progressed much further in Europe than in East Asia. While 
European regionalism has been running for more than 50 years, East Asian regionalism 
has only recently emerged. East Asian regional integration has been driven by market 
forces for decades. Japanese, South Korean and overseas Chinese businesses have 
regionalised their production in East Asia. They have created extensive production 
networks, which have generated growing intra-regional trade and strengthened de facto 
economic integration.

Regionalism in East Asia started emerging from the end of the 1990s, mainly due 
to the Asian fi nancial crisis in 1997–1998, which revealed the need for closer regional 
cooperation among East Asian states. In East Asia bilateral and sub-regional free trade 
agreements have multiplied in recent years. Even so, East Asian regionalism remains 
outward-oriented – focused on supporting market relationships rather than supplanting 
them, and on sustaining its openness to global markets,65 since its exports of fi nal goods 
are mostly destined for markets of the USA and Europe. East Asian countries conclude 
extra-regional FTAs in parallel with intra-regional FTAs.

East Asian regional integration has been driven more by markets than by 
governments. There are several factors that explain why East Asian countries have been 
reluctant to adopt a “European-type” regionalism. Firstly, because of their colonial past, 
the East Asian countries are unwilling to cede national sovereignty, and because of the 
lack of political commitment to closer integration there are no strong supranational 
institutions. Secondly, East Asia shows wider political, economic and social diversity 
than Europe. Thirdly, there is no sense of a common identity among East Asian people 
to serve as the basis for East Asian regionalism as a regionalist ideology. Fourthly, 
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historical mistrust and political rivalry between two regional powers, Japan and China, 
has been impeding the process of regionalism in East Asia.

In the future, East Asian regionalism is expected to further develop slowly. However, 
the global fi nancial and economic crisis has revealed the need for stronger cooperation 
among East Asian countries. Strengthening economic integration directed by states 
would contribute to rebalancing growth towards regional and domestic demands and 
decreasing East Asia’s dependence on the exports of fi nal goods to the USA and Europe.

Conclusions

The institutionalisation of East Asian economic integration is still in its infancy. The 
strengthening of the de jure integration is hindered by several factors:

• East Asian countries show signifi cant diversity (economic development, political 
system, culture, etc.).

• Because of their colonial experiences, some countries are reluctant to delegate 
decision-making to the supranational level.

• It will be very diffi  cult to resolve the “bowl of spaghett i” eff ect caused by the 
proliferation of FTAs and to create a region-wide FTA.

• Rivalry between China and Japan has been impeding the development of East 
Asian regionalism.

Although the institutionalisation has gathered momentum in the last few years, due 
to the global economic and fi nancial crisis, the creation of the East Asian Community 
similar to the European one still seems to be a very distant aim.

In the future, East Asian regionalism can provide several interesting research topics. 
One of them, the USA’s and Russia’s participation in the EAS, I would like to emphasize 
here. In my opinion, the name East Asia Summit has not been appropriate since the 
EAS’s inception in 2005, because non-East Asian countries such as India, New Zealand 
and Australia have taken part in this summit. Russia’s and the USA’s accession to the 
East Asia Summit signals that the EAS is becoming more and more similar to APEC. 
So the question can arise how relevant it is to talk about the creation of the East Asian 
Community and the East Asian free trade area, when the process has begun taking a 
trans-Pacifi c form.
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History

The Hungarian Institute of International Aff airs (HIIA) was founded under 
this name in 1972 within the framework of the Helsinki Process. In the early 
1990s it was integrated into the Teleki László Foundation, which served as an 
umbrella organization for the Center of International Studies and the Center of 
Central European Studies. The Foundation ceased to exist in late 2006 and a new 
Hungarian Institute of International Aff airs was launched by the Government of 
Hungary as a center for research and advice on January 1st, 2007.

Organization and Purposes

One of the major functions of the HIIA is to serve as a think-tank for the 
Ministry of Foreign Aff airs (MFA). Not only is the Institute working closely 
with the appropriate departments of the MFA in providing theoretical and 
practical background analyses, but it also off ers brief ‘backgrounders’ and 
position papers on assorted topics. Another major function of the Institute is 
to pursue independent research in areas within the competencies of its experts, 
though, if needed, they cooperate with outside authorities on certain questions, 
too. Furthermore, the HIIA functions as a public forum, in which offi  cials and 
experts – from both Hungary and abroad – have an opportunity to meet and 
interact with such representatives of civil society as members of academia, the 
media, and the interested public at large. This latt er function is also served by the 
‘fl agship’ publication of the HIIA, the quarterly Külügyi Szemle, and its annually 
published English-language version, the Foreign Policy Review.
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The activities of the Institute are realized in a wide range of publications 
besides the two periodicals, including newslett ers and policy papers, which are 
all available online, as well as a monograph series. The HIIA organizes various 
events starting from regular conferences through formal and informal lectures 
to round-table and panel discussions. The materials from conferences and the 
like are available on the website of the Institute except for events organized 
under the ‘Chatham House’ rule. All the publications and much more, including 
a wide selection of foreign and Hungarian periodicals, are available in the 
Library, which is open to outside researchers, as well as university lecturers and 
students.

The HIIA pays special attention to establishing working relations with 
research institutions, university departments, and various NGOs. It is a 
priority to set up links with interested organizations outside Budapest within 
Hungary and to establish professional relations with academic and non-
academic Hungarian institutions in the neighboring states. However, a well-
functioning institute of international affairs needs close relations with like-
minded organizations both in Europe and overseas, as well.
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