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SUMMARY
•

The much-discussed notion of an ‘Asian arms race’
is an exaggeration. Instead, since no country can
match Chinese military expenditure, several Asian
states are acquiring asymmetric capabilities to try
to prevent an excessive unbalance with China.

•

Through arms exports, transfers of technology,
and arms and dual-use export controls, Europe’s
impact on Asian armaments trends and
security is larger than is usually acknowledged.

•

European states and firms are providing arms
to several states as they seek to avoid such
excessive unbalance with China. But this action
is not guided by clear policy and is often driven
by commercial interests and political constraints.

•

The EU arms embargo on China has not
prevented the Chinese arms industry from
making rapid progress: it is now a major
export competitor. Europe is contributing to
this progress through transfers of dual-use
items and intangible technology transfers.

•

A more coherent approach will ensure Europe’s
impact on Asia’s military balance is not destabilising
and that export control gaps are closed.

The influence that the European Union and its member
states exert on the military balance in Asia has, for many
years, received only passing attention. In Europe, the
discussion of Asian security has long been stuck on the
allegedly limited influence the EU exerts through diplomatic
statements which tend to focus on: the value of international
law; regional economic and political integration; and
confidence-building on the Korean peninsula and in the East
China Sea and South China Sea. As a result, commentators
lament that the EU has only had a negligible impact on
the behaviour of Asian states, leading many in Europe to
conclude that involvement in Asian security is hopeless.
Some also argue that greater involvement could be costly
for Europe. They fear that standing up for maritime law
risks a negative impact on Europe-China relations, and
believe that Europe’s resources should not be diverted away
from the national security priorities of handling renewed
Russian assertiveness and the risk of new terror attacks.
However, this discussion misses a key element of Europe’s
influence on security in the Asia-Pacific: the supply of
military-relevant technology – both intentional and
unintentional – and controls on transfers of arms and
dual-use goods. EU member states sell complete weapons
systems, their parts, and components, to many recipient
states in Asia. According to the Official Journal of the
European Union, in 2015 EU member states issued licences
for the export of military equipment to Asia and Oceania
worth €44.1 billion, compared with €30.2 billion in 2014.1
1 EU Eighteenth annual report according to Article 8(2) of Council Common Position
2008/944/CFSP defining common rules governing control of exports of military
technology and equipment, Official Journal of the European Union, 6 March 2017.
EU Seventeenth annual report according to Article 8(2) of Council Common Position
2008/944/CFSP defining common rules governing control of exports of military
technology and equipment, Official Journal of the European Union, vol. 59, 4 May 2016.
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In addition, although new data from SIPRI shows that
between 2007-11 and 2012-16 the volume of EU member
states’ arms exports to Asia and Oceania fell by 27 percent,
transfers to Oceania rose by 71 percent. EU member states
have also recently signed a number of big-ticket contracts
which may see their share of supplies to the region
rebound in the years ahead. EU-based companies are still
among the world’s leading suppliers of submarines, other
naval-based systems, and anti-access/area denial systems
(A2/AD) that states in the region, particularly in southeast Asia, are keen to acquire.2
Declining defence budgets within Europe, and rising budgets –
and tensions – in parts of Asia, mean there is a new imperative
for EU member states and EU-based companies to target
the region for sales. Indeed, EU-based suppliers have also
shown a growing willingness to offer generous technology
transfer agreements in order to conclude deals. Equally, EU
member states actively impact on the military balance in Asia
via transfers of technical know-how – so called intangible
technology transfers (ITT) – which are not accurately captured
in arms trade statistics. These can occur via sales in the defence
and civil sectors, inward and outward investment deals,
mergers and acquisitions, and academic cooperation.
This policy brief seeks to give an account of these trends
to better understand the impact of EU member states on
the Asian military balance. It focuses on 11 key leading
Asian spenders selected on the basis of their involvement in
security hotspots in East Asia: the East China Sea, the South
China Sea, the Taiwan Strait, and the Korean peninsula.
These countries are: Australia, China, India, Indonesia,
Japan, Malaysia, the Philippines, Singapore, South Korea,
Taiwan, and Vietnam.3 While nine spenders are directly
involved in the four hotspots, Australia and India have been
included as Asia-Pacific powers which have a declared stake
in East Asian security and an ambition to influence the
balance of military power in that region.
The paper provides an account of trends in military spending
and armaments in these 11 leading spenders. It then
examines the role that transfers of military equipment from
EU member states are playing in these developments. Two
key points emerge. First, it is commonly argued that East
Asia is experiencing an ‘arms race’ in which countries try
to match each other directly in terms of military capability.
However, Europeans can grasp their true impact on the
region if they understand that, rather than an arms race, the
dynamic is better characterised as one in which states are
engaging in acquiring asymmetric capabilities in order to
make the cost of conflict too high and thereby prevent any
excessive unbalance with China. On that basis, the need for
a coordinated approach with regard to arms exports to the
region is essential, if EU member states are to avoid transfers
that might contribute to greater tensions in the region.

2 Jonathan D Caverly and Ethan B Kapstein, “Who’s Arming Asia?”, Survival 58, No. 2.,
May 2016.
3 No data is available from any source on North Korean military expenditure.

Second, with direct regard to Europe’s relationship with
China, the issue of the arms embargo – once the principal
matter of concern – is now no longer on the agenda. China
has ceased to demand it be lifted. Of far greater concern is
the potential for transfers of dual-use technology playing a
role in boosting China’s defence industry, again highlighting
the need for coherence and coordination at the EU level.
Europeans urgently need to understand that they are
contributing to China’s rise as an arms exporter – and
therefore as a competitor to themselves and others.
Taken together, in this way Europe is clearly exerting an
influence on the military balance Asia. But this is an outcome
driven by a mix of commercial interests and political
constraints. It is not guided by any clearly defined strategy
at EU level, despite the EU’s role in controlling arms exports
and technology transfers. Member states’ own strategic
preferences also fail to amount to any coherent approach.
The EU can seize on a number of tools at its disposal to
develop a more harmonised, transparent, and effective set
of policies when it comes to controlling the trade in militaryrelevant technologies that impact the East Asian security
architecture. The paper calls for the EU to formulate a more
strategised approach that reflects European interests and
responds to the current fragilities in East Asian security.

Armament trends in Asia: The big picture
In early March 2017, the Trump administration announced
it would seek an increase in military spending of $54 billion
in 2018, roughly the size of the defence budget of the United
Kingdom, the fifth largest in the world. This allowed China’s
Xinhua agency to present the subsequent announcement by
China of an increase of seven percent of its defence budget for
2017 as being “eclipsed” by the United States.4 While China’s
increase in spending is the slowest since 2010, it is also
roughly the same size as Singapore’s defence expenditure
($10 billion), the sixth largest in Asia. China consistently
portrays its military spending as modest in comparison with
the that of the US, both in real terms ($144.2 billion against
$577 billion in 2015 according to official figures) and in
terms of military burden (1.3 percent of GDP against 3.3
percent for the US according to official figures).5
These successive announcements point to the structure of
the East Asian security order. In Washington the Trump
administration has hinted at a robust naval build-up and
deployment in the Asia-Pacific to balance the rise of Chinese
military power.6 In Beijing, military modernisation aims
primarily at deterring a US intervention involving Taiwan.
As such, the US and China are locked in a ‘security dilemma’,
a situation in which states engage in costly military build-ups
largely due to uncertainty about each other’s true intentions,
4 “Spotlight: China’s defence budget eclipsed by U.S.”, Xinhua, 5 March 2017, available at
http://news.xinhuanet.com/english/2017-03/05/c_136104599.htm.
5 “China Focus: China 2015 defense budget to grow 10.1 pct, lowest in 5 years”,
Xinhua, 5 March 2015, available at http://news.xinhuanet.com/english/201503/05/c_134040390.htm. “Congress authorizes $577 billion in U.S. defense spending”,
Reuters, 12 December 2014.
6 Alexander Gray and Peter Navarro, “Donald Trump’s peace through strength vision
for the Asia-Pacific”, Foreign Policy, 7 November 2016, available at http://foreignpolicy.
com/2016/11/07/donald-trumps-peace-through-strength-vision-for-the-asia-pacific/.

even if their primary concern is defensive.7
The rivalry between the US and China determines the
strategic space and the range of national security policy
options open to all states in the region. Nonetheless, the
East Asian military balance is not purely a US-China
game. Several states are involved in their own independent
territorial disputes with China. They have responded to the
modernisation of the Chinese military by, in turn, increasing
their own military spending or by acquiring asymmetric
7 See Adam P Liff and G John Ikenberry, “Racing toward Tragedy? China’s Rise, Military
Competition in the Asia Pacific, and the Security Dilemma”, International Security, Vol.
39, No. 2 (Fall 2014), pp. 52-91, p. 54.

capacities to prevent China from gaining an overwhelming
military advantage. Given that no state in the region can
match the level of expenditure of the Chinese military and
that the spending gap will only grow further, they develop
asymmetric capacities to deny China air superiority and
maritime supremacy. Indeed, there is a ‘double asymmetry’
game in Asia. China has been pursuing asymmetric
capacities to raise the costs of a US military intervention
since the 1995-96 Taiwan Strait crisis.
Current military expenditure patterns and arms procurement
dynamics in Asia have led to the emergence of an ‘Asian arms
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race’ narrative, both in mainstream media and academic
publications.8 This narrative had already emerged in the early
1990s but it became mainstream after the 2009 financial
crisis.9 In early 2017 a new wave of warnings emerged about
a new ‘arms race’. Some Western analysts have argued that a
possible decrease in US commitment to Asian security under
the unpredictable Trump administration would lead to such
a new arms race between Asian states. Conversely, Chinese
analysts are arguing that the recent deployment of the USbuilt Terminal High Altitude Area Defence (THAAD) antimissile defence system in South Korea will be the cause.10
The term ‘arms race’ suggests that states in East Asia are
engaged an ongoing process of competitive behaviour in
which the primary goal of their arms acquisitions is to keep
pace with rival states.11 This could increase the chance of
armed conflict in the region. However, a closer analysis of
armament trends in East Asia shows that the region is not
yet engaged in a destabilising arms race.
Overall, states from Asia and Oceania are involved in a
series of increases in their military expenditure and are
pursuing ambitious and expansive military equipment
acquisition programmes.12 SIPRI data indicates that military
expenditure in Asia and Oceania rose from $274 billion in
2006 to $450 billion in 2015 (in constant $2015), an increase
of 64 per cent. Military expenditure has grown by 75 per cent
in East Asia, 44 per cent in central and south Asia, and 57
per cent in south-east Asia between 2006 and 2015 – while
it decreased by 8.5 percent in western and central Europe.13
Today, five of the top 15 military spenders are located in
Asia (China, India, Japan, South Korea, and Australia). In
addition, SIPRI data indicates that arms imports by states
in Asia and Oceania increased by 4 percent between 200711 and 2012-16 and accounted for 41 percent of global arms
transfers. India was the world’s largest importer of major
arms in 2012-16, accounting for 13 percent of the global
total, and states from Asia and Oceania accounted for 10 of
the world’s 20 largest importers.14
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However, despite these increases, military spending remains
low compared to GDP in most of Asia and Oceania because
Asian economies have also grown significantly during
the past decade. Among the key military spenders in the
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8 A recent example among many: Robert Wall and Doug Cameron, “Chinese Military
Spending, Ambitions Fuel Asian Arms Race, Studies Say”, Wall Street Journal, 22
February 2016, available at https://www.wsj.com/articles/chinese-military-spendingambitions-fuel-asian-arms-race-studies-say-1456095661.
9 Andrew Tan, The Arms Race in Asia: Trends, Causes and Implications, London,
Routledge, 2014.
10 Gerry Mullany and Chris Buckley, “China warns of arms race after US deploys missile
defence in South Korea”, New York Times, 7 March 2017, available at https://www.
nytimes.com/2017/03/07/world/asia/thaad-missile-defense-us-south-korea-china.html.
11 In the 1960s, Lewis Fry Richardson defined an arms race as a situation in which a
state’s build-up of weaponry is positively related to the amount of weaponry its rival has
and to the grievance felt towards the rival and negatively related to the amount of arms
it has already. LF Richardson, Arms and Insecurity: A Mathematical Study of Causes
and Origins of War (Boxwood Press: Pittsburgh, Pa., 1960). However, establishing
whether this model holds requires 10-20 years of time series data. For situations that are
developing as the analysis is undertaken, the only approach is to analyse the motivations
behind specific arms acquisitions and look for evidence of competitive behaviour.
12 For the purposes of this paper, north-east Asia covers China, South Korea, North
Korea, Japan, Mongolia, and Taiwan; south-east Asia covers Brunei, Cambodia,
Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand, Timor Leste,
Vietnam; south Asia covers Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal,
Pakistan, Sri Lanka; and Oceania covers Australia and New Zealand.
13 Sam Perlo-Freeman et al, “Trends in World Military Expenditure, 2015”, SIPRI Fact
Sheet, April 2016.
14 These were: India, China, Australia, Pakistan, Vietnam, South Korea, Indonesia,
Taiwan, Singapore, and Bangladesh.

region, only Singapore and South Korea spend more than
two percent of GDP on defence.15 During the cold war arms
race in the 1980s, the Soviet Union’s military spending was
estimated to vary between 8 percent and 25 percent. But the
levels observed in Asia today sit far below this.16 In addition,
increases in military spending are uneven across Asia.
National data reveals a diversity of spending choices among
countries involved in East Asia. At one extreme, countries
such as China and India increased defence expenditure
by about 50 percent between 2011-15, while at the other
extreme Japan, Malaysia, and Taiwan let their military
spending stagnate or decline. But even these countries are
planning on increasing their spending. There is a range
of different motivations for these rises, some of which do
not necessarily point to signs of inter-state tension and
competitive behaviour. The modernisation of the People’s
Liberation Army is a significant factor. But in addition,
much of the increase in the Philippines’ defence spending,
for example, is motivated by counter-narcotics operations.
Instead of a conventional arms race-style build-up, examples
abound of acquisition decisions that target specific aspects of
the military balance, even for states that have contained their
increase in military expenditure. What is occurring in East
Asian security is a mix of states that are trapped in spiralling
security dilemmas. Also observable is the militarisation of
specific conflicts of interests. No country is attempting to
match the level of Chinese military expenditure as such,
but states are instead seeking to boost their acquisitions
significantly. Meanwhile, the militarisation of disputes
creates new risks, as they are not matched by an ambitious
preventive diplomacy or the adoption of confidence-building
measures to reduce strategic distrust and the possibility of
unintended incidents.

EU member states and arms sales to Asia
and Oceania: Promotion and restraint
EU member states and EU-based companies are seeking
to expand supplies to a number of states identified in the
previous section, most significantly to Australia, India,
Japan, and Singapore. Efforts are also being made to boost
defence industry cooperation with Indonesia, Malaysia,
the Philippines, and Vietnam. For the time being, the
implementation of the EU arms embargo on China and other
economic and political concerns will keep arms transfers to
China to a minimum.
To a significant extent, European efforts are driven by
domestic economic and political concerns. Since the 2008
economic crisis there have been calls in several EU member
states for governments to play a more active role in promoting
arms exports and streamlining export licensing processes
in order to help offset national defence industry losses

15 “The Soviet Economy in 1988, Gorbatchev changes course”, CIA report, April 1989,
available at https://www.cia.gov/library/readingroom/docs/DOC_0000292349.pdf.
16 James E Steiner, Franklin D Holzman, “CIA estimates of Soviet military spending”,
International Security, vol. 14, no. 4, Spring 1990, pp. 185-198. Mark Harrison, “How
much did the Soviets really spend on defence? New evidence from the close of the
Brezhnev era”, Warwick economic research papers, no.662, 2003.

incurred by cuts in procurement budgets.17 France, the UK,
Germany, and Sweden have all – to a greater or lesser extent
– identified expanding arms exports as essential if they are
to maintain their existing defence capabilities. Maintaining
sales abroad is therefore an element in European states’ own
strategic considerations.
All of these states have also developed enhanced mechanisms
through which they can help industry to promote arms sales
abroad. They see Asia and Oceania as key region where growth
can be achieved.18 Both France and the UK have recently started
to develop a security relationship with Japan that encompasses
military-industrial cooperation.19 In recent years, France
and the UK have engaged in a range of bilateral exchanges
with Vietnam on defence-related areas, including on defence
procurement processes and arms acquisitions.20
For France and the UK these attempts to boost arms sales in
Asia and Oceania are also connected to broader geostrategic
priorities. However, the exact nature of these priorities differs
and tends to reflect national priorities rather than those
established or coordinated at the EU level. For example,
the UK sees Asia and Oceania as a region where it supports
US strategic goals. It has therefore focused on building
relationships with Australia and India. The French defence
ministry has articulated a position in support of stability
and freedom of navigation in Asia and presents France as
a Pacific power, which helps develop French military-tomilitary ties with Australia, India, Japan, Malaysia, and
Vietnam.21 Military-to-military and strategic dialogues are
an essential diplomatic tool for promoting arms exports,
as the recipient needs to perceive the supplier as a security
partner. Meanwhile, interviews with German officials for
this paper reveal that Germany prioritises key partners
in the region – Singapore and Australia – with which it is
easier to link arms exports to strategic cooperation because
they are clearly perceived as part of a Western camp.22
These national approaches are only partly coordinated at
the EU level – coordination is limited when it comes to
controlling exports and extremely limited when it comes
to supporting exports. Since the early 1990s the EU has
developed a range of policy tools aimed at increasing the
degree of coordination and convergence in member states’
arms and dual-use export controls. One key driver of the
process has been the strong interest among the European
17 Paul Holtom, Mark Bromley, Pieter Wezeman, and Siemon Wezeman, ‘International
arms transfers’, in SIPRI Yearbook 2012: armaments, disarmament and international
security (Oxford: Oxford University Press, 2012), pp. 261-73.
18 Lucie Beraud-Sudreau, “The extra-EU defence exports’ effects on European
armaments cooperation”, European Parliament, June 2015.
19 Luis Simón, “Europe, the Rise of Asia and the Future of the Transatlantic
Relationship”, International Affairs, p. 985., available at http://www.academia.
edu/21725228/Europe_the_rise_of_Asia_and_the_future_of_the_transatlantic_
relationship.
20 “UK - Vietnam Defence Working Group Discussed Bilateral Defence Collaboration in
2015 - GOV.UK”, UK Government, 9 January 2015, https://www.gov.uk/government/
world-location-news/uk-vietnam-defence-working-group-discussed-bilateral-defencecollaboration-in-2015; and Carlyle A Thayer, “Vietnam’s Proactive International
Integration: Case Studies in Defence Cooperation” (Australian Chamber of Commerce, 22
December 2016), http://auschamvn.org/vietnams-proactive-international-integrationcase-studies-in-defence-cooperation-by-carlyle-thayer/.
21 French Defence Ministry, “La France présente sa politique de sécurité en AsiePacifique”, 1 March 2017, available at http://www.defence.gouv.fr/dgris/actioninternationale/enjeux-regionaux/la-france-presente-sa-politique-de-defence-en-asiepacifique.
22 Interviews with German officials, Berlin, March 2017.

defence industry, certain EU member states, and sections of
the EU, in achieving greater coordination and streamlining
of export control policies in order to facilitate cross-border
cooperation. The EU began to use arms export controls as
an instrument of its emerging foreign and security policy
in the 1980s, through the imposition of arms embargoes.
These embargoes lacked legal force until the creation of
the EU’s Common Foreign and Security Policy (CFSP) in
1993. 23 Since 1989, the EU has imposed embargoes on
China (1989-present) Afghanistan (1996-2001), Indonesia
(1999-2000), Myanmar (1991-present), and North Korea
(2006-present). 24 While the Afghanistan restrictions
restated United Nations-level arms embargoes, the China,
Indonesia, and Myanmar arms embargoes do not have a UN
equivalent. The North Korea arms embargo is broader in
scope than measures adopted at the UN.
In the 1990s the EU began to develop coordinated policies
for regulating the trade in dual-use items and – later –
military goods.25 The first EC Regulation governing the trade
in dual-use goods entered into force in March 1995. Controls
on member states’ trade in dual-use goods are currently
governed by EC Regulation 428/2009 (the ‘Dual-use
Regulation’).26 In 1998, EU member states adopted the EU
Code of Conduct on Arms Exports, which was transformed
into the legally binding EU Common Position on Arms
Exports in 2008, which forms part of the EU’s CFSP.27
However, despite the existence of EU arms embargoes, the
EU Dual-use Regulation, and the EU Common Position,
member states still have substantial leeway in terms of how
their export controls are implemented at the national level.
All of this continues to create significant variation with regard
to decision-making about where EU member states arms
exports efforts are focused and whether particular export
licence applications are approved or denied. For example,
in 2013, Germany approved the sale of 164 Leopard 2 tanks
and infantry fighting vehicles to Indonesia.28 The approval
came despite the fact that a licence for a similar deal had
previously been denied by the Netherlands.29 Moreover, a
study in 2015 showed that despite almost three decades of
implementation there are still clear differences in the way
that EU member states interpret and apply the 1989 EU
arms embargo on China.30
23 European Union External Action Service (EEAS), “Common Foreign and Security
Policy (CFSP) of the European Union”, http://eeas.europa.eu/cfsp/index_en.htm.
24 SIPRI Arms Embargoes Database, available at https://www.sipri.org/databases/
embargoes.
25 Dual-use items are goods and technologies that have the potential to be used in both
civilian and military products.
26 Council of the European Union, Council Regulation (EC) No 428/2009 of 5 May
2009 setting up a Community regime for the control of exports, transfer, brokering and
transit of dual-use items, Official Journal of the European Union, L 134, p. 13. The EU’s
“common commercial policy” is one of the areas of “exclusive” EU competence. The EU
alone is able to legislate in areas of “exclusive” EU competence – except where member
states have been specifically empowered to do so – and any measures adopted are legally
binding and directly applicable throughout the EU. In the case of the Dual-use regulation,
certain aspects of the dual-use exports controls – such as enforcement – have been left in
the hands of member states.
27 Council of the European Union, “European Union Code of Conduct on Arms Exports”,
8675/2/98 Rev. 2, 5 June 1998; and Council of the European Union, Council Common
Position 2008/944/CFSP of 8 December 2008 defining common rules governing control
of exports of military technology and equipment, Official Journal of the European Union,
L335, 8 December 2008.
28 “Germany Clears Tank Sales to Indonesia”, Deutsche Welle, 8 May 2013, available at
http://www.dw.com/en/germany-clears-tank-sales-to-indonesia/a-16797615.
29 Ibid.
30 See Oliver Bräuner, Mark Bromley, and Mathieu Duchâtel, “Western Arms Exports
to China”, SIPRI Policy Paper, January 2015, available at https://www.sipri.org/
publications/2015/sipri-policy-papers/western-arms-exports-china.
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Meanwhile, the economic imperative remains strong.
Sections of the European Commission are looking at ways
in which it can help the EU defence industry respond to
falling defence spending by boosting arms exports. A paper
published by the commission in July 2013 on promoting a
more competitive and efficient defence and security sector,
notes that falling defence budgets have made exports to
states outside the EU “increasingly important for European
industries”. 31 The paper proposes that the commission
develop a dialogue focusing on “how to support the European
defence industry on third markets” and that it explore ways
in which EU institutions can “promote European suppliers
in situations where only one company from Europe is
competing with suppliers from other parts of the world.”32
The EU is also seeking to achieve greater economies of
scale and increase competitiveness by promoting greater
consolidation in the EU’s Defence Technological and
Industrial Base (DTIB). In particular, the EU is promoting
the common development and procurement of weapons
systems, as part of broader efforts in the field of “pooling
and sharing”, and through the attempts to reduce barriers
31 “Towards a more competitive and efficient defence and security sector”, European
Commission, 24 July 2013, p. 15, available at http://www.europarl.europa.eu/legislativetrain/theme-europe-as-a-stronger-global-actor/package-towards-a-more-competitiveand-efficient-defence-and-security-sector.
32 Ibid.

to intra-EU cooperation in the European defence industry
via, for example, the Intra-Community Transfers Directive
(ICT Directive).33
However, EU efforts overall continue to generate limited
returns, with states favouring national solutions over
shared projects.34 In addition, consolidation of the EU’s
larger arms manufacturers has yet to materialise, as seen
most dramatically in the failed merger between EADS
and BAE Systems in 2012.35 Indeed, in the field of shipbuilding – one of the areas where EU-based companies are
producing systems that are in high demand in Asia and
Oceania – the process of consolidation is, if anything, going
into reverse. In 2005 the German company ThyssenKrupp
Marine Systems (TKMS) purchased the Swedish submarine
manufacturer Kockums. However, in 2014 the Swedish
government stepped in and encouraged Saab to purchase
Kockums, effectively bringing the company back under
33 Directive 2009/43/EC of the European Parliament and of the Council of 6 May 2009
simplifying terms and conditions of transfers of defence-related products within the
Community, Official Journal of the European Union, L146, 10 June 2009.
34 Christian Mölling, “State of play of the implementation of EDA’s pooling and sharing
initiatives and its impact on the European defence industry”, (European Parliament, DG
for External Policies Policy Department, June 2015), http://www.europarl.europa.eu/
RegData/etudes/STUD/2015/534988/EXPO_STU(2015)534988_EN.pdf.
35 Susan T Jackson, “Key developments in the main arms-producing countries, 201112”, in SIPRI Yearbook 2013, (Oxford University Press: Oxford, 2013), ch. 4, pp. 205-17.

Swedish control.36 Sweden was reportedly concerned about
the long-term health of Kockums under German ownership
and the acquisition was seen as helping to ensure that
Sweden retained a sufficient level of naval production at the
domestic level.37
The Brexit referendum and the ongoing threats to the longterm health of the EU may lead to a deepening of cooperation
among the remaining member states. If so, the EU could go on
to develop more harmonised and coordinated export control
policies. Discussions are already ongoing on revitalising
efforts at boosting the European DTIB, promoting joint
procurement efforts, and using EU funding to support
military R&D. These have been areas where the UK has
often been accused of blocking progress. These are also areas
that have – traditionally – been one of the key drivers for
EU action in the field of export controls. However, there
are legal and political barriers that will challenge efforts
aimed at ‘more Europe’ in the field of defence. The countries
behind these efforts are doing so for very different reasons,
with some seeing it as a way to create a genuinely European
defence force while others are more focused on bringing
investment to their own national industries.
In recent years, European countries and firms have faced a
context defined by: spending cuts at home and an appetite
for spending rises in Asia and Oceania; faltering defence
industry consolidation; and export control restrictions
which are, however, unevenly applied. These factors have
led countries and firms to seek sales abroad, including
in East Asia but without – yet – wielding the force that a
consolidated European defence industry might enjoy. At
EU level there is no geostrategic direction governing this
policy area, and member states’ own strategic preferences
are strongly governed by the need to secure sales.
Given these trends, what role are European countries and
the EU itself playing? What influence are they currently
exerting – and what could they be doing differently?

Key armaments trends in Asia: The role
of EU member states
Despite faltering progress in defence industry consolidation,
uneven application of export control rules, and an absence
of overall strategic approach, EU member states’ influence
on the evolving military balance in Asia and Oceania is
significant in specific areas. As outlined above, asymmetric
warfare has been central to the modernisation of the PLA
since the 1995-96 Taiwan Strait crisis, when China failed to
deter the US from sending two aircraft-carrier battle groups
to the Taiwan Strait as a response to Chinese missile tests
conducted to intimidate Taiwan during its first presidential
election. The systems developed by China to considerably
raise the costs of a US intervention into East Asia are called
anti-access/area denial (A2/AD) by the US Department
of Defence. Disruptive technologies and missile systems
36 Guy Anderson, “SAAB agrees to buy Kockums”, Jane’s Defence Industry, 29 June
2014.
37 Ibid.

acquired by China include an anti-ship ballistic missile
programme, cyber warfare, anti-satellite weapons to deny
the US use of space-based assets during conflicts, and a
range of missiles to deny sea control and air supremacy to
the US forces.38 Today, Japan, Vietnam, and Taiwan are
also pursuing disruptive systems to raise the potential costs
of Chinese naval operations in the East Asian maritime
domain. For example, they are all acquiring different
versions of anti-ship missiles, developed domestically in the
case of Taiwan and Japan and with a Russian technology
transfer in the case of Vietnam.39
Three areas of the military balance display a pattern of highly
competitive acquisition strategies in the form of ‘actionreaction cycles’: submarine and anti-submarine warfare,
ballistic missiles and anti-missile defence systems, and the
contest for air superiority.
To take submarine and anti-submarine warfare first, the
proliferation of submarines in East Asia is driven by the
considerable build-up of the underwater fleet of the PLA
Navy, already the largest in Asia by the number of submarines
it operates. The Chinese arms industry is currently conducting
five different submarine programmes at the same time.
Among the ten key spenders, nine navies – all except the
Philippines’ – have recently acquired, or are in the process of
acquiring, new submarines. The acquisition of submarines by
Japan, Australia, Taiwan, and Vietnam are direct responses
to the strengthening of the PLA Navy’s submarine fleet.40
With a range of companies capable of producing advanced
systems, EU-based suppliers have either won – or have
been competing in – most of the major recent acquisition
programmes. The EU’s presence in this market is greatly
facilitated by the total absence of competitors from the US.
The American defence industry produces neither dieselpowered submarines – focusing solely on nuclear-powered
submarines which it does not export – nor ground-based
anti-ship missiles. This leaves the field open to a range of
suppliers from France, Sweden, and Italy – among others
– that have significant capacities in these areas. This is
also one of the few areas where, including supplying China,
Chinese diesel submarines receive parts and components,
their engines in particular, from Europe.41
That said, as suggested above, Europe’s attempts to achieve
greater dominance in international markets are constrained
by the continued limitations in the consolidation of the EU
defence industry, as shown by the recent ‘renationalisation’
of Kockums in Sweden. For the time being, there will
continue to be multiple producers of submarines in Europe
and no real attempt to achieve true economies of scale.
38 For a good summary of China’s A2/AD capacities see: Ronald O’Rourke, ‘China Naval
Modernisation: Implications for US Navy Capabilities”, CRS Report for Congress, 17 June
2016, available at https://fas.org/sgp/crs/row/RL33153.pdf.
39 “Japan to develop new anti-ship missile to protect disputed Senkaku/Diaoyu islands”,
Jane’s Defence, 15 August 2016. ‘Taiwan to upgrade indigenous missile capabilities”,
Defence News, 6 February 2017. “Vietnam paddles its own Kayak”, IISS, 5 June 2016,
available at https://www.iiss.org/en/shangri-lapercent20voices/blogsections/2016588c/vietnam-paddles-its-own-kayak-46c1.
40 The four defence ministries have published multiple statements regarding the
increase of Chinese naval activities in the region.
41 Jonathan D Caverly and Ethan B Kapstein, “Who’s Arming Asia?,” op.cit, p. 173.
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Europe’s impact in particular countries varies considerably.
Japan, for example, has decided to increase its fleet of
conventional submarines from 18 to 22 in 2018 to respond to
increased Chinese activity in the East China Sea.42 However,
these are being built by domestic suppliers. Australia has
launched a $38 billion programme to replace its existing fleet
with 12 new conventional-powered submarines, largely in
response to the modernisation of the PLA Navy and China’s
assertive policies on maritime disputes. The submarines
will be built in Australia under contract with French firm
DCNS, with the first expected to enter service in 2033.43 In
winning the 2016 deal to supply Australia with submarines,
France’s DCNS narrowly defeated a Japanese bid, something
it reportedly was able to do largely because of the high-level
political support provided the French government.44
In early 2017 the Vietnamese Navy commissioned the sixth
and last of the Kilo submarines it purchased from Russia
under a 2009 agreement.45 But since 2011 Vietnam has been
in discussions with Damen of the Netherlands about the
purchase of two Sigma Class Frigates. If the sale is agreed,
the ships would be armed with French-made Exocet and
Mica missiles and would significantly boost the volume of
EU member states’ exports to Vietnam.46
In Taiwan, the Tsai administration is launching an indigenous
shipbuilding programme and plans to spend $14.8 billion
up to 2040. In 2001 the Bush administration promised to
supply Taiwan with conventionally powered submarines but
the plans were abandoned due to Chinese pressure and lack
of capacity in this area among US-based manufacturers. 47 If
they are to be successful, Taiwan’s submarine plans will still
likely be reliant on transfers of technology from the US.48
EU suppliers could step in but member states have generally
taken a conservative approach with regard to arms transfers
to Taiwan for fear of damaging ties with China and because
of their commitment to a ‘One China’ policy.
Malaysia, Indonesia, Singapore, South Korea and India are
pursuing submarine acquisition programmes, largely in
response to perceived potential threats that are separate
and distinct from the rise of the Chinese Navy, although
Malaysia and Indonesia have active maritime disputes with
China in the South China Sea that are also influencing their
planning. The Malaysian Navy has purchased two Frenchmade Scorpène submarines (Perdana Menteri-class) under
42 ‘Japan boosts submarine technologies’, Shephard, 12 January 2017, available
at https://www.shephardmedia.com/news/defence-notes/udt-asia-japan-boostssubmarine-technologies.
43 ‘The next step for Australia’s future submarines’, Naval-technology.com, 9 January
2017, available at http://www.naval-technology.com/features/featurethe-next-step-foraustralias-future-submarines-5710860/.
44 Tim Kelly, Cyril Altmeyer, and Colin Packham, “How France Sank Japan’s $40 Billion
Australian Submarine Dream,” Reuters, 29 April 2016, available at http://www.reuters.
com/article/us-australia-submarines-japan-defence-in-idUSKCN0XQ1FC.
45 Richard Tomkins, ‘Russia delivers submarine for Vietnamese navy’, UPI, 25 January
2017, available at http://www.upi.com/Defense-News/2017/01/25/Russia-deliverssubmarine-for-Vietnamese-navy/9191485361975/.
46 “Vietnamese Navy Want Sigma 10514 Replacing Sigma 9814”, Defence Studies, 27
June 2016, available at http://defence-studies.blogspot.se/2016/06/vietnamese-navywant-sigma-10514.html.
47 Kensaku Ihara and Fumie Yaku, “Taiwan to build subs amid Asian geopolitical shifts’,
Asian Nikkei Review, 23 October 2016, available at http://asia.nikkei.com/PoliticsEconomy/Policy-Politics/Taiwan-to-build-subs-amid-Asian-geopolitical-shifts.
48 “Taiwan Establishes Submarine Development Center”, Defence News, 3
August 2016, available at http://www.defencenews.com/story/defence/naval/
submarines/2016/08/03/taiwan-submarine-navy-modernisation-csbc/88001218/.

a contract signed in 2002. Indonesia has acquired three
frigates from the UK – delivered in 2014 – and recently
took delivery of the first of two Sigma Class Frigates from
the Netherlands.49 However, since the imposition of EU
and US sanctions in late 1990s Indonesia has also been
looking to move away from Western suppliers and expand
its defence ties alternative suppliers, such as Russia and
China.50 In 2011, Indonesia signed a $1.1 billion contract for
three diesel-electric submarines with Daewoo Shipbuilding
and Marine Engineering of South Korea, beating out EUbased suppliers.51
Singapore has contracted ThyssenKrup to build two
customised submarines to add to its fleet of two, with a
delivery expected in 2020.52 The South Korean military has
the most ambitious submarine programme of all navies
in the region except for China’s and Japan’s, with its
submarine force planned to reach 18 active boats in 2020.
The construction of submarines for the South Korean Navy
is indigenous but relies on cooperation with German firms.53
South Korea’s submarine acquisitions are aimed at achieving
maritime control in case of a military conflict with North
Korea, but since North Korea is developing a submarinelaunched ballistic missile the final aim is also to deny North
Korea an undersea nuclear deterrent. Finally, the Indian
Navy is in the process of acquiring six new Scorpène-class
submarines, built locally under contract with DCNS.54 While
the modernisation of the Indian Navy aims primarily at
ensuring Indian domination over the Indian Ocean, India
has also expressed concerns regarding the situation in the
South China Sea and is developing military cooperation with
Japan and Australia.
Leading Asian spenders are also acquiring various antisubmarine warfare systems. While EU-based suppliers have
significant capacity in these areas their supplies of these
systems to the region have been limited, mainly because the
process of acquisitions is driven by the US and Japan as they
intensify their monitoring of Chinese submarine activity
A second element of acquisition policy that clearly shows a
cycle of action and reaction is North Korea’s development
of ballistic missiles and nuclear weapons, and the adoption
of anti-missile defence in response to this – all of which
has significant consequences for north-east Asian security.
Here, EU member states have very little influence. Most of
such systems supplied by states from outside the region are
supplied by the US.

49 Ridzwan Rahmat, “Indonesia takes delivery of first SIGMA 10514 frigate”, IHS Jane's
Defence Weekly, 25 January 2017, available at http://www.janes.com/article/67212/
indonesia-takes-delivery-of-first-sigma-10514-frigate.
50 “Chinese missile aid for Indonesia - How strategic a partnership?”, Strategic
Comments, Vol. 11 No. 6, August 2005.
51 The submarines South Korea is selling to Indonesia are licensed-produced versions of
the German-produced Type 209 submarine.
52 “ThyssenKrupp wins submarine order from Singapore’, Reuters, 2 December
2013, available at http://uk.reuters.com/article/us-thyssenkrupp-submarinesidUKBRE9B10LB20131202.
53 “South Korea submarine capabilities”, NTI, 28 September 2015, available at http://
www.nti.org/analysis/articles/south-korea-submarine-capabilities/.
54 “Indian Navy to receive second Scorpène submarine by year-end”, navaltoday.com,
12 January 2017, available at http://navaltoday.com/2017/01/12/indian-navy-to-receivesecond-scorpene-submarine-by-year-end/.

Equally, the third area of action-reaction – air superiority
– is primarily a Sino-Japanese contest. The majority of
supplies from outside the region come from the US and
Russia. The Chinese arms industry is engaged in a highly
ambitious attempt to produce the next generation of the
PLA’s fighter aircraft. In response, the air power of the USJapan alliance is being upgraded. Japan received the first
four of a total of 42 F-35A in early 2016, and the US Marine
Corps in Japan received the first F-35B (short take-off,
vertical landing version for carrier operations) in early 2017.
Among the ‘action-reaction’ cycles at play as East Asian
states seek new asymmetric capabilities, EU member states’
role in supplying key technologies is most significant in the
area of submarine technology and certain other naval-based
systems. It is important to understand the area in which EU
member states are having an impact, and to understand the
other key factors at play in the East Asian military balance.
Central to all this, of course, is the role of China. As suggested
earlier, there is a variety of ways in which European
countries and firms are – despite the embargo – aiding not
just its strengthening as a military actor but also China’s
transformation into a player in the defence industry.

Intangible and dual-use transfers:
EU member states’ contribution to
the Chinese arms industry
For almost a decade the EU arms embargo on China was a
major bone of contention for EU-China relations. But today
it is no longer an issue. After the 18th Party Congress in
2012, China effectively froze the problem – it simply stopped
raising lifting the embargo as a specific request during EUChina summits and strategic dialogues, even at the most
recent defence and security dialogue.
Together with the US, the EU imposed a politically binding
arms embargo on China after the 1989 Tiananmen Square
incident. The US has also sought to prevent EU-based
companies from supplying military technology to China
via the implementation of controls on the re-export of
US technologies and diplomatic pressure on EU member
states.55 Nonetheless, the EU arms embargo is not legally
binding and has been interpreted differently by individual
member states, and US re-export controls do not apply
when US-origin technology is not present. As a result,
while complete weapons systems have not been supplied
to China by EU member states since 1989, components and
subsystems have been exported. For example, many Chinese
submarines are powered by German-made engines or
equipped with French sonar systems. China also produces
military helicopters using French technology.56
55 For example, in 2012 the US Government used re-export controls to block China’s
attempt to acquire an ‘imaging satellite constellation’ an EU-based company. US
Department of Defence (DOD) and US Department of State, Risk Assessment of United
States Space Export Control Policy, Report to Congress (US DOD: Washington, DC, 15
Mar. 2012), Appendix 4, p. 2.
56 Oliver Bräuner, Mark Bromley, Mathieu Duchâtel, “Western Arms Exports to China”,
SIPRI Policy Paper, January 2015, available at https://www.sipri.org/publications/2015/
sipri-policy-papers/western-arms-exports-china, p. 2.

One of the key challenges of EU member states’ licensing
authorities when it comes to assessing licences for the export
arms and dual-use items to China is identifying ‘mixed
recipients’ that cater to both civilian and military end-users
and where there is a risk that the goods or technology will
be used to benefit the capabilities of the PLA. Another issue
is that many of the items that end up contributing to the
development of China’s military capabilities are not covered
by either arms or dual-use export controls. For example,
the German-produced diesel engines used in Chineseproduced armoured personnel carriers, self-propelled guns,
and submarines are not covered by the EU’s military and
dual-use lists or the EU arms embargo. In addition, there is
also little in the way of agreed standards at the EU level for
regulating technology transfers and know-how which fall
outside the scope of arms and dual-use export controls but
which have a military end use.
Indeed, in recent years the EU’s contribution to the Chinese
arms industry through intangible and dual use transfers has
emerged as an issue in the China-Japan-EU-US quadrilateral
relationship. Japan has repeatedly raised the legal transfers
of EU arms and components to China within the framework
of European export controls as a strategic issue, with Tokyo
accusing EU member states of being too lax. But today this is no
longer the case – Japanese concerns have been eased through
dialogue. An uneasy balance has thus been reached whereby
European exports of arms components and spare parts continue
at an average annual value of €300 million, without generating
any problem diplomatically with Japan or the US.
China changed its approach on the arms embargo because it
concluded that this was not a realistic goal. But it also decided
to prioritise access to high technologies within the existing
framework of European export controls and restrictions
– which ITTs enable it to do.57 China is now focusing its
diplomatic efforts on obtaining a lifting of the restrictions on
exports of high-technology products. As the prime minister,
Li Keqiang, repeated during the National People’s Congress
this year, lifting those restrictions would lead to a significant
reduction of the EU’s trade deficit with China.58 Indeed, the
economic relationship has become only more crucial. The EU’s
trade deficit in goods with China was €180 billion in 2015, and
China’s direct investment in Europe increased by 77 percent
to €35 billion in 2016, including the acquisition of advanced
technology assets.59 While high-tech does not exclusively relate
to the arms industry, it clearly includes technologies with a
military end-use given the nature of Chinese current industrial
policy priorities. China’s official spending on R&D rose 42
percent between 2012 and 2015.60 The percentage of R&D
supporting arms industry modernisation is not known precisely:
R&D spending is not included in the official defence budget.61
57 Oliver Bräuner, Mark Bromley, Mathieu Duchâtel, “Western Arms Exports to China”,
SIPRI Policy Paper, Jan. 2015, available at https://www.sipri.org/publications/2015/
sipri-policy-papers/western-arms-exports-china.
58 “China urges EU to ease high tech export restrictions”, Xinhua, 15 March 2017,
available at http://www.chinadailyasia.com/business/2017-03/15/content_15586351.
html.
59 Thilo Hanneman, Mikko Huotari, Record Flows and Growing Imbalances, Chinese
Investment in Europe in 2016, MERICS, Rhodium Group, January 2017.
60 European Chamber of Commerce in China, European Business in China, Position
Paper 2016/2017, March 2017.
61 Sam Perlo-Freeman, “Deciphering China’s latest defence budget figures”, SIPRI, 31
March 2014, available at https://www.sipri.org/node/377.
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China becoming a net investor in the EU has prompted a
reflection in Europe on the lack of reciprocity in EU-China
investment relations – while the EU is largely open to foreign
investment, China places restrictions on many sectors. There
has been a strong political push in support of better screening
of incoming Chinese investment, to ensure reciprocity and
to protect the competitiveness of European economies.
China is increasingly perceived as a future competitor in the
manufacturing of high-technology products, and this also
applies to the arms industry. In October 2016, Germany’s
then economy minister, Sigmar Gabriel, accused China of
being “on a shopping tour” in Europe “with a long list of
interesting companies – with the clear intention of acquiring
strategically important key technologies”. Gabriel called for
an EU-wide “safeguard clause” which could be used to block
foreign takeovers of firms whose technology is deemed
strategic for Europe’s competitiveness.62 In this context,
the German government effectively blocked the takeover
of the German chip manufacturer Aixtron by Fujian Grand
Chip Investment Fund. It appeared that the main reason
was that Aixtron supplies key components to NATO defence
contractors, which resulted in a US intervention to block
the deal, a German decision to halt the review process, and
a Chinese decision to withdraw its bid.63 In February 2017,
the governments of France, Germany, and Italy sent a joint
letter to EU trade commissioner Cecilia Malmström asking
the EU to create a legal basis that would enable member
states to investigate takeovers coming from state-owned
entities and block them if necessary.64
These new trends have emerged in the context of a new
inflection in China’s effort to promote civil-military industrial
and R&D integration. Xi Jinping has brought what was a
long-term goal for China to a new level of priority, creating
a Central Commission for Integrated Military and Civilian
Development, which he chairs himself.65 As the Chinese
arms industry moves up the technological ladder, support
for high-technology innovation with military end-use is a
matter of national priority. This has become a mantra for
Xi, which he repeated at the last National People’s Congress
in Beijing, presenting high-tech innovation as the “key to
military upgrading”.66 The list of priorities is long. A report
in the Global Times identified “engine technology for
military drones, satellite navigation and positioning, longrange radar detection and ballistic missile defence” as areas
where “independent innovation” is needed.67
This intensified effort to create a world-class arms industry
is inseparable from Chinese ambitions on international
62 Michael Nienaber, “German minister ups rhetoric against takeovers ahead of China
trip”, Reuters, 29 October 2016, available at http://uk.reuters.com/article/germanychina-ma-idUKL8N1CZ0AF.
63 Angela Stanzel, “Germany’s turnabout on Chinese takeovers”, ECFR, 21 March
2017, available at http://www.ecfr.eu/article/commentary_germanys_turnabout_on_
chinese_takeovers_7251.
64 Guy Chazan, “EU capitals seek stronger right of veto on Chinese takeovers”, Financial
Times, 14 February 2017, available at https://www.ft.com/content/8c4a2f70-f2d1-11e695ee-f14e55513608.
65 Zhao Yusha, “Xi to head civil-military integration body”, Global Times, 23 January
2017, available at http://www.globaltimes.cn/content/1030186.shtml.
66 ‘Xi underlines innovation in military upgrading’, Xinhua, 12 March 2017, available at
http://news.xinhuanet.com/english/2017-03/12/c_136123162.htm.
67 Hu Weijia, “China should open up military industry to make breakthroughs in
technology”, Global Times, 7 March 2017, available at http://www.globaltimes.cn/
content/1036350.shtml.

export markets. According to SIPRI data, China is currently
the world’s third largest arms supplier, ahead of France,
Germany, and the UK. In recent years, China has been
winning new contracts for weapons systems such as
submarines and drones, showing a qualitative upgrade in
its export policy. The 2016 Zhuhai Airshow Salon was the
occasion to promote export of armed drones, with a major
push to put in the media spotlight the Caihong-5 (CH-5), the
equivalent of the US Reaper, produced by China Aerospace
Science and Technology Corporation.68
Adopted in 2013 by the State Council, the plan “Made in China
2025” captures the new intersection between industrial
policy, support for innovation, the importance of hightechnology and civil-military integration. Although the plan
aims at a comprehensive upgrade of China’s manufacturing
sector, it also identifies ten priority industries, six of which
have a clear military application: new advanced information
technology, machine tools and robotics, aerospace and
aeronautics, maritime equipment and high-tech shipping,
new energy vehicles, and new materials.69
Although it would only be possible to fully quantify the
trend if Europe engaged in a coordinated attempt to collect
data in all member states, anecdotal evidence points to
Chinese acquisition of European assets in priority sectors
of China’s industrial policies with possible applications in
the arms industry. There are cases of acquisition of firms
with activities both in the civilian and in the military sectors.
Aviation Industry Corporation of China International has
been particularly active in acquiring assets in Europe that
serve both its military and civilian capacities. For example,
in 2015, the international branch of AVIC purchased
AIM Altitude, a leading British company in the area of
aeroplane cabin interiors. AIM Altitude is also active in
the defence sector, producing cabin interiors for military
aircraft, including thermal and acoustic insulation and the
production of composite materials that have applications in
radar panels, missile containers, and radomes.70 In January
2016, AVIC and Han’s Laser Technology acquired Spain’s
Aritex, a provider of aviation and automobile assembly
automation. Han’s Laser commented that it expected “to
gain access to Aritex’s patented technologies and expand into
the aviation and military sectors through this acquisition”.71
In 2013, AVIC International had already acquired Thielert
Aircraft Engines, a producer of engines with several military
applications, including in US-built drones.72
However, direct acquisition is only one of several modus
operandi used by the Chinese government and Chinese
firms to access European technologies. Access to European
technology with an impact on the Chinese arms industry
68 “Heavily armed CASC CH-5 UAV makes public debut”, Jane’s International Defence
Review, 7 November 2016.
69 Scott Kennedy, “Critical questions: Made in China 2025”, CSIS, 1 June 2015, available
at https://www.csis.org/analysis/made-china-2025.
70 See AIM Altitude website: http://www.aimaltitude.com/sale-aim-altitude-avicinternational/
71 See “China investment in Europe 2016: the most ambitious deals in January”, China
Chamber of Commerce in the Netherlands, 13 January 2016, available at https://www.
dccchina.org/2016/01/china-investment-in-europe-2016-the-most-ambitious-deals-injanuary/.
72 “AVIC Buys Thielert Aircraft Engines”, Aviation Week, 23 July 2013, available at
http://aviationweek.com/defence/avic-buys-thielert-aircraft-engines.

also proceeds through the establishment of joint ventures
that require licensing in China. For example, the new
joint venture signed in early 2017 between China State
Shipbuilding Corporation and Finnish company Wärtsilä
specialises in high-tech ship applications, such as “project
engineering and management, automation, navigation and
communication systems, dynamic positioning systems,
electric propulsion systems, power distribution systems,
safety and security systems, and full systems integration”.73
German company Dornier Seawings has established a joint
venture headquartered in Wuxi with two Chinese partners
to “design, produce, sell and support amphibious aircraft
that offer operators enhanced mission capabilities”.74
Anecdotal evidence abounds of European contributions to
the modernisation of the Chinese arms industry through
intangible technology transfers. This reflects an ambitious
Chinese plan to modernise its arms industry to meet the
country’s needs and win export markets globally.

Conclusion
The European Union is frequently criticised for lacking the
ambition and ability to think about East Asian security in
strategic terms. Should it begin to do so, this policy brief
has shown that Europe’s impact on Asian military security
is larger than usually acknowledged, and is not limited to
EU statements in support of international law. This review
of Europe’s impact on the Asian military balance shows that
European countries and firms support several Asian states
in their efforts to avoid a destabilising unbalance vis-à-vis
China’s military power. However, this amounts to ‘policy
by default’ rather than the fulfilment of a thought-through
strategy. At neither EU or member state level is there a
clearly formulated strategic vision to govern Europe’s
impact on the military balance in East Asia, nor is there
any conscious intention to become an external balancer in
East Asia through transfers and export denials of military
technology. Instead, economic considerations are prime
– particularly the need to bolster states’ domestic defence
industries by supporting arms exports abroad. Where
member state governments and the European Commission
do act, they do so largely to support sales efforts. They also
respond to the strict restrictions limiting to a very low level
transfers of military technology to China. In the case of
France, the United Kingdom, and Germany, some degree of
geostrategic thinking has taken place, but these nevertheless
reflect policies and priorities drawn up at the national level,
rather than EU-wide policy priorities. This only adds to the
European ‘policy by default’ impact on East Asia.
With regard to China, Europeans need to understand the
importance of its move away from seeking an end to the
arms embargo. European countries need soon to work out
how to respond to the rise of China as a leading producer
and exporter of weapons. European firms contribute to
the modernisation of the Chinese arms industry through
intangible technology transfers, even if this contribution
is – currently – limited. On one side of the table is China,
which has made a decisive strategic shift and is steadily
prosecuting this through diplomacy, highly centralised
strategic planning, and robust state support to its industrial
policies. Europe sits on the other side of the table with no
strategic approach to China at all in this domain. To what
extent has it even registered China’s change in priorities?
It is not currently clear that Europe has assessed its own
potential impact on the development of Chinese defence,
nor how it wishes to respond. There is a certain lack of
coherence between these two aspects of Europe’s impact
on the Asian military balance. Exports of complete weapons
systems demonstrate that Europe is taking advantage of
the necessity felt by many Asian states to avoid excessive
unbalance with growing Chinese military power and to
seek cooperation with allies and partners of the United
States. But Europe is not following a strategy aiming at
counterbalancing China; it is merely responding to a set of
opportunities and constraints.

73 “Wärtsilä, China State Shipbuilding Corp. Sign JV”, Diesel and Gas Turbine
Worldwide, 7 March 2017, available at http://dieselgasturbine.com/wartsila-china-stateshipbuilding-corp-sign-jv/#.WQMIAfnyuUk.
74 See website of Dornier Seawings: http://www.dornierseawings.com/company.html.
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This is fast becoming a strategic issue in EU-China relations
for several reasons. First, Europe is contributing to China
becoming a competitor on global markets without thinking
in terms of economic security or long-term competitiveness.
Second, 2017 is a key year in EU-China relations when it
comes to investment relations. It is anticipated that the
negotiation of a bilateral investment treaty will resume – the
EU and China seek to take advantage of the uncertainties
around the Trump’s administration foreign trade policy
and deepen the institutionalisation of their economic ties.
The rise of Chinese investment in the EU and the uneven
playing field for European companies in China have put
the issue on the top of the EU foreign policy agenda, with
‘reciprocity’ and ‘investment screening’ the key words of a
new approach. Third, the question of ITT is raised by the
EU’s partners, which view the modernisation of the Chinese
arms industry as a security risk. Under Shinzo Abe, the
Japanese government has been particularly active at raising
the issue, especially with France, the UK, and Germany. With
the security situation in East Asia only likely to intensify,
European partners are unlikely to drop these concerns.
The EU has only recently started a reflection on arms exports,
but the focus is on exports as part of an industrial policy. It is
not in the DNA of the EU to address arms sales as a foreign
policy tool because it thinks of itself as a normative power.
In addition, in the absence of a consolidated European arms
industry, the EU will not be in a position to guide exports so
that they shape the Asian security environment in a way that
supports European strategic goals. The EU is very unlikely
to adopt a clear-cut policy of supporting the Asian states
which balance the rise of China’s military power. This would
require identifying China as a major threat to international
peace, which is by far not the prevailing perception in
Europe. Even Japan under Abe is not moving to a strategy
of outright balancing against China. A clear-cut strategic
decision of choosing sides is therefore not needed, and the
current ambiguity serves European interests.
However, the EU needs to instil greater coherence into its
approach to military transfers and their impact on East
Asian security. Exports and export restrictions should be
recognised as an important element of Europe’s influence.
While it is not necessary to adopt specific guidelines, the EU
can use existing policy coordination institutions (like COASI,
the Asia and Pacific directorate at the European External
Action Service) to bridge differences between member states
on the question of the Asian military balance. The EU has
only broad guidelines to govern arms export, and requires
detailed reporting from member states on their deals with
foreign customers. At the minimum, therefore, member
states should refine the existing mechanisms to ensure that
no member state will take advantage of an export denial in
another member state to push for their own exports. At the
maximum, member states should formulate clear policy
goals attached to their arms exports and export control
practices towards specific regions, to avoid only commercial
interests guiding licensing decisions.

There is also an urgent need to address two issues. First, the
EU needs a policy on intangible technology transfers. The
tools for sharing information about strategic acquisitions are
too weak, and a shared definition of strategic acquisitions is
needed. This needs to be prioritised in the ongoing European
reflection on the adoption of an EU-level investment
screening system. Such a policy might constitute an
investment screening system to regulate foreign investment
at the EU level (especially mergers and acquisitions) in
companies that have military end-use technologies or knowhow. Also beneficial would be a policy at the EU level to
regulate research cooperation with military end-use. Ideally
this could be an EU common position.
Second, the EU needs to anticipate the risk of post-Brexit
Britain leveraging its arms industry for commercial gains in
ways that undermine Asian security. It needs to make sure
that Britain will remain aligned to European practices on
arms transfers and intangible transfers, especially if the EU’s
approach becomes more sophisticated in future. Britain will
have an incentive to attract more foreign investment. This
area should be addressed in the EU-UK Brexit talks.
Caution and restraint is needed in the area of arms exports The
EU is the only structure that can be at the centre of European
efforts to strategically coordinate the policies governing arms
export, export control, and the approach to incoming foreign
direct investment in sensitive sectors, with a view to also
protecting European economic security. As a responsible
international actor, it must step forward to safeguard both its
own interests and security and also that of East Asia.

Notes
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