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Abstract
China desires to gain knowledge that is required to sophisticate its economy. This
primarily involves investments in strategic sectors in Europe, which is increasingly
received with anxiety and scepticism by European leaders. Therefore, an alternative
for China to attain significant technological insights is open innovation. This research
argues that this is a useful way of obtaining mutually profitable research and
development. However, such a partnership requires confidence that is currently
lacking. Therefore, this research answers the question: To what extent does the EU’s
perception of China impede the Sino-EU cooperation on innovation? This dissertation
examines this issue by analysing how the EU view on China influences trust towards
this partner, and what this entails for open innovation. It is found that present
preconceived negative notions on China lead to distrust. On certain issues, control
mechanisms compensate for this lack of trust. However, more trust or control remains
to be needed in order for future open innovation in this bilateral relationship to

blossom.
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Introduction

The contemporary rise of China is characterised by the desire to sophisticate its
economy and climb up the value chain. Moreover, the ambition is to “become the
leader among the world’s manufacturing powers” (State Council, 2015). One way of
realising this intention is obtaining insights from incumbent technologically advanced
countries. The consequent interplay between Western and Chinese innovative
ambitions provoke significant tensions, as well as opportunities for cooperation. As
stated by Merics: “Global industry is at the brink of the next technological revolution”
(Wiibbeke et al. 2016, 11). For this revolution to occur, China invests heavily in
European knowledge, which often results in acquisitions of high-technology firms. The
anxiety of European politicians about unfair competition that results from this, is
expressed in recently implemented screening mechanisms (Hanemann, Huotari and
Kratz 2019, 11-21).

This tight monitoring of Chinese companies is a direct consequence of arguably
aggressive acquisitions from the side of Beijing, and a substantial amount of distrust
on the side of Brussels. The reason for this is that taking over companies is just one of
many ways to obtain technological insights from an external party. Other examples of
gaining knowledge are mutual innovative networks or formed strategic alliances
(Chesbrough 2006, 1-4). Because many of these necessitate trust that is absent in this
case, there is little alternative for China than to compensate for this distrust through
acquisitions financed by “bottomless wallets” (Tartar, Rojanasakul and Scott
Diamond 2018, n.p.). This is arguably a pitiful situation because the European Union
and China possess great complementary skills regarding innovation, which could lead
to a very lucrative partnership (Farnell and Crookes 2016, 122). The Chinese side
enjoys an enormous market and therefore a fruitful testing ground, low-priced
scientists, government assistance, an entrepreneurial spirit and a rapidly growing
Internet industry (Yip 2014, n.p.). These characteristics can well be coupled with
Europe’s advantage in knowledge-rich sectors, which can assist China in developing
technology and cause a potential strategic alliance to be profitable (Farnell and
Crookes 2016, 123). The partnership between Siemens and the Chinese government
illustrates this case, whereby the German technology firm provided knowledge in

exchange for market access (Sun 2015, 648-655; Scheuer and Hopner 2017, n.p.).
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Such innovative partnerships are a mutually advantageous way of further
developing the Chinese economy (Li 2017, 1-5). This requires trust and confidence,
especially in the politically and economically sensitive high-technology sector (Das
and Teng 1998, 491-512; Farnell and Crookes 2016, 123). To illustrate, the perception
of China as a rising military power provokes fear of defence-related utilisation of
dual-use technology, which causes export restrictions for such products (Stumbaum
2009, 1-33; European Commission 2018, 4). This example illustrates that the concept
of perception could directly have implications for fruitful cooperation on innovation.
Hence, the corresponding notion of trust is something that is frequently addressed by
Chinese and European leaders in regards to their cooperation (France24 English 2019,
15:29-30:50)

For China to obtain its ambition to technologically take the lead, access to
European knowledge is of great importance (Wiibbeke et al. 2016, 1-23). Likewise,
for the EU it is essential that the Chinese innovative rise is transferred from a threat
and challenge to an opportunity of open innovation. For this to happen, it is among the
real political issues between these parties, such as IP protection, important to take into

consideration the European perception and trust towards China.

Hence, this thesis intends to study the collaboration in innovation between China and
the EU because it wants to find out to what extent the European perception on China
limits this partnership. Consequently, this research will assist the academic field in
understanding what the European view on China means for the collaboration between
these parties. Next to that, the thesis will therefore identify the problems for Sino-EU
cooperation so these can be solved by policymakers or further investigated by
scholars. In order to be cognizant of this matter, the research question that will be
answered in this dissertation is: 7o what extent does the EU’s perception of China
impede the Sino-EU cooperation on innovation?

In this question, the EU is selected because there has been relatively little
research on EU-China relations in comparison with the United States and China, and
would therefore contribute to the academic field (Dagué-Nevers 2017, 71-72).
Furthermore, the United States is more politically and militarily involved with China
than the European Union, making potential strategic alliances more sensitive. For this

reason, the U.S. actively pressures and influences the EU-Sino bilateral relationship,
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which will be taken into consideration in this thesis (Farnall and Crookes 2016, 199-
212).

The objective of the research question is to discover ‘to what extent’ the EU
perception on China limits cooperation on innovation, because the phrase ‘ow’
would inevitably imply that the EU is the active party that limits collaboration.
Nevertheless, the research will solely view the European perception towards China
and not vice versa, because that would be beyond the limited scope.

I addition, the concept of perception will be made methodologically applicable
in this research in the theoretical framework. The European perception on China
determines the degree of trust, for example the defence related applications of dual-
use technologies (Brauner 2013, 457-482). Next to that, this thesis will distinguish
perception from real matters. By looking at, for example, the case of dual-use
technologies, it will be clear whether the European concerns are based on perception

and trust or reality.
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1: Setting the Scene for the Sino-EU innovative partnership

In an article of Foreign Affairs in March 2019, Andrew Small reports the recent
transformation of Europe’s open view on China towards a more sceptical and
defensive attitude (Small 2019, n.p.). The intention of this thesis is to provide an
understanding of this trend, specifically the role of Europe’s perception in this
relationship. This chapter will provide insights that are needed for this research. In
order to understand the role of perception in the cooperation on innovation between
China and the EU, one ought to be cognizant on current developments and existing
frameworks. Hence, the Sino-EU investment relations will be observed in this
chapter, coupled with the opinions of European leaders. Thereafter, the
complementary comparative advantages will be observed in relation to innovation.

Finally, the existing policy framework on cooperation will be examined.

Chinese investment in Europe

The Chinese ambition to sophisticate its economy requires knowledge, which
specifically could be obtained from European companies. One significant way of
attaining these strategic innovative insights are (primarily state-supported) cross-
border mergers and acquisitions (Du and Boateng 2015, 230-234). The Chinese
motivation to invest in Europe in order to gain important insights is reflected in the
sectors where the purchases take place. Namely, more than one-third of the
investments are made in the technology sector (Hanemann and Huotari 2018, 33).

The increase in Chinese FDI in Europe is illustrated in Figure 1.1.

Billion $ Rising Chinese investment in Europe
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Figure 1.1 (National Bureau of Statistics of China 2019) compiled by author.
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European leaders frequently compare the openness of these investments with limited
market access in China (Hanemann and Huotari 2018, 9-11). As stated by the
European Parliament: “the EU has concerns about the lack of reciprocity and market
access as well as a level playing field in China for foreign investors, while Chinese
investments in the EU are free and flows are increasing” (Saarela 2018, 12). In
addition, there are increasingly more voices from member states that express concern
on the Chinese FDI in Europe. To illustrate, in 2017, this unease prompted Berlin,
Paris and Rome to submit a letter to the European Commission that propagates for
protectionist measures in order to guarantee a level playing field (Bundesministerium
fiir Wirtschaft und Energie 2017, 1-2). Dutch Prime Minister Rutte argued that
“[Europe] should not be naive [because China] is also pursuing its national interest”
(Brzozowski and Valero 2019, n.p.). Moreover, Commission President Juncker stated
that the relationship with China “is not excellent” (Brzozowski and Valero 2019,
n.p.).

These statements made by European officials are mirroring a recent alteration
of the European attitude towards China, which is primarily caused by the argued lack
of reciprocity. One could recognise this shift in the strategy reports of the European
Union. Although the strategy on China of 2016 did address the lack of reciprocity, it
has a very positive and welcoming sentiment on Chinese investments (European
Commission 2016, 3-7). In addition, the report states: “A top EU priority is to
promote reform and innovation in support of transforming China’s growth model”.
This supportive attitude is substituted by a more protectionist stance, which also is
expressed in the strategic outlook on China of 2019. In this document, China is
perceived as “an economic competitor in the pursuit of technological leadership”, “a
systemic rival promoting alternative models of governance” and therefore the EU
should have “a principled defence of interests and values” (European Commission
2019a, 1). According to Merics director Pieke, these phrases are wrongly chosen,
“because it implies that these parties could never cooperate and there will be a single
winner, while we should prevent there will be two separate worlds” (quoted in
Alonso and Chin-A-Fo 2019, 2, translated from Dutch). Specifically the Chinese
investments in high-tech sectors are contentious in Europe, due to the strategic
advantage that is arguably lost in these purchases (Wiibbeke et al, 14-59). Especially
the state support, which is very difficult to track, causes concern (Wiibbeke et al, 53).
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Sino-EU cooperation on innovation

The previous paragraph examined the Chinese method of obtaining European
knowledge through acquisitions, and the European response. In contrast, this
paragraph observes the cooperative framework for a strategic alliance between these
parties, in lieu of the Chinese purchase of know-how.

China and the European Union have great potential in the collaboration on
innovation, due to their complementary strengths. As argued by Farnell and Crookes,
“they have many common interests and compatible talents which would argue for
closer cooperation” (2016, 121). The relative newcomer in the field of innovation is
China, which tremendously increased its technological capabilities (Zhu and Euchner
2018, 11-13). Zhu identifies three main comparative advantages where China has its
strengths (Zhu and Euchner 2018, 11). First, it created a “sophisticated manufacturing
system”, which allows new ideas to be marketed at a rapid pace. Second, the country
invests heavily in research and development, which exceed that of the EU. According
to Yip, this is due to the state support that makes China strong in innovation (Yip
2014, n.p.). The third point highlighted by Zhu is China’s entrepreneurial climate that
aims to satisfy the demands of local consumers (Zhu and Euchner 2018, 11). Yip
argues that in addition to this lively business spirit, China has an advantage in the
rapidly evolving Internet industry coupled with an enormous market, which could
serve as a testing ground (Yip 2014, n.p.). This huge consumer base “makes it easy to

introduce new products and services without having to displace incumbents” (Yip
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2014, n.p.). Furthermore, this big market encourages risk-taking and experimentation,
especially because “Chinese consumers are relatively forgiving” (Yip 2014, n.p.).
These strengths and rapid improvement and sophistication of Chinese
innovation could very well be coupled with the existing expertise and experience of
the European Union (Farnell and Crookes 2016, 123). A conventional approach to
such collaboration is a European company providing knowledge and expertise in
exchange for lucrative contracts and market access (Sun 2015, 645-655; Scheuer and
Hopner 2017, n.p.). Another way in which the European expertise in high technology
is reflected is the trade data in this sector. This is visualised in Figure 1.2, where one

can perceive the increase of the significance of the EU-28 high-tech exports to China.

Organisational framework

In order to comprehend the existing cooperation between China and the EU, it is
useful to observe the existing institutions that address this matter. According to
Farnell and Crookes, a relevant organisation for the cooperation and competition with
China is the ‘Open Innovation Strategy and Policy Group’ (OISPG) (2016, 123).
Farnell and Crookes argue that the primary intention of this institution is to maintain
the EU’s comparative advantage of knowledge (2016, 123). In contrast, the mission
of the OISPG as stated on its website is to unite “industrial groups, academia,
governments and private individuals to support policies for open innovation”
(European Commission 2019c, n.p.). Another significant factor in the Sino-EU
cooperation identified by Farnell and Crookes is the ‘Agreement for Scientific and
Technological Cooperation’ that is signed by the EU and China (2016, 123). This
agreement was signed in 1998 and outlines the foundation of cooperation on research
and innovation between these parties (Official Journal of the European communities
2000a, 40-43). An example of such cooperation is the research fund targeting
Chinese participants in the EU’s ‘Horizon 2020’ research and innovation programme.
To illustrate, the EU funds were worth more than 100 million euros (Farnell and
Crookes 123-125; European Commission 2019¢, n.p.). The priority areas on research
and innovation cooperation are reviewed yearly in the EU-China summits and
‘Innovation Cooperation Dialogues’ as well as in the Joint Committee meeting of the

science and technology Agreement (European Commission 2018a, 2-4).

10
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2: Literature Review

The intention of this literature review is to identify the current developments in the
field of international cooperation on innovation. More specifically, the contributions
on this topic related to China and the European Union are of importance to observe.
By doing so, this literature review will reveal existing gaps in the literature that are
concerned with this issue. Subsequently, this chapter outlines the existing knowledge
so that the research builds upon and contributes to the field. This will therefore
correspond with the research question that this thesis aims to answer: 7o what extent
does the EU’s perception of China impede the Sino-EU cooperation on innovation?
In order to precede the research on this question, it is essential to formulate the
current stance of the academic field on this issue.

The first concept in the research question that requires an analysis of the
literature is the concept of open innovation. The reason this model is selected is
because it has great significance for the way the EU promotes cooperation on
innovation (Farnell and Crookes 2016, 123). An alternative concept could be, for
example, the idea of ‘strategic alliances’, as researched by Das and Teng (1998, 491-
512). Because this approach focuses more on different kinds of partnerships between
enterprises, the ‘open innovation’ model is chosen, as that accurately describes
collaborative exchange of specifically innovative insights. It is essential to observe
the academic stance on this theory prior to utilising it in the research. In order to
obtain a solid understanding of the academic developments on this issue, it is
important to examine the contributions of Henry Chesbrough, who invented this
concept. Thereafter, secondary sources are selected to critically evaluate his theory.

After the discussion of open innovation has been perceived, this review will
cover the academic contributions on the cooperation between China and the EU on
innovation. In this way, the academic stance on if and how these countries ‘openly’
innovate becomes clear. The resources of this issue are selected according to their
relevance and age, because dated articles can no longer be fully accurate considering
the rapid change in Chinese knowledge. In addition to academic literature, reports
from think tanks or public institutions are also relevant for this section.

The third essential aspect of the research question for which an examination of

the field is needed, is the notion of perception. This paragraph will cover the
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definition of perception in the context of international relations. For this section,

academic articles are selected that are relevant to the notion of perception.

The concept of open innovation

Open innovation will serve as an important theory in this thesis to evaluate the Sino-
EU cooperation on innovation. In order to attain an understanding of the current
stance of the literature regarding this concept, this paragraph will observe the
academic contributions concerning open innovation. This will be performed by firstly
observing the academic understanding of open innovation. Thereafter, literary
contributions will be analysed that apply this concept beyond the field of business

studies, in order to establish whether there is a gap in this field.

Open innovation and business efficiency

Henry Chesbrough describes cooperation in research and development as open
innovation (2006, 1). This concept originates from the field of business studies and is
addressed to company managers, in order to enhance the efficiency of technological
advancements (Chesbrough 2006, 3). As argued by Chesbrough, “open innovation
processes combine internal and external ideas into architectures and systems™ (2006,
1). Hence, open innovation is considered the opposite of internal ‘closed’ innovation,
whereby companies possess their own internally focused R&D departments
(Chesbrough 2006, 1; OECD 2008, 24). To illustrate, a firm that openly innovates
attracts required knowledge from outside its own organisation, and sells irrelevant
developments for its own market to external parties (Chesbrough 2006, 3). This
increases efficiency because internally researched ‘spillovers’ are turned into revenue
(Chesbrough 2006, 3-6). As a consequence, “a crucial goal of Open Innovation is to
capture external knowledge that flows between organisations, allowing firms to be
more successful at innovation than firms that close off such flows” (Simard and West
2006, 220).

Simard and West contribute to the academic understanding of open innovation
by identifying the role of innovative networks in value creation. Joining such a
network provides advantages for a company, because under the conditions of open
innovation, this firm can obtain essential knowledge rapidly without high internal
costs (Simard and West 2006, 223). In addition, these authors identify two types of

connections within these networks: formal and informal ties. Formal ties are

12
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cooperative frameworks between companies that are contractually agreed upon, for
example licenses or acquisitions (Simard and West 2006, 222-24). Informal ties
however are not bounded to a contract, for example employees who switch between
employers and thereby transfer knowledge (Simard and West 2006, 224). It should be
noted that although these networks primarily exist in knowledge-intensive industries,
insights do not necessarily have to be technological (Simard and West 2006, 223).
For example, important knowledge can also consist of important market insights,

product application or customer preferences (Simard and West 2006, 223).

Open innovation beyond observing the firm

According to the OECD, the notion that businesses could operate their R&D openly
instead of in isolation has been around for decades (2008, 24). What makes the
concept of open innovation different is that it is an “integral part of a companies’
innovation strategy and business model” (OECD 2008, 24). The report of the OECD
is useful in order to understand the international dimension of open innovation,
however the OECD paper remains focused on the private sector. When open
innovation is an explicit part of a companies’ business model, could it also be part of
a government’s strategy? Regarding the public sector, several authors outline the role
of the government in open innovation. According to Simard and West, an important
role of a national government is to promote knowledge exchange through national
innovation systems or schemes (2006, 220-224). In addition, Lee, Hwang and Choi
contribute to this issue by analysing how governments can further facilitate a
preferable climate for open innovation (2012, 1-22). By looking at a government’s
policy in technologically advanced countries, these authors analyse how the public
sector promotes open innovation in their respective countries, but also how the
governments utilise open innovation themselves (Lee, Hwang and Choi 2012, 1-18).
Although this analysis is useful to obtain more understanding of the public sectors’
role in open innovation, it is solely observing government initiatives at a domestic
level for knowledge flows within the state.

The concept of open innovation and the corresponding literature above are
useful to understand cooperation on innovation. The current literature primarily
focuses on the private sector, and the public sector is mostly perceived as the

benefactor for innovative networks. This behaviour of the public sector is analysed

13
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by looking to what extent a state assists the creation of knowledge networks (Lee,
Hwang and Choi 2012, 1-22). To illustrate, governments can promote and facilitate
open innovation by national innovation systems and subsidised research. While these
insights are valuable, the current academic literature on this issue does not succeed in

explaining open innovation between states.

Sino-EU cooperation on innovation

The research question inherently assumes that a profitable open innovation
relationship could be to some extent ‘impeded’ by the European Union’s view
towards China. Therefore, it is essential that this literature review will observe
arguments in the literature that claim there can be a profitable innovation relationship
in the first place. Hence, this paragraph will observe contributions on the lucrative
potential that innovative cooperation between China and the EU can have. The
scholarly knowledge on this issue will be reviewed as follows. First, the literary
contributions on the comparative advantages of the EU and China will be examined.
Thereafter, the main mutual advantages for cooperation according to the literature

will be observed.

The Chinese and European comparative advantages in innovation

Logically, the profitability in Sino-EU cooperation lies in the complementary
characteristics of their respective economies. Namely, Ricardian theory prescribes
that when two parties specialise in their competitive advantages and exchange their
expertise, the accumulated wealth will increase (Ruffin 2002, 729-743). Farnell and
Crookes emphasise that China and the European Union are very well able to mutually
profit from an innovation relationship because of the complementary skills (2016,
141, 231). More specifically, these authors argue that European knowledge and
inventions match the Chinese desire to innovate its economy (Farnell and Crookes
2016, 141, 231). On the Chinese side, the country possesses an enormous
complementary advantage based on its substantial consumer base (Yip 2014, n.p.).
According to Yip, these consumers provide the opportunity to test innovations
without taking much risk (2014, n.p.). Besides this advantage that fosters rapid
introductions of innovative products, the government also supports initiatives that
utilise new knowledge (Yip 2014, n.p.). Next to that, Chinese ICT is also becoming

increasingly more technologically advanced, partly because of the growth of its
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companies in these sectors (Garcia-Herrero et al. 2017, 36). These authors accurately
summarise the current consensus on the field regarding this issue; namely, Europe
possesses the know-how, China is the fast follower that requires this knowledge,
which can be tested and commercialised on its large market (Garcia-Herrero et al.

2017, 36K).

The advantageous innovation relationship

China and the European Union are very suitable partners for mutual innovation
because they do not solely have complementing comparative advantages as described
above; they also face common challenges that can be solved together (Farnell and
Crookes 2016, 218-221). There has been extensive academic research on the grounds
for cooperation that are mutually profitable for China and the European Union. To
illustrate, Farnell and Crookes argue that climate-related innovation could best be
jointly approached as both parties face environment challenges (2016, 218-219). In
addition to such sustainable technology development, Kwok, Lau and Summers point
out that industries such as agriculture and high-tech manufacturing are also profitable
avenues for potential collaboration (2018, 2). The importance of this relationship is
underlined by the frequent visits of Xi Jinping in Europe to discuss innovation and
signing deals (Kwok Lau and Summers 2018, 8-9). According to Li, the diverse
knowledge that derives from different countries results in research and development
outcomes that could not have been reached without international technology
cooperation (Li 2017, 3). In the Asian context, Su argues that East Asian countries
benefit from internationalising innovation, as that allows complementing knowledge
that is domestically available (Su 2016, 226). On the basis of this literature, one can
argue that there is a positive sentiment on the profitability and opportunities that
intensive Sino-EU cooperation could offer. However, the European Union itself is in
its report less optimistic on the Chinese involvement in the continent’s industrial and
technological capacity (Prevost et al. 2011, 9). The reasons provided in the report are
the European trade deficit with China, a lack of reciprocity in terms of market access
and Chinese firms “scrambling” for influence in European companies (Prevost et al.

2011, 1-9).

15



Martin Kuijper Sino-EU Open Innovation

The concept of perception

As the report of the European Parliament illustrates, not all actors involved are
positive about the way in which China and the EU commonly innovate (Prevost et al.
2011, 1-9). According to Farnell and Crookes, an intensive partnership between
China and the EU can be very profitable because of the matching complementary
advantages; however, political obstructs stand in the way (2016, 221). The influence
of politics in the Sino-EU cooperation on innovation has been widely researched
(Farnell and Crookes 2016, 1-244; Kwok, Lau and Summers 2018, 1-21; Bound et al.
2013, 1-111). This research will add to that by looking at perception. Specifically,
which aspects or concerns are real and which are imagined as a consequence of
‘othering’ (Chaban and Holand 2019, 3-9) In this paragraph, the concept of
perception in the context of international strategic alliances will be observed. In this
way, this review ensures that the theoretical framework builds upon existing literary

understandings on this relationship.

The importance of perception in strategic alliances

Das and Teng contribute to explaining the role of trust and control in strategic partner
alliances (1998, 491-512). These authors argue that cooperation in research and
development is a form of such an alliance, wherein the parties ought not to perceive
each other with suspicion (Das and Teng 1998, 491). It should be noted that similar
to the concept of open innovation, Das and Teng write their article in the context of
business studies and firms (1998, 491-512). Nevertheless, the analysis is useful in
order to understand the importance of trust and confidence in cooperative research
and development between states. Similar to open innovation, perception in strategic
alliances is also applicable to public international relations (Chaban and Holland
2019, 2-4). According to Chaban and Holland, China is one of the strategic partners
of the European Union (2019, 3). This is a relationship that deteriorates when the
respective partners have mutual preconceived negative perceptions by viewing the
partner as the “Other” (2019, 7). The introduction to the book Shaping the EU Global
Strategy by Chaban and Holland is a useful contribution because it draws the line
between the business strategic alliances of Das and Teng with public affairs (1998,
491-512).

In evaluating the relationship between China and the European Union, Pan

provides a useful analysis that applies constructivist theories of identity formation on
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this relationship (2012, 37-55). This author argues that the Sino-EU relation and the
corresponding European policy towards China are harmed by “ a false premise that
the Chinese Other ought to and be transformed into the European Self” (Pan 2012,
45). This “othering” of China occurred since the end of the 20™ century, which “have
made China less an opportunity than a competitor or even threat” (Chaban and
Holland 2019, 7; Pan 2012, 38). The authors presented here provide a useful
contribution to understanding the role of perception in international relations and the
Sino-EU partnership in particular. There has been little to no research on how the
European perception towards China would limit the cooperation on innovation,

which is the gap this research will attempt to fill.

Statement of the field

The goal of this review is to examine the academic literature in order to understand
the scholarly context of this research. Therefore, it ensures that this research builds
upon existing knowledge and fills the gaps identified in this review.

It is found that the scholars observed argue that actors more efficiently perform
research and development if this is done openly. There is a substantial amount of
research that justifies this claim for businesses. In terms of the public sector, the
literature has produced understanding of how governments can promote domestic
open innovation. In contrast to that, there is very little to no research on international
open innovation between states.

Regarding the Chinese and European cooperation on innovation, there is
extensive research available that analyses this issue. This literary body is useful for
this research to build upon because the complementary advantages of China and the
EU are known. In contrast, it has not been researched what the influence of
perception is on this partnership.

The literature points out that trust, confidence and perception are not only
important for business relationships, but also for international cooperation between
states. By ‘othering’ the partner in strategic alliances, the other party can be perceived
as a threat.

On the basis of this literature review, this research will contribute by applying
the concept of open innovation to cooperating states. The major different of state-to-
state cooperation in comparison with business-to-business is the security concern and

political issues. The influences of politics and security in international cooperation
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have been researched, and these factors are not isolated. Therefore, this research will
observe the notion of perception and the European perception towards China that
limits this cooperation. This will consequently contribute to the gap on how open
innovation works in cooperation between states, and the role of perception in Sino-
EU collaboration on research and development. Namely, as presented above, there
has been extensive research conducted on the open innovation and the economic
relationship between China and the EU. However, open innovation has not been
observed on macro-level between states rather than companies. By adding this unique
approach to growing and currently very relevant field of the Sino-EU innovative
relationship, this research contributes to this globally significant issue. How this

thesis intends to perform this research is outlined in the following chapter.
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3: Theoretical Framework and Methodology

Theoretical framework

This framework aims to identify the main theories that are applied in this thesis. In
addition, it will provide solid definitions of the main concepts so that they can be
utilised in this research. It is essential that the linkages between these concepts are
clarified so that a theoretical foundation is established on which the research can be
built. First, this theoretical framework will identify the main definitions of perception
that shall be utilised in this research. Thereafter, this will be related to the notions of
trust and control, which are essential in any successful partnership (Das and Teng
1998, 491-512). The third paragraph provides definitions of open innovation so that it
is clear how this concept is understood in this thesis. Finally, a conceptual model will

illustrate the complete theoretical framework.

The theory of perception

Regarding the European view towards China, this research will divide the
comprehensive concept of ‘perception’ into three components: perceiving China as
the ‘other’, ‘imagining’ China and the influence of the United States. The European
‘othering’ of China is determined by the way Europe perceives itself (Pan 2012, 45).
According to Pan, European self-construction “serves to reinforce that self-identity
through its implicit goal of transforming a Chinese other” (2012, 45). This results in
mirroring values as democracy on the ‘other’ and thereby desiring to transform China
towards the European ‘self” (Pan 2012, 45-56). This discursive perception is an
essential theoretical angle for this research, as it directly relates to European policy
towards China (Wong 2012, 111).

Chaban and Holland propose a theory that adds to this, which is the image
created of another country as a result of perceiving it as the ‘other’ (2019, 9). Thus,
‘imagining’ causes a country to be “seen as friendly or hostile, capabilities as
powerful or weak, and status as inferior or superior. Yet, the ‘reality’ of perceptions
is less clear-cut” (Chaban and Holand 2019, 9). These authors add to this that “the
same international actor could be seen as capable and friendly in one issue-area, yet
perceived very differently in another - an argument consistent with the theory of

othering” (Chaban and Holland 2019, 9). To illustrate this theory, it can mean that
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China is perceived as a friend by Europe in the area of economics, while the country
is seen as a military threat. This imagining of the country by Europe into for example
the ‘China threat’ is therefore relevant to analyse in this research in relation to
innovation. The theory of Chaban and Holland is valuable in this matter, as it requires
paying attention to which perception is real and which is imaged and not proven.

The third theoretical angle that is significant for analysing perception is the
influence that originates from third parties. This external influence is in this research
primarily observed by looking at the role of the United States on the Sino-EU
bilateral relationship, which is of great significance (Farnell and Crookes 2015, 199-
212).

Trust and control in strategic alliances

This research aims to analyse the role of perception in a Sino-EU partnership. It
should be noted that not all forms in partnership involve trust, and are therefore
arguably irrelevant to the notion of perception. For example, Chinese acquisitions of
high-tech companies do not involve perception if the other party’s trust is bought-off
by a huge sum of capital.

In contrast to acquisitions, the theory of Das and Teng addresses strategic
alliances, where trust and confidence are required for a successful partnership (1998,
491-512). These authors define strategic alliances as “interfirm cooperative
arrangements aimed at achieving the strategic objectives of the partners” (Das and
Teng 1998, 491). Examples of such arrangements are “joint ventures, minority equity
stake, co-production and joint research and development” (Das and Teng 1998, 491).
In strategic alliances, the confidence in a successful partnership is determined by the
degree of trust and control (Das and Teng 1998, 491-498). Control is defined as “a
regulatory process by which the elements of a system are made more predictable
through the establishments of standards in the pursuit of some desired objective or
state” (Leifer and Mills 1996, 117). Therefore, a party in a strategic alliance can build
control mechanisms in order to prevent the partner from pursuing their own interests
(Das and Teng 1998, 493-494). The second source of confidence in a partnership is
trust, which is understood as “one’s belief and expectation about the likelihood of
having a desirable action performed by the trustee” (Das and Teng 1998, 494). The

difference between these two concepts is that trust means which expectation one has
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about the other party’s motives, while control is about the mechanisms that guarantee
that desired behaviour (Das and Teng 1998, 491-494). Together, trust and control
determine the degree of confidence in a strategic alliance, which is the “perceived
level of certainty that the partner will behave in a desirable manner” (Das and Teng
1998, 494). In the context of this research, this means the extent to which Europe has
confidence in Chinese conduct in open innovation. The relation between trust and
control is that they “contribute jointly to the total level of confidence one has in
partner cooperation” (Das and Teng 1998, 495). Hence, when there is a high degree
of trust, there is no need for a high control mechanism; similarly, when there is little

trust, control becomes more important (Das and Teng 1998, 495).

Theoretical base on open innovation

As stated above, the combination of trust and control leads to a potentially effective
strategic alliance (Das and Teng 491-495). However, this research does not regard
this sort of partnership as the end-goal. Rather, open innovation is selected as the
concept that describes a profitable relationship, because this notion is more inclusive
when it comes to innovation specifically (Chesbrough 2006, 1-4). The applicability
of the concept of open innovation between states instead of among businesses is a
major gap in the literature that this research aims to fill. This thesis argues that open
innovation is also conducted by states through innovative formal and informal ties.
The theory of Chesbrough on open innovation and that of Simard and West on
innovation ties are significant for the argument of this thesis. The definition of open
innovation that this research aims to apply on China and the European Union is as
follows: “Open Innovation is the use of purposive inflows and outflows of knowledge
to accelerate internal innovation, and expand the markets for external use of
innovation, respectively” (Chesbrough 2006, 1). It is the “antithesis of the traditional
vertical integration model” and it “treats R&D as an open system” (Chesbrough
2006, 1).

Another theory that is useful for the operationalisation of this issue is the
dichotomy between formal and informal innovation ties. Simard and West argue that
formal ties are contractually agreed upon, for example license agreements or official
alliances (2006, 223). As mentioned in the previous paragraph, some formal ties such

as acquisitions are theoretically forms of open innovation but do not involve
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confidence. In contrast to formal ties, informal ties are unplanned knowledge
spillovers and occur when two parties are a member of the same research and
development network (Simard and West 2006, 224). Although Simard and West
observe these ties in relation to businesses, this thesis argues that states are also part
of an innovative network. In order to make this argument, the theories presented in

this paragraph will be applied in this research.

— N
Perception Degree of trust
b,

Othering

Imagining [Open Innovation]

External influence N
:{>[Degree of control
—— )

Figure 1.1

The conceptual model

In Figure 1.1, the framework presented above is illustrated. One can see that
perception is shaped through ‘othering’, ‘imagining’ and external influence (Pan
2012, 45-56; Wong 2012, 111). The perception of the European Union then
determines the degree of trust towards Chinese conduct in a voluntary innovation
partnership. When the trust is high, control is most likely low and vice versa (Das and
Teng 1998, 495). Together, these two indicators determine the degree of confidence
in open innovation. In case both trust and confidence are low, there is not enough
certainty that the other party will not pursue its own interest. Hence, in this case,
there will be no strategic partnership. In this model, one can see that the independent
variable is perception, which is related in this thesis with open innovation. Trust and
control serve as intermediate variables as they are indispensable in this equation,
because these two are most relevant in the creation of a profitable partnership (Das

and Teng 1998, 491-504).

Methodology

This research will utilise the conceptual model presented above in order to

understand to what extent the European perception towards China limits open
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innovation between these parties. In doing so, data will be gathered that allow for
further analysis on each of the indicators in the conceptual model. The methods of
gathering this data and the corresponding analytical tools that are used will be
observed in this paragraph.

The first two indicators that determine the concept of perception as presented in
the conceptual framework are ‘othering’ and ‘imagining’, for which this research will
perform a discourse analysis on primary resources while acknowledging the existing
academic contributions on this matter. As stated in the theoretical framework, the
difference between these two is that ‘othering’ is more concerned with perceiving
China as a substantially different ‘other’ through political discourse. This leads to
‘imagining’ where threats or challenges are perceived that are either overestimated,
not proven or simply unreal. Therefore, this research compares evident cases with the
discursive elements in primary resources. These include official statements and
interviews with European professionals who work on innovation with China on a
daily basis. In order to obtain a solid insight on how these two indicators practically
evolve, this research includes a case study on the European stance towards the high
technology appliances of Huawei. The third indicator on the conceptual model is the
influence of the United States on the perception of the European Union towards
China. The role played by the U.S. in this bilateral relationship will be analysed by
looking at official statements and policy documents. Such observations will reveal
the U.S. pressure that is imposed on the European Union. Specifically, the role of the
United States in this matter could be understood by observing the list of European
trade embargos on trade with China. This could then be analysed in relation to
American lobbying and influence on these trade restrictions.

Thereafter, the concepts of trust and control will be applied to the European
perception towards China. Regarding trust, the interviews that are conducted add
valuable insights to the expectation that China will restrain from opportunistic
behaviour in this bilateral relationship. In order to comprehend the degree of control
that the European Union exercises on the cooperation on innovation, this research
will observe official documents. These include embargos, agreements, treaties,
contracts and screening mechanisms.

Finally, these indicators determine the extent to which the European perception
towards China influences the mutual open innovation between these parties. This is

measured by looking at the extent to which these parties cooperate on innovation.

23



Martin Kuijper Sino-EU Open Innovation

Attention will be devoted to formal and informal ties between these two parties. On
the basis of the previously researched indicators, it will be analysed to what extent

efficient cooperation is limited.
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4: The European perception towards China

This chapter aims to apply the initial three concepts of the theoretical framework
about perception on China. As can be observed in the conceptual model, ‘perception’
consists of three elements. Namely, seeing China as the ‘other’, ‘imagining’, and the
external influence from third parties. Together, these factors determine a significant
aspect of the degree of trust in this bilateral relationship and therefore the likelihood
of a strategic alliance to succeed (Das and Teng 1998 491-512). This chapter will
observe each of these three concepts, and apply them to the Sino-EU relationship in

the context of scientific cooperation.

Othering

As described in the theoretical framework, ‘othering’ entails the way in which
Europe perceives itself, and consequently reflects this self-identity on China (Pan
2012, 45). This directly results in policy towards China, whereby European values
are expected to be upheld by the other party in this bilateral relation (Wong 2012,
110-112). Therefore, this paragraph will analyse the European self-identity as well as

the way in which this is mirrored onto China.

The European self-identity

Prior to analysing the self-identity that is potentially echoed onto China, it is essential
that the principles that construct this identity are solidly identified. These core values
that determine the European perception on itself are to be found in official documents
and press releases from the EU. The three most prominent beliefs that are relevant in
relation to China are human rights, multilateralism, and free world trade including
reciprocity (Official Journal of the European Communities 2000b, 1-22; Wong 2012,
106-111; European Union 2019, n.p.). This research acknowledges that there are
more components of the EU’s self-identity than these three. Despite this, these beliefs
are considered the most prominent in the international relations of the EU. In
addition, an extensive constructivist analysis on the European Union’s self-perception
would be beyond the scope of this research.

A cornerstone of the European self-identity is the support and advocacy of

human rights (Official Journal of the European Communities 2000b, 1-12). In the
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context of technological development and innovation, this includes ethical codes of
conduct when performing research wherein humans are the objects of study (Official
Journal of the European Union 2013, article 19). This includes matters as the
“protection of personal data” and “physical and mental integrity of a person”
(Official Journal of the European Union 2013, article 19). In addition, this document
highlights that research on modifying human genes or cloning is not supported by the
Horizon 2020 programme of the EU (Official Journal of the European Union 2013,
article 19).

Another key value is multilateralism and the adherence of nation states to a
‘rules-based international order’ (European Commission 2019a, 2; European Union
2019, n.p.). This is expressed in policy documents of the EU, as well as during a
press conference in Paris given by Macron, Merkel, Juncker and Xi Jinping at the end
of March 2019 (France24 English 2019, 5:10-13:50).

Finally, an important element in the European self-identity is the promotion of
global free trade and a competitive level playing field (European Union 2019, n.p.;
France24 English 2019, 5:10-13:50).

Reflecting values on China

The EU’s self-image constructs the Chinese ‘other’ by mirroring the main values of
the European Union onto China (Pan 2012, 45). In this paragraph, the three
previously identified beliefs will be applied to this bilateral relationship.

One way in which the European Union is ‘othering’ China as described by Pan
is through reflecting the human rights value on China, which is a political factor that
is continuously addressed in this bilateral relationship (Wong 2012, 106-111). For
instance, the European Union states: “the human rights situation in China is
deteriorating, notably in Xinjiang and regarding civil and political rights” (European
Commission 2019a, 2). Consequently, the EU regards human rights as “an important
measure of the quality of the bilateral relationship” (European Commission 2019a,
2). Specifically in the context of scientific and technological cooperation, the EU
states that research ethics in scientific development as stated in the previous
paragraph is of importance in this relationship, as can be found in the Horizon 2020
programme (Official Journal of the European Union 2013, 104-173; Chaban and
Holland 2019, 5).
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The second major component that is expected to be upheld by China is the
rules-based international order and multilateralism, which are two terms frequently
used by Macron, Merkel and Juncker in the press conference after the state visit of Xi
Jinping in France (France24 English, 8:50-33:30). These leaders expressed the
significance that China cooperatively participates in these sorts of multilateral
dialogues (France24 English 8:50-33:30). The European Commission recognises in
its strategic outlook towards China that the country “expressed its commitment to a
fair and equitable global governance model” (European Commission 2019a, 2).
However, the Commission argues that China’s understanding of a rules-based
international order is different from that of the EU (European Commission 2019a, 2).
Moreover, the strategic report states: “Selectively upholding some norms at the
expense of others weakens the sustainability of the rules-based international order”
(European Commission 2019a, 2).

Finally, the level playing field of global free trade is frequently argued to be
lacking on the Chinese side, because European companies in China allegedly do not
enjoy the same rights as Chinese companies in Europe (France24 English 26:10-
28:13). This issue of reciprocity and balancing the Sino-EU economic relationship is
of significance in the policy reports and strategic outlook on China of the EU
(European Commission 2019a, 2).

Such promotions of European values towards China are according to Pan a
“mission impossible”’; moreover, this author argues, “From the outset, this policy is
based on a false premise that the Chinese Other ought to and can be transformed into

the European Self” (Pan 2012, 45).

Constructivist analysis of the Chinese ‘other’

The three factors above illustrate how the Chinese ‘other’ is supposedly aimed to be
transformed into the European ‘self’, as proposed by the perception literature of Pan
(2012, 45). However, it should be noted that it is difficult to prescribe this as a
constructivist discourse towards China because these values are also for a large extent
politically and economically motivated. Therefore, in addition to the applied
framework of Pan above, it would be useful to analyse the discursive language

utilised by Europe when describing China. Together with projecting the European

27



Martin Kuijper Sino-EU Open Innovation

self onto China, the discourse around this potential partner is also an important
element of the ‘othering’ concept in the theoretical framework.

In a telephone interview, the EU Delegation in Beijing who daily works on
science and technology cooperation, argued that Europe should have a better
understanding on Chinese culture, and know how to deal with Chinese entrepreneurs
and researchers (Minister Counsellor, 19 April 2019). These claims do not entail that
the EU is ‘othering’ China; rather, it is an expression of the notion that there are
cultural differences of which Europe ought to be aware of.

It is notable that the language of the EU portraying China is shifting, for
example in light of Chinese investment. This was something that was usually
welcomed in Europe but is currently increasingly regarded with scepticism (European
Commission 2019a, 2-5; European Commission 2016, 3-7). An example is the Dutch
Prime Minister who informed journalists in Brussels that the EU should “not be
naive” regarding China (Brzozowski and Valero 2019, n.p.). Correspondingly, the
utilisation of the word ‘rival’ is remarkable in European policy statements. An
illustration of this is the recent strategic outlook wherein China is depicted as a
“systemic rival” who is an “economic competitor in the pursuit of technological
leadership”, as examined in Chapter 1 (European Commission 2019a, 2).
Furthermore, the French President Macron argued in a recent press conference with
Xi Jinping that the EU and China “have differences of view, exercising power. We
are also rivals and we are not naive” (France24 English, 8:30-8:50). European
Commission president Juncker similarly expressed this altering European attitude by
commenting in this press conference: “I have learned that some Chinese people don’t
like us to say that we see China as a rival but it’s a compliment, because it describes
our common interests and necessary and innovative competition. It describes the
spirit of our relations” (France24 English, 33:00-34:00). One could argue that these
sorts of comments are discursively creating a Chinese ‘other’. For example, it is very
difficult to find similar language being used towards Europe’s bilateral relation with
the United States is a ‘rival’. Despite this, it is hard to argue that the U.S. does not
have “common interests” and “competition” as expressed by Juncker with the EU in
many fields.

On the basis of this analysis, it is clear that Europe indeed mirrors its own
values onto China as argued by Pan (2012, 42-54). In addition, an interview with a

European diplomat pointed out that this bilateral relationship would profit from a
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better understanding of Chinese culture by European policymakers. Furthermore, it is
notable that the European discourse is increasingly depicting Chinese other as a

‘rival’.

Imagining

The image theory of Chaban and Holland is understood as the “perceived intentions,
capabilities and cultural and political status” of an international actor, in this case
China (2019, 9). In addition, this theory prescribes that “The same international actor
could be seen as capable and friendly in one issue-area, yet perceived very differently
in another” (Chaban and Holland 2019, 9). This is applicable to the recent press
conference in Paris where the European leaders express friendliness regarding the
One Belt One Road project while being sceptical on economic reciprocity (France24
English 25:00-33:00). Regarding this imagining theory, it is essential to distinguish
between perceived intentions of China, and real or proven ambitions which are
therefore not a perception but reality. The intention of this paragraph is to apply the

theory of Europe’s perception on technological cooperation with China.

Research integrity

As mentioned above, a significant component of the technological cooperation
between these parties is human rights and ethics when conducting scientific research
(Official Journal of the European Union 2013, article 19). An example when such
matters came into the foresight was the gene-edited twins last November (Wee and
Chen 2018, n.p.). This is indeed evidence of an occurrence that conflicts with
European values; however, it was against Chinese law as well (Xiao and Li 2019,
n.p.). Nevertheless, Chinese legislation could be improved concerning research
ethics, which provides opportunities for further cooperation between China and the

EU (European Commission 2019a, 5-8; European Commission 2016, 2-9).

Imagined Huawei threat

Another example of ‘imagining’ is the alleged threat posed by the technological
company Huawei in Europe. The prejudice towards this business mainly includes
espionage, close links with the Chinese government and the People’s Liberation

Army (The Economist 2012, n.p.). On the basis of these grounds, a large number of
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European countries have investigated Huawei or even warned their citizens against
the use of its products (Cillufo and Cardash 2018, n.p.). These persecutions are
denied by the company, which claims not to have links with the Chinese army and
“never researched, developed, manufactured or sold any technology or product for
military applications” (Arnold and Kirchgaesser 2011, n.p.). In addition, there is a
lack of public proof for the before-mentioned accusations, as it is hard to find
evidence establishing the links between Huawei and the Chinese government (Cillufo
and Cardash 2018, n.p.). Therefore, this is an example of an imagined intention of a
Chinese actor, with the absence of evidence.

Therefore, imagining does shape the perception of Europe towards China. This
does not mean that it is solely a negative perception or prejudice. Namely, as can be
seen in the case of research integrity, this provides a good opportunity for bilateral

scientific cooperation.

External influence

In the case of Huawei above, it is remarkable that the U.S. heavily lobbied European
policymakers to shape the perception on this Chinese company, which is not an
isolated case of foreign influence on Europe’s view on China (Yun Chee and Emmott
2019, n.p.). It would be beyond the scope of this research to observe all external
influences on this relation. Hence, the intention of this paragraph is to provide
understanding of the influence of the United States in the Sino-EU bilateral relation.
The focus is on the U.S. because this is a significant determinant for the European
perception towards China (Farnell and Crookes 2016, 192-203).

According to Farnell and Crookes, the influence of the United States is
inevitably connected to the perception of the EU towards China, as it is an important
partner of both (2012, 199). Angela Merkel also emphasised this triangular
relationship as essential for the cooperation between Europe and China (France24
English, 30:15-33:00). Furthermore, Farnell and Crookes argue that the involvement
of the United States provokes a dilemma for Member states of the EU to choose sides
between China and America (2012, 203-204). Although in some security-related
issues such choices are required to be made, there can be a positive perception

towards both the U.S. and China.
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In addition, according to Stumbaum, the United States is the “elephant in the
room” in the bilateral relationship between the EU and China (2009, 19). The reason
for this is that America is anxious about the Sino-EU cooperation on technological
development (Stumbaum 2009, 19). This suspicion reached a highpoint in 2004 when
Europe under the French President Chirac and German Chancellor Schroder wanted
to lift the arms embargo to China (Wong 2012, 103). In this period of greater mutual
rapprochement, the Chinese ministry of foreign affairs wrote: “The EU should lift its
ban on arms sales to China at an early date so as to remove barriers to greater
bilateral cooperation on defence industry and technologies” (Chinese Ministry of
Foreign Affairs 2003, n.p.). In light of this statement and the rapid improvements of
Sino-EU relations, the European Commission undertook significant effort to lift the
embargo (Griffin and Pantucci 2004, 164-165). Because the U.S. feared that one day
it would face European weaponry in a military conflict with China, the American
response was boisterous (Griffin and Pantucci 2007, 165). This is expressed in the
U.S. House of Representatives resolution 57, which states that if this European
conciliation continues, Washington would “necessitate limitations and constraints in
the [transatlantic security and defence cooperation] that would be unwelcome to both
sides of the Atlantic” (House of Representatives 2005, H.Res57). Griffin and
Pantucci describe the European response to the U.S. as “This perceived combination
of American paranoia and hypocrisy confused many Europeans”, not solely because
the EU saw the chance of a Sino-US war over Taiwan highly unlikely, but also due to
the previous American dual-use and arms sales to China (2007, 166). Nevertheless,
the EU maintained the arms embargo facing this diplomatic crisis (Griffin and
Pantucci 2007, 160-167).

This triangular political problem is an illustration that the U.S. does not solely
shape the perception of Europe towards China as argued by Farnell and Crookes, and
Yun Chee and Emmott, but also directly influences EU policy (2016, 192-203; 2019,
n.p.). However, this does not entail that Europe always gives in to the American
demands, as seen in the case of Huawei. In addition, this paragraph has demonstrated
that the elements of ‘othering’, ‘imagining’ and ‘external influence’ do not operate in
isolation; rather, they shape and influence each other. An example of this is the
American lobbying that arguably attempts to perform °‘othering’ China as the

common enemy.
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S: Trust and control in the innovative partnership

The previous chapter analysed the European perception towards China, which
determines the degree of trust and control that is required for a successful open
innovation partnership. According to Das and Teng, these two concepts are each
other’s substitutes (1998, 491-512). Namely, these authors argue that when there is a
high degree of trust, there is no need for establishing tight control mechanisms (Das
and Teng 1998, 495). Likewise, when two parties intend to have a strategic alliance
and the trust level is low, control systems become significant as a replacement of
trust (Das and Teng 1998, 495-496). The previous chapter demonstrated that in some
areas, Europe perceives China as a ‘rival’, which together with imagined threats and
influence of the U.S. leads to China-sceptic attitudes. This has a direct influence on
the degree of trust because this ‘rival’ could potentially pursue its own interests,
which is described as ‘opportunistic behaviour’ (Das and Teng 1998, 498-506). The
intention of this chapter is to analyse the repercussion that the previously analysed
perception has on trust and control.

In the context of scientific and technological development, this chapter will
firstly observe the European degree of trust towards China. Thereafter, control

systems will be observed to fill up the potential vacancy in the required trust level.

Trust

Das and Teng define trust as “one’s belief and expectation about the likelihood of
having a desirable action performed by the trustee” (Das and Teng 1998, 494). An
important aspect of this is the notion of risk, because the trusting party leaves itself
vulnerable to actions of the trustee, specifically in a “risky exchange situation” (Das
and Teng 1998, 494). As seen in the previous chapter in the cases of dual-use
technologies and Huawei, science and high technology particularly provoke anxiety
among European politicians due to the perceived risk of handing over sensitive
information to China. The three concepts observed in the previous chapter directly
influence the degree of trust. To illustrate, when China is perceived as a threat or
rival in some areas due to a negative discourse or external influence, this decreases
trust and increases the likelihood of control mechanisms to be implemented. For
example, when the European Union due to ‘othering” and ‘imagining’ and ‘external

influence’ feels threatened due to the Chinese aspiration to be a technological leader,
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it is almost inevitable that Huawei’s advance in 5G is perceived with distrust.
Similarly, when the recent strategic outlook on China depicts the country as a
‘strategic rival’, it is no surprise that in a press conference during a state visit to
France the leaders frequently address the lack of trust (France24 English 2019, 15:00-
31:00).

Perceived risk

The degree of perceived risk and therefore the extent to which Europe is daring to
leave itself vulnerable could be partially analysed by looking at the EU’s attitude
towards data gained by Huawei’s activities. A European Parliament report
acknowledges the risks associated with this Chinese telecom giant, and its 5G
ambitions specifically (European Parliament 2019, 1-2). This report states that due to
the Chinese regulation to which Huawei is obligated to adhere to, “it is not just about
trusting Huawei or ZTE but about trusting China’s one-party regime. In this regard
the unique nature of the Chinese authoritarian political system, which lacks the rule
of law and democratic oversight” (European Parliament 2019, 2). This way of
describing the Chinese government is telling enough about the European degree of
trust in this matter. However, if one is not yet convinced that this is low, some
European actions will, such as the Dutch, Norwegian and Czech governments
warning their population about the risks associated with Huawei (European
Parliament 2019, 2). Therefore, this report illustrates that to a large extent the degree
of trust is low due to a perceived risk as a consequence of a different political system.

This distrust is addressed in the Paris press conference on 26 March, where
Macron proposed the development of “strategic trust” in the Sino-EU cooperative
partnership (France24 English 3:37-3:50). Similarly, Merkel added: “there needs to
be confidence and trust in order to have a win-win situation” (France24 English
30:15-30:50). These statements clearly imply there is currently a lack of trust, which
is a source of frustration on the Chinese side. Namely, at times of European division
on the attitude and policy towards China, Xi Jinping repeatedly enquired the EU to
cease regarding his country with suspicion, as he argues “there needs to be a decrease

in distrust” (Viscusi, Donahue and Fouquet 2019, n.p.; France24 15:49-23:00).
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The ‘trust gap’

In addition to these primary sources that exemplify the present distrust, the research
of Scott further analyses this phenomenon (2014, 21-34). According to this author,
the different political structure and values of China, paired with its economic rise
provokes a negative perception (Scott 2014, 23-32). This has implications for trust in
China, which directly influences the profitability of a political strategic alliance
(Scott 2014, 23-32). As expressed by a former European ambassador to China, there
is a ‘trust gap’, which is a “gaping hole” underneath the “sugar coated” diplomatic
talks (Ebermann, quoted. in Wang 2012, n.p.). An example where trust is missing and
is leaving a gap is arguably the intellectual property rights issue. In the absence of
solid control mechanisms, European companies could leave their knowledge
vulnerable to theft. Although China is making progress on this issue, protection and
enforcement of intellectual property rights are issues on which much work ought to
be performed (European Commission 2019a, 5-8; European Commission 2016, 2-9;
Minister Counsellor, 19 April 2019).

As seen in the cases presented above, the European perception towards China
and its government system does influence trust. The interviewed European diplomat
similarly argued that there is in addition a lack of cultural understanding. According
to this interviewee, “you cannot trust anybody if you do not know them” (Minister

Counsellor, 19 April 2019).

Control

As presented above, there are certain areas in the Sino-EU cooperation on innovation
where there is a lack of trust. Despite this, China and the EU could collaborate on
these issues by replacing trust with solid binding agreements (Das and Teng 1998,
496-502). The intention of this paragraph is to apply the concept of control on
mechanisms related to science and innovation that are in place or desired to be
implemented in the future. In order to observe the established rules to foster
cooperation, this paragraph will firstly observe the control mechanisms aimed to fill
in the ‘trust gap’ on reciprocity. Thereafter, the more general framework on scientific
cooperation will be analysed, which includes the lack of trust in intellectual property

enforcement.
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Reciprocity

A significant topic in the bilateral relations between China and the European Union is
reciprocity. According to the European Union, the investment relations between
China and the EU are not reciprocal due to uneven market access (European
Commission 2019a, 5-8; European Commission 2016, 2-9). This professional argued
that a level playing field is essential for future blossoming collaboration (European
Commission 2019a, 5-8; European Commission 2016, 2-9). One could argue that this
issue is economic in nature, and does neither involve perceptions nor trust that should
be compensated for through control. However, Hanemann and Huotari state “The
European debate about reciprocity is often guided by emotions and preconceived
notions of an unfair China. There has not been much systemic effort to collect
empirical evidence of reciprocity gaps” (2018, 10). An explanation for the lack of
proof is the complexity of the investment schemes that hide the involvement of the
Chinese government in investments in Europe (Wiibbeke at al. 2016, 50-56). Because
of this (perceived) risk and the lack of trust, screening mechanisms are established
that aim to control investments (Hanemann and Huotari 2018, 1-21). This policy is
not isolated to Chinese investments but applies to incoming foreign direct
investments from all countries (Minister Counsellor, 19 April 2019). Nevertheless, it
is primarily motivated because of the Chinese acquisitions and anxiety on its state
guidance, and the control system “affects Chinese investors in particular” (Hanemann
and Huotari 2018, 18). In addition to this balancing of market access and fair
investments in strategic sectors, the European Commission outlines that both sides
“confirmed their commitment to improving framework conditions, notably reciprocal
access to Science and Technology and Innovation resources” (European Commission
2018a, 5). This further development of framework conditions would be an effective
way to fill in the ‘trust gap’ existing in the context of science and technology. Similar
to the screening policy, such a framework could function as a control mechanism to

compensate for the lack of trust in these areas.

Control framework

If a party does not expect a partner to behave as desired, control mechanisms are
implemented in order to deter opportunistic behaviour (Das and Teng 1998, 496-
502). The legal base of the EU that outlines both the internal and external rules on
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conducting scientific research is the Horizon 2020 “Framework Programme for
Research and Innovation” (Official Journal of the European Union 2013, 104-173).
As mentioned before, this document for example outlines the human rights
obligations when performing research funded by Horizon 2020 (Official Journal of
the European Union 2013, article 19). Although this document is drafted for the
internal European Union Horizon 2020 programme, the EU expects partners who
cooperate with this innovation plan to follow the prescribed codes of conduct; in this
case, this includes China and its accountability to human rights (Official Journal of
the European Union 2013, 104-173).

A very significant component of this Horizon 2020 document, specifically in
regard to the European bilateral relationship with China, is the policy framework that
controls the behaviour on intellectual property rights (Official Journal of the
European Union 2013, article 27). This article expresses the expectation that potential
research and innovation partners have “a fair and equitable dealing with intellectual
property rights” (Official Journal of the European Union 2013, article 27). According
to the interviewed European Union professional who works on scientific cooperation
with China, this legal framework on intellectual property is present; however, there is
room for improvement on the enforcement of this control mechanism (Minister
Counsellor, 19 April 2019). According to the EU roadmap for scientific and
technological cooperation with China, intellectual property enforcement is one of the
“framework conditions” for bilateral collaboration that could be improved (European
Commission 2018a, 18).

The previously mentioned Horizon 2020 legal document and the European
Commission roadmap on scientific and technological cooperation with China are two
important mechanisms. Although there are numerous joint declarations that express
the willingness to further cooperate, these lack solid legal control agreements (Joint
Declaration 2012, 1-2; Official Journal of the European Communities 2000a, 40-45).
Therefore, the interviewees both argued that it would be beneficial Sino-EU
cooperation on science and technology if there is enforcement of the abovementioned

intellectual property rights (Minister Counsellor, 19 April 2019).
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6: Sino-EU Bilateral Open Innovation

In order to answer the research question, it is important to be cognisant of the current
open innovation relationship between China and the European Union. The term open
innovation is invented by Henry Chesbrough, and entails that entities gain more
insights if they do not produce knowledge in an isolated matter (2006, 1). That is, a
firm performs more efficient research and development if this is done in conscious or
‘accidental’ exchanges of knowledge spillovers with other businesses (2006, 1-4).
This research looks beyond the business context, and argues that open innovation is
relevant for the Chinese desire to gain knowledge. As mentioned in the theoretical
framework, this can be done through formal or informal ties. Formal ties are planned,
part of a strategy and often contractually agreed on; in contrast, informal ties are
unintended shared knowledge spillovers, for example through the mobility of human
capital (Simard and West 2006, 220-226). This chapter will observe the current open
innovation between China and Europe in light of the findings presented in the
previous chapter. First, formal ties will be analysed by looking at official joint
research and development initiatives. Thereafter, the informal ties will be examined.
Both of these ways of open innovation will be related to the notions of trust and

control in order to understand the indirect influence of perception on cooperation.

Formal ties

The Chinese share of European internationally co-authored publications is very
marginal, which is also the case the other way around (Garcia-Herrero et al. 2017,
38). In order to improve the partnership on science and technology, the EU and China
repeatedly express the desire to improve scientific cooperation (European
Commission 2019a, 11; Official Journal of the European Communities 2000a, 40-45).

These official ambitions and agreements are examined in this paragraph.

Agreements under the Horizon 2020 framework

Among the Sino-EU common initiatives, both parties prioritise certain sectors that
are described as “flagship initiatives” (European Commission 2017, n.p.). These are
food and agriculture, sustainable urbanisation, surface transport, aviation and
biotechnology for health and the environment (European Commission 2017, n.p.). In

these areas, formal agreements are established that aim to foster research and
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innovation actions in these areas. Such collaborative projects are funded by the ‘Co-
Funding Mechanism’, which is an initiative of the Chinese government that falls
under the framework of the Horizon 2020 programme (European Commission 2018b,
1-2). Because the Chinese researchers ought to participate in the Horizon 2020
programme, this case is exemplary of how such a mechanism could lead to research
and innovation cooperation. The Minister Counsellor in Beijing described the “cycle”
in which such formal ties are created (19 April 2019). First, there is agreement on the
political level on the flagship initiatives described above. Thereafter, steering
committees will be formed in order to formulate the precise areas of cooperation.
Consequently, experts from both sides will be assembled and discuss on these topics
to produce recommendations, while holding into account the stakeholders and
interests of the EU. This cycle and the commonly identified priorities are exemplary
of formal research and innovation collaboration, because it is inherently part of the

Horizon 2020 strategy and formally agreed upon with China.

Joint-innovation centres

Other important formal ties between China and the EU are joint research and
development centres, which are often commonly funded by governments, companies
and universities (ZhongDe Metal Group 2016, 1-10; Bouter and Tuentler 2019, 13).
After the EU Member State concerned or the Chinese government identify a strategic
sector, funding is gathered in order for companies or universities to geographically
centralise and exchange knowledge. An example of this is the “Sino-German Metal
Eco City”, which is an enormous project that literally consists of the construction of a
science city (ZhongDe Metal Group, 1-25). Arguably, this case serves as the
embodiment of Sino-EU Member State formal innovation ties carried out in
Disneyland-like architecture. Another innovation centre is the Wageningen
University that is selected by the Chinese government to be a partner of the new
Agriculture Innovation Centre (Bouter and Tuenter 2019, 13). Although these
projects are contractually agreed upon and therefore are instances of formal open
innovation ties, it is expected that the geographic closeness of the research centres

within these artificial towns accelerate informal ties through knowledge spillovers.
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Trust and control in relation to formal ties

In answering the research question, it is important to know how the intermediary
variables trust and control affect open innovation. This part will analyse this
relationship for formal ties; informal ties will be analysed below.

The formal ties presented above do for a large extent automatically hold the
existing control mechanism into account. To specify, as mentioned above, all flagship
initiatives inevitably comply with the Horizon 2020 regulations. The large amount of
aerospace-related publications for the Sino-EU project illustrates the successfulness
of open innovation under this programme (Eco Compass 2019, n.p.). Nevertheless,
there remains a lack of trust in some areas due to the negative perception to China as
observed in Chapter 4. For example, Bouter and Tuenter report on the extensive
cooperation on agriculture between Wageningen University and China (2019, 13-14).
This university did not find any risks after screening their partner, as stated by Rector
Mol on cooperating with China: “you must not be naive, I do not find the discussion
nonsense. But for us it is way less relevant than for ICT or outer space” (quoted. in
Bouter and Tuenter 2019, 14). Therefore, in some sectors formal open innovation ties
are flourishing. However, one could argue that there needs to be more trust or control
in areas where Europe has a more negative perception on China, which could

discourage the establishment of formal ties in those industries.

Informal ties

Another way of open innovation is the ‘accidental’ exchange of knowledge spillovers.
In contrast to formal ties, they are not bound by certain contracts, which make control
mechanisms as the Horizon 2020 programme less relevant. Therefore, one could

argue that trust is more important in informal open innovation ties.

Informal open innovation ties between China and the EU

Informal ties are unplanned and occur when research and development are performed
in a network or relatively open system (Simard and West 2006, 220-224). Many
forms of informal ties occur accidentally or when one is not aware of it, which leads
to little documentation of this spontaneous form of open innovation. Nonetheless,

with the assistance of the theory of Simard and West and the available reports on this
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issue, this paragraph identifies four informal relationships between China and the EU
(2006, 220-239).

First, many informal investment links derive from Chinese investments in
Europe. Although this FDI flow is currently declining, in 2017 China possessed 2000
firms in the EU (Hanemann, Huotari and Kratz 2019, 9-10; Plewa and Stermsek
2017, 59). These investments themselves are forms of formal innovation ties;
however, Simard and West state that unintended research and development
connections frequently derive from links that are initially formal in nature (2006,
224). From the ownership of Chinese companies in Europe derive two forms of
indirect informal open innovation ties. Namely, these investments create long-term
business relationships with other companies in Europe (Plewa and Stermsek 2017,
59). In addition, Chinese ownership of European companies creates migration of
skilled workers. According to Simard and West, such labour force mobility cause
unintended exchanges of knowledge (2006, 220-224).

Second, informal innovation occurs when the vast amount of Chinese students
in Europe return their acquired skills back to their home country (Bouter and Tuenter
2019, 14). These unintended knowledge ties increase rapidly, as the amount of these
students increased tenfold between 1999 and 2017 (Plewa and Stermsek 2017, 61).

Third, the labour migration from China to the EU is an essential part of the
unofficial exchange of knowledge (Simard and West 2006, 220-224; (Plewa and
Stermsek 2017, 49-60). As argued by Plewa and Stermsek, skilled Chinese migrants
are interested in Europe because of its “dynamic and innovative economies” that
“offer significant prospects for workers to develop their skills through access to some
of the world’s leading technologies” (2017, 49). Particularly Chinese researchers
enjoy the opportunities in Europe (Plewa and Stermsek 2017, 60). Consequently,
these researchers create new networks and build international knowledge links
(Plewa and Stermsek 2017, 60). This is inherently the formation of new informal
open innovation ties.

Finally, another unintended form of open innovation is reverse engineering and
imitating products. According to Zhang and Zhou, this way of gaining knowledge is a
form of open innovation that is particularly present in countries that wish to
technologically catch up (2016, 2012). These authors argue that China is the largest
emerging economy, which among others utilises imitation and reverse engineering

for technological advancement (Zhang and Zhou 2016, 212-222).
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Trust and control in relation to informal ties

As mentioned above, these rather spontaneous forms of open innovation are not
bound by contracts or official strategies. Therefore, there are fewer control
mechanisms involved in these informal ties. As examined in the four links above,
neither of these must comply with control in order to compensate for trust. Therefore,
the presence of trust is significant for informal open innovation to occur. In certain
areas, distrust prevails, and there is no enforcement of control mechanisms to fill up
this ‘trust gap’. Specifically, the reverse engineering causes concern about intellectual
property among Western observers and businesses (Zhang and Zhou 2016, 212-222).
In the absence of trust, and enforcement on IP rules, businesses will be hesitant on
cooperating with China, which in turn limits profitable open innovation. This case
can be illustrated by a businessman who produces agricultural machines (Van
Bokkum 2019, 6). This person was hesitant to export a lot to China, as that would
make him too dependent on the country (Van Bokkum 2016, 7). He argues that the
risk of being copied is too high, and if there are imitated versions of his product,
including the brand name, “you should not be surprised” (Veenhuis, quoted. in Van
Bokkum 2016, 7). This example illustrates that the European perception on China,
which in turn influences trust and control, could limit avenues for profitable open
innovation.

In addition, the findings of this paragraph reveal the implications that derive
from the formal and informal open innovation dichotomy. Namely, informal ties lack
control mechanisms, which makes trust more important. In case there would be a
formal control mechanism implemented, the informal tie becomes inevitably formal
because it becomes planned and bound to contracts. Therefore, formal ties require
diplomatic and political effort but are able to compensate for distrust through rules
and agreements. In practice this leads, for example, the agricultural businessman
mentioned above to be hesitant to operate in China, because there is no Horizon2020

plan to deal with his concerns, as it is an informal tie.
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Conclusion

In order to obtain more understanding of the Sino-EU cooperation on research and
development, this research answers the question: 7o what extent does the EU'’s
perception of China impede the Sino-EU cooperation on innovation? This question
contributes to the discussion on the cooperation between the EU and China, which is
lively present among scholars and policymakers. In the academic field, this research
contributed by analysing concepts from business studies as ‘open innovation’, ‘trust’
and ‘control’ in macro-international affairs. The national security issues that come
into play are examined by observing cases of Huawei and dual-use technologies.
Next to that, this research examines the bilateral relationship from a constructivist
point of view by utilising the notion of perception. Therefore, this research
contributes to the academic understanding of the Sino-EU joint research and
innovation by adding this discursive element.

It is important when performing such an analysis, that the comprehensive
concept of perception is solidly identified so that it is methodologically manageable.
Furthermore, this also applies to the relationship between perception and bilateral
cooperation. This research made this viable by utilising two intermediate variables
between the independent variable of perception and the dependent variable ‘open
innovation’. These two are trust and control, which are influenced by perception.
This European view on China is made workable by splitting it into the categories
‘othering’, ‘imagining’ and external influence.

Regarding this concept of perception, it is found that Europe projects its own
values on China, which due to a different political system is frequently depicted as a
rival by the EU. This rivalry with the Chinese ‘other’ leads to imagining, whereby it
is expected that this country incorporates European values like human rights when
conducting research. Moreover, regarding the other party as a ‘systemic rival’
arguably leads to allegations towards companies in the absence of public evidence,
which is seen in the case of Huawei. This is exacerbated by the United States, which
influences the European perception on China through lobbying and diplomatic
pressure, which in the past directly affected EU policy. Due to this perception, there
is a high ‘perceived risk’ of cooperating with China. In order to compensate for this
distrust, there are control mechanisms implemented. However, these frameworks and

agreements are inadequately enforced in sensitive issues like intellectual property.
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Therefore, perception in some areas leads to distrust, which is not always
compensated for through bilateral controlling agreements. Thus, formal open
innovation is less present in more precarious sectors, such as dual-use technologies.
Regarding informal ties, this is something that is flourishing between the EU and
China. Despite that there are for example increasingly more Chinese students in
Europe and labour mobility allows for knowledge to be exchanged, better
enforcement of control systems or an increase in trust would further improve this
open innovation. Hence, EU policymakers arguably should further prioritise the
development of control frameworks with China through formal agreements.
However, this is already high on the agenda and therefore does not change due to this
research. Instead, this study contributes to the European self-awareness of
preconceived negative notions that do limit efficient open innovation. Although the
EU is open to China and expresses the desire to cooperate, there is distrust in some
areas, which is arguably a consequence of prejudice.

The limitation of this research is that the scope did not allow for close
investigation on which specific areas encompass negative notions and distrust.
Although this is the argument for overall open innovation, one could rightly argue
that this does not exist because of the wide variety of sectors. This study contributed
by addressing this issue and providing a useful conceptual model on which further
research could build. Namely, this theoretical framework could be applied to sector-
specific open innovation studies.

When the academic field succeeds in addressing the specific sectors, this
becomes more workable for policymakers in order to improve this bilateral open
innovation. This does not only serve the Chinese desire to sophisticate its economy,
but also the European interest. Namely, this could lead to other ways of gaining
knowledge than acquisitions, which are increasingly unwelcome on the continent.
Therefore, blossoming open innovation is a fruitful alternative strategic alliance and a
chance that Europe reconsiders its perception on China as a ‘systemic rival’ in the

future.
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Appendix
Information on the interviews

The interviewees preferred to remain anonymous. This thesis is revised according to

the suggestions of both interviewees.

The first interview

The interview was conducted through phone communication between The Hague and

Brussels.

The author conducted the interview with a Policy Officer, who works on scientific

and technological cooperation with China.

The interview was conducted on 17 April 2019.

The second interview

The interview was conducted through phone communication between The Hague and

Beijing.

The author conducted the interview with a Minister Counsellor who works on

scientific and technological cooperation with China.

The interview was conducted on 19 April 2019.
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