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China’s Investment in the Balkans
under the Belt and Road Initiative:
A Chinese Perspective
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ABSTRACT China’s investment in the Balkan region has been main-
taining good momentum in recent years, with preferential invest-
ments being in the infrastructure and energy sectors. In order to
achieve high profits and build-up their business experiences, Chi-
nese enterprises are taking high risks, and at the same time, most
enterprises are trying to find more investment spaces, making
full use of their advantages. However, in spite of the increase in
Chinese investment, the real influence China has imposed on this
region should not be over exaggerated.

Introduction’

sively launched the “One Road and

One Belt” initiative, which gradu-
ally became “the Belt and Road” ini-
tiative (B&R). It became an import-
ant platform to guide China’s open-
ing up, promote global governance,
and build a community with a shared
future for humankind.

In 2013 and 2014, China succes-

As an important platform for pro-
moting B&R in Europe, “16+1 Co-
operation” plays an important role
in promoting Chinese enterprises to
“go global” and promote China-EU
connectivity. Since the launch of the
“16+1 Cooperation” in 2012, China’s

infrastructure, energy, industry ca-
pacity, and other projects have been
initiated in the Balkans. Typical ex-
amples are: Chinas Hegang Group’s
acquisition of the Serbian Smederevo
steel mill; China Road and Bridge
Corporation (CRBC) building the
Hungarian-Serbia Railway; COSCO
Group’s acquisition of the Greek port
of Piraeus; China Communications
Construction Group building the
highway in Montenegro; China Road
and Bridge Company’s successful
bid for the Croatian Peljesac Bridge
project that is financed by the EU;
Shanghai Dongfang Electric building
the Bosnia and Herzegovina thermal
power station project in Stanari; and
the North Macedonian highway proj-
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In essence, the Balkans is
a special region and China
basically retains the “one

country, one policy” tradition
with there being no overall
policy for the region

ect undertaken by Power Construc-
tion Corporation of China.

The launching or landing of the above
projects have accumulated valuable
experience for Chinese enterprises
to “go global” and helped China’s
technology, manpower, and capital
to move to Europe and enhance com-
petitiveness in the international mar-
ket and gain greater market benefits.

China’s Basic Policies for the
Balkan Countries

China’s policy towards the Balkans
has a degree of continuity from the
history to the present. Historically,
China and Yugoslavia maintained
mutual learning, friendly cooper-
ation for a period of time. After the
Yugoslavian war, China maintained
friendly relations with countries such
as Serbia, while it interrupted dip-
lomatic relations with North Mace-
donia due to the Taiwan issue, but
later restored the relationship. In es-
sence, the Balkans is a special region
and China basically retains the “one
country, one policy” tradition with
there being no overall policy for the

region. The core of the Chinese pol-
icy to each country in the region is to
maintain friendly relations and co-
operation, while actively promoting
economic, trade, and investment co-
operation. This policy is not expected
to be substantially changed in the
long-term future. Moreover, in terms
of trade and investment cooperation,
China is a newcomer and, until re-
cently, successive investment activi-
ties have not occurred.

Since 2012, China has begun to have
a platform for cooperation in the Bal-
kans. It has developed relations with
the Balkan countries under the “16+1
Cooperation” and “the Beltand Road”
initiatives. “16+1 Cooperation” aims
to build a platform for cooperation
between China and 16 countries in
Central and Eastern Europe to pro-
mote two-way trade, investment, and
cultural exchanges. B&R is mainly
based on connectivity with Europe.
As the Balkans is located in a critical
and important position in Europe,
it has the potential to play a greater
role. Driven by the above two initia-
tives, China’s investment activities in
the Balkans have increased signifi-
cantly, and cultural exchanges have
become increasingly popular.

Progress, however, in investment
cooperation between China and the
Balkan countries has been limited.
Following the disintegration of Yugo-
slavia, due to the continuous conflict
in the Balkans and the deterioration
of the business environment, China’s
investment in this region has been
relatively small. At the same time,
Chinese companies did not focus on
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the Southeast European market, but
in Western, Northern, and Southern
Europe, where they have a good tech-
nical base and a developed indus-
trial chain. Chinese companies still
attach more importance to their in-
vestments in developed markets and
have only seen significant growth in
infrastructure and energy projects in
the Balkans.

The aim of actively promoting
infrastructure enterprises is to “go
global” and promote connectivity
within the Balkan region. The sig-
nificant increase in investment by
Chinese infrastructure companies
in the Balkans is related to national
policy priority and business needs.
Chinas equipment manufacturing
industry has experienced more than
30 years of reform and opening up,
accumulating technological advan-
tages and first-mover advantages,
but these are mainly in the domestic
market, lacking international expe-
rience, and being unfamiliar with
the international market. Therefore,
infrastructure enterprises want to
“go out,” testing themselves in new
overseas markets, sharing the “cake”
of the international market, and
promoting the internationalization
of enterprises. After B&R was put
forward, it provided a broad space
for infrastructure construction and
trade between countries and regions
along the route, and also set up a new
cooperation platform for Chinese
enterprises to “go global” bringing
new markets space. According to the
2017 and 2018 assessments of B&R
National Infrastructure Develop-
ment Report, the Central and East-

ern European countries are clearly
at the forefront of B&R countries,
regardless of actual demand, busi-
ness environment or development
potential> Of course, this is also
related to the greater demand for
infrastructure in the Balkan coun-
tries. Due to the war damage and
the sluggish economic development,
most of the Balkan countries have
poor infrastructure conditions and
urgently need to improve this in
order to develop industries and tour-
ism. Taken together, Chinas infra-
structure investment mainly focuses
on the comparative advantages of the
Balkan countries. Although the risks
are not small, the investment value is
higher in the medium and long term.

Rationale to Chinese Policy in the
Balkans

There are a number of reasons as to
why China has chosen to increase its
activity in the Balkans. The first is the
market advantage of the Balkans. Al-
though most of the Balkan countries
have not joined the EU yet, they are
backed by and deeply embedded in
the EU market in terms of systems
and rules, facilitating trade, and in-
vestment. The geographical location
is also very important with some
countries in the Balkans being im-
portant transit points to Europe, the
Middle Fast, and even Africa. For
example, when Chinese companies
invest in Serbia, they do so knowing
that the products that are produced
in Serbia can easily reach the markets
of the European Union, Russia, Tur-
key, and Africa.
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local economy is in China’s interests.
The “go global” of China’s industrial
capacity, represented by steel, coal,
and electricity, is a reaction to do-
mestic and international conditions.
Since the outbreak of the global fi-
nancial crisis in 2008, domestic and
international market demand has
tightened, and China’s “overcapacity”
problem has surfaced and is increas-
ingly becoming a problem. China’s
steel and other production capac-

Investment of Chinese
enterprises in the Balkan
region not only solves the
problem of the survival of

industry enterprises, but also
promotes local employment
and local economic
development

Secondly, the cost of production in
the Balkan countries is more com-
petitive. Although the region has re-
cently experienced war, it is basically
calm and there is a low possibility of
another major war. Admittedly, there
are sporadic regional low-intensity
conflicts, however the possibility of
wide-spread regional conflict is low
and the business environment is
improving.

Thirdly, compared with other mar-
kets, the Balkan infrastructure market
has an important role as an emerging
market with large investment oppor-
tunities. Government governance
and legal regulations in the Balkan
countries are moving closer to EU
standards. Chinese companies oper-
ating in the Western Balkans can fa-
miliarize themselves with EU market
rules and gain market access, accu-
mulating experience to enter the EU
market.

Therefore, promoting China’s high-
quality and advantageous industry
capacity to “go global” and serve the

ity has increased year by year, but
the utilization rate of domestic and
foreign markets is declining. At the
same time, the expansion of indus-
trial capacity is gradually hampered
by the pressure on energy consump-
tion and environmental protection
and the increase in production costs
per unit of labor in China. In 2012,
Chinas Central Economic Working
Conference proposed four batches,
namely: digesting, integrating, elim-
inating, and transferring a batch. The
main goal of transfer is to go out and
expand international cooperation.
In 2013, the State Council of China
issued a document clearly stating
that the focus of the steel industry is
to resolve overcapacity. In 2016, the
State Council put forward a clear
requirement in the “13™ Five-Year
Plan” for the development of the iron
and steel industry to reduce the sur-
plus capacity, which is to reduce the
steel industry capacity by 100 million
tons to 150 million tons in three to
five years. Considering the large de-
mand for foreign infrastructure, the
demand from emerging markets es-
pecially continues to be strong, using
B&R and the supply-side structural
reforms, the steel companies actively
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“go out” and carry out international
industrial capacity cooperation.’

Chinese Investment’s Advantages
to the Balkans

Driven by B&R and “16+1 Coop-
eration,” Chinas advantages and
high-quality industry capacity have
also landed in the Balkans. It should
be emphasized that the investment
of Chinese enterprises in the Balkan
region not only solves the problem of
the survival of industry enterprises,
but also promotes local employment
and local economic development. A
good example is China Hegang’s ac-
quisition of the Serbian Smederevo
steel mill, which was in a state of
bankruptcy. After the Chinese com-
pany took over the management, it
not only activated the old factory,
but also solved the employment is-
sues of nearly 5,000 people. Business
operations have turned losses into
profits within one year. The Stanari
Thermal Power Station built by
Shanghai Dongfang Electric in Bos-
nia and Herzegovina also produces
clean energy that meets EU envi-
ronmental standards and provides
for local electricity demand as well
as employment. The project of the B
plant of the Kostolac Power Station
in Serbia, built by China Machinery,
not only brought new technology
and improved the original backward
production capacity of the enter-
prise, but also guaranteed the liveli-
hood of the local people, drove the
development of the country’s power
industry, and ensured Serbia’s Power

supply.

Financing of Chinese Enterprises

China’s financial support to enter-
prises has undergone change and
adjustment. From concessional loans
to direct investment to winning the
tender from EU projects, it shows
that the progress and competitive-
ness of Chinese enterprises, and the
popularity in the Balkans has also
increased.

In the early stage of Chinese enter-
prises’ investment in the Western Bal-
kans, most of the projects used con-
cessional loans provided by Chinese
financial institutions. These funds,
which are large in number, have fa-
vorable interest rates and a long re-
payment period, which is attractive
for the Western Balkan countries.
However, due to the generally small
economic scale of the members in the
region, the recipient of Chinese loans
has caused the public debt of some
countries to rise, raising concerns of
the European Union and the Interna-
tional Monetary Fund.

According to the situation, Chinese
companies have partially adjusted
their financing approaches, from
concessional loans to direct invest-
ment, or adopting public and private
partnership (PPP), even obtaining
grants from the EU. For example, in
2018, Shandong Linglong Tire’s in-
vestment of $994 million in the Ser-
bian Free Trade Zone to build 13.62
million sets of high-performance ra-
dial tire projects is a typical represen-
tative of direct investment, and China
Zijin Minings merger and acquisi-
tion of Serbian mining is also a model
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China expects the Balkan
countries to join the EU as
soon as possible to ensure that
investments in the Balkans
become “potential stocks.”

Whether it is doing business
with the candidate countries
or doing business with the
EU, China benefits from the
stability and prosperity of the
EU’s single market

of direct investment. The Croatian
Peljesac Bridge project undertaken
by Chinese companies and funded by
the EU is the indication that Chinese
companies are increasingly rich in
financing approaches and also show-
ing their own competitiveness.

Long-term Strategy of Chinese
Involvement in the Balkans

In the discussion among the current
European think tanks, there is a more
popular view that China’s investment
will undermine the potential integra-
tion of the Western Balkans into the
EU and lead to the downfall of the
aspirations of Western Balkan coun-
tries. In fact, this understanding is
not correct and does not fully under-
stand China’s investment motives.

Firstly, China’s investment in Balkan
infrastructure and connectivity are

in fact mainly focusing on the EU’s
single market, through the invest-
ment in the EU’s peripheral market,
so hoping to eventually gain greater
benefits from those countries en-
trance into the EU. Therefore, in
essence, China expects the Balkan
countries to join the EU as soon as
possible to ensure that investments
in the Balkans become “potential
stocks.”

Secondly, whether it is doing busi-
ness with the candidate countries or
doing business with the EU, China
benefits from the stability and pros-
perity of the EU’s single market. If
there is turmoil in this market, it will
undermine China’s business. There
is a sober analysis of European think
tanks. “When discussing China’s in-
fluence in Europe, many think tanks
believe that China will exert the
same influence as Russia. This is an
incorrect assumption. Unlike Russia,
China benefits from the continued
integration and stability of Europe
because the EU is Chinas largest
trading partner”* The business envi-
ronment is sound only if the EU is
united and stable allowing China to
benefit.

Based on these two reasons, China is
a supporter of Western Balkans in-
tegration into the EU, and hopes to
gain more benefits through the con-
tinuing stabilization process. So far,
Chinas investment in infrastructure
and energy projects in the Western
Balkan countries has helped to boost
regional economic growth, promote
regional connectivity, and ultimately
improve the local business environ-
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ment, thereby providing assistance
for these countries to finally join the
EU.

Summary and Analysis of Chinese
Investment Cases

There is an increase in the number
of Chinese investment cases in the
Balkans, such as the China-Europe
Land and Sea Express and Three Sea
Harbors Cooperation amongst other
large-scale energy, infrastructure,

and industry capacity projects. Some
typical examples of Chinese invest-
ment are provided below, all of which
are included in field studies by the
author.

By examining these cases, we can see
the situation and characteristics of
Chinese companies investing in the
Balkans and clarify some misunder-
standings. The nature of Chinese in-
vestments in the Balkans can be un-
derstood through the following eight
policies and practices:

Table 1: Typical Cases of China’s Investment in the Balkans

Specific Count Financin: Catego Investment Investment
Projects y 8 8ory Approach Purpose
Serbian section Chinese Promote
of the Hungary- Serbia Export Import | Infrastructure | Special loans connectivity,
Serbia Railway Bank expand markets
. Improve the
S;ietiel\r/lg\lflo Serbia Chlnese Energy Merger capacity to go global,
teel Mi enterprise expand markets
. Strengthen
Ling Long Tires Serbia Chmes.e Manufacturing Greenfield internationalization,
enterprise Investment expand markets
Strengthen the
Zijin Mining Serbia Ch1ne§e Energy Merger internationalization
enterprise and expand the
market benefits
Montenegro Chinese Promote
North-South Montenegro | Export Import | Infrastructure | Special loans connectivity,
Expressway Bank expand markets
Stanari Thermal Chinese Special loans, Strengthen
Power Station BiH Export Import Energy Greenfield internationalization,
Project Bank investment expand markets
Tuzla Chinese Strengthen
Power Station BiH Export Import Energy Special loan | internationalization,
Project Bank expand markets
North Macedonia North E Chil}ese e | 1 Special Prom:ti
Highway Macedonia xport Impor nfrastructure pecial loans connectivity,
Bank expand markets
Chinese Promote
Peljesac Bridge Croatia Grant from EU | Infrastructure enterprises connectivity,
bidding expand markets
International Chi Strengthen
Airport of Albania nese Transport Merger internationalization,
Albania ERISIPEEE expand markets
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Profit is paramount: Through re-
search and interviews, the author
finds that the primary goal of most
Chinese companies is to maximize
profits by acquiring EU project fund-
ing. For some Chinese infrastruc-
ture investment companies, the Bal-
kan market is relatively unfamiliar,
and Chinese companies are not well
known in the area. Therefore, compa-
nies must have an initial investment
in order to gain a foothold in this
market, accumulate the necessary
experience and qualification certi-
fication, and finally to chase the EU
projects. From the above facts, it can
be seen that the support for national
financing or special loans is only one
of their choices, followed by direct
investment. The EU’s grant schemes
(especially the support of structural
funds) are attractive, so obtaining EU
projects is the main financing target
for Chinese companies. By conduct-
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ing interviews in several companies,
it has been found that they are very
eager to obtain EU-funded projects
in the EU market, and this is there-
fore the target of their initial invest-
ment. This is quite obvious in China’s
infrastructure enterprises. They want
to actively participate in projects
funded by the EU’s pan-European
transport network framework and
receive EU grants, which would not
only enhance the competitiveness of
enterprises, but also integrate well
into the EU’s wider market leading to
greater profits.

Financing risk is high: China pro-
motes enterprises to “go global” by
providing special financial support.
There are three main types of inter-
national loans in China: non-repay-
ment loans, interest-free loans, and
concessional loans. Among them,
the free loans and interest-free loans

98 INSIGHT TURKEY



CHINA'S INVESTMENT IN THE BALKANS UNDER THE BELT AND ROAD INITIATIVE: A CHINESE PERSPECTIVE

are provided by the Chinese govern-
ment, and the concessional loans are
provided by the Export-Import Bank
of China, designated by the Chinese
government. The main way for China
to invest and finance the Western
Balkan countries is to attract more

Now, China can only give,

but not grant, concessional
loans to the EU member
states or candidate countries.

Chinese companies by issuing spe-
cial loans as a driving force. China’s
concessional loans are mainly used
to help the Balkan countries to build
production capacity projects, with
economic and social benefits, and
large and medium-sized infrastruc-
ture, or to provide complete sets of
equipment, mechanical and electri-
cal products, technical services, and
other materials. The principal of the
concessional loan is raised by the
Export-Import Bank of China based
on the market rules. The loan inter-
est rate is lower than the benchmark
interest rate announced by the Peo-
ple’s Bank of China. The resulting in-
terest difference is subsidized by the
Chinese government. At present, the
annual interest rate of concessional
loans provided by China is generally
two percent to three percent, and the
term is generally 15 to 20 years (in-
cluding the grace period of five to
seven years). Now, China can only
give, but not grant, concessional loans
to the EU member states or candi-
date countries. Therefore, compared
with the EU’s financing methods,
Chinas investment competitiveness
is relatively weak. This is not only re-
flected in the fact that the financing
provided by the EU does not need to
be repaid, but also reflected in the fi-
nancing interest rate in China, even if
the government provides subsidies, it
is still high in the European market.

Therefore, compared

with the EU’s financing
methods, China’s investment
competitiveness is relatively
weak

In investing in the Balkan region, EU
investment is dominant and provides
regulatory restrictions on the win-
ning bidders. Since China’s financing
methods are relatively less competi-
tive than the EU, China has to choose
some high risks in the Balkans which
the EU is less interested in. For ex-
ample, the Montenegro North-South
highway project has been considered
by European assessment agencies to
be difficult to implement, with low
return on investment and this has led
to the failure to find financial support
within Europe.

China tries to seek complementar-
ity with the EU: China’s investment
in the Balkans is complementary to
the EU, and also satisfies local de-
velopment; therefore, it is a win-win
outcome whether for the EU, the Bal-
kans, or China. This is concentrated
in the field of thermal power. In
China, thermal power has occupied
more than 70 percent of the electric-
ity market for a long period of time,
and Chinese firms have accumulated
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rich experience in technology, opera-
tion, and development, ensuring that
enterprises are more competitive.
However, in Europe, thermal power
lacks a market supply, and the EU
does not fund thermal power indus-
tries and sectors. For many countries
in the Balkans, there are high market
demands, an opportunity which Chi-
nese companies are looking to capi-
talize upon. For example, the Stanari
region has local coal mines; however,
due to its remote location and diffi-
cult conditions for transportation,
Chinese companies have built ther-
mal power stations locally to fully
utilize the coal resources. This has
both solved the local employment
problem, while at the same time gen-
erating power to solve the problem of
local power deficits. It has also earned
profits for local owners by selling elec-
tricity into the EU market. China’s
thermal power generation technol-
ogy is advanced and holds a leading
level in the world market, therefore, it
has well met the EU’s environmental
protection, labor, and other techni-
cal standards, bringing opportunities
for local economic development. At
present, many thermal power invest-
ment companies in China are looking
for opportunities in the Balkans, and
there are currently many projects un-
der negotiation in this region.

Competitive pricing: The peer com-
petition between Chinese enterprises
is an important factor leading Chi-
nese companies to engage in low-
price bidding in the Balkans. Chinese
companies are globally more compet-
itive in infrastructure and energy, and
the industrial capacity at home is also

surplus to needs. Therefore, Chinese
enterprises originating from different
regions often face competition from
each other, and with a lack of coordi-
nation between them in the bidding
process, they are forced to lower the
prices to win the projects. Low-price
bidding does not mean that Chinese
enterprises have no technical ability,
but a specific reflection of domestic
competition spilling over into the in-
ternational market. According to the
author’s investigation, the bidding
“battles” of several thermal power
companies and infrastructure enter-
prises of China in the Balkans are not
caused by international companies,
but by price competition amongst
Chinese companies. Therefore, once
Chinese companies are familiar with
the local situation, and the coordina-
tion between enterprises is strength-
ened, the era of low-price bidding is
expected to end.

Chinese enterprises are in pursuit of
the cycle effect: The cyclical invest-
ment spillover effect of enterprises is
also the reason why Chinese compa-
nies can invest at lower prices. This is
more obvious in infrastructure com-
panies. Many of China’s infrastruc-
ture projects are concentrated in the
Balkans, because companies have put
equipment into this area, facilitating
the flow of equipment to neighboring
countries within the region, and the
cost is naturally reduced. Repurchas-
ing equipment for an infrastructure
project will result in very high costs,
which Chinese companies must
evade. Therefore, it can be argued that
the international media’s criticism of
China’s low-price bidding does not
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take into consideration the specifici-
ties of the situation. The low invest-
ment price in China is essentially a
manifestation of competitiveness and
the result of recycling equipment.

Although the international
media’s criticism of China’s
non-compliance with EU rules

continues, in fact, the degree
and intensity of Chinese
enterprises’ compliance are

Chinese enterprises obey the rules
and regulations: Chinese compa-
nies are newcomers in the region

and were not initially familiar with
local policies and regulations in the
Balkans. However, with the increase
in investment, they now actively aim
to meet the EU rules. In the West-
ern Balkans, with the exception of
Croatia which joined the European
Union in 2013, countries are cur-
rently actively seeking accession and
are working to link their systems to
the EU standards. At present, Chi-
nese enterprises are mostly based on
the principle of localized manage-
ment, respecting local construction,
labor, environmental protection, and
tax laws, and actively matching the
relevant systems and norms of the
Balkan countries, and where neces-
sary, the European Union.’ Although
the international media’s criticism
of China’s non-compliance with EU
rules continues, in fact, the degree
and intensity of Chinese enterprises’
compliance are relatively high.

Chinese companies actively partici-
pate in fair competition in the inter-
national market to obtain benefits.
Take the “Peljesac Bridge” project
won by CRBC as an example. This
project is the first large-scale infra-
structure project implemented by
Chinese infrastructure enterprises in
the EU market. CRBC strictly abided
by relevant EU laws and regulations

relatively high

throughout the bidding process. Ul-
timately, it relies on excellent profes-
sional skills, low construction cost,
advanced management experience,
and rich international experience to
defeat other competitors such as Or-
bag’s well-known construction firm
Strabag. The other projects financed
by China, such as the Zemun Bridge
in Serbia and the North-South high-
way in Montenegro, are mainly won
through a bidding process. In the
process of design, budget, construc-
tion, procurement, and subcontract-
ing, the supervision and evaluation of
the local engineering teams are used,
in accordance with relevant local laws
and regulations.

Localization is improved: After in-
vesting in a specific project, Chinese
companies have paid more attention
to fulfilling their social responsibili-
ties, actively providing employment
opportunities to local people, and
retaining local work teams. For ex-
ample, Hegang’s acquisition of the
Serbian Smederevo Steel Mill and
Shanghai Dongfang Electric Com-
pany’s investing in Stanari Thermal
Power Station are among other sim-
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China exerts economic
influence in the Balkan
countries, and at the same

time promotes B&R to

integrate with the European
market and compensate for
China’s economic slowdown

ilar projects. These companies basi-
cally employ local people and have
created many jobs in the local areas.
China’s acquisition of the Albanian
International Airport is also a case in
point; the Chinese company not only
retained the local management team,
but actively pursued internationaliza-
tion. Among the 10 investment cases
investigated by the author, the local-
ization work has been significant and
won the welcome of local people.

China is promoting third-party co-
operation: Chinese companies are
also actively seeking third-party co-
operation to pursue mutual benefits
and obtain win-win results. It is im-
portant to cooperate with third par-
ties for China to enter the interna-
tional market. For example, the Alba-
nian International Airport, although
acquired by Chinese companies, em-
ploys a German management team
forming third-party cooperation and
ensuring the optimum operation of
the project.

Chinese enterprises not only com-
ply with the local laws and related
systems, but also use these systems

to protect their legitimate rights and
interests. In the face of unexpected
factors such as government land ac-
quisition delays and extreme weather
during the construction process,
CRBC actively communicated with
the local government, and used the
FIDIC contract terms to legally safe-
guard corporate interests, and ensure
the company’s profitability goals.

Analysis of China’s Investment
Influence in the Balkans

Regarding China’s influence in the
Balkans, there are various views re-
flecting in the international media.
An objective analysis of China’s influ-
ence in the Balkans will help China’s
stakeholders to ensure better cooper-
ation with the countries in the region.
Based on the perspective of a number
of think tanks, the author gives some
basic assessment of China’s invest-
ment influence.

China is the natural partner for the
EU on Western Balkans' European
Integration. China does not aim to
be involved in the ambitious process
of state-building of the Western Bal-
kan countries like the EU, nor does it
want to keep its military presence in
the Balkans like NATO or the United
States, nor will it be an influential
force like Russia in the energy, infra-
structure, and culture. China’s aim is
to find political friendship through
bilateral pragmatic cooperation to
repair the broken infrastructure of
the Balkans. In this way, China exerts
economic influence in the Balkan
countries, and at the same time pro-
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motes B&R to integrate with the Eu-
ropean market and compensate for
China’s economic slowdown.

Some European countries hold a
contradictory view on China’s role
in the Western Balkans. Although
there is competition with Euro-
pean countries, China’s investment
in this region will benefit the eco-
nomic modernization, competitive-
ness, economic growth, and regional
connectivity of the Western Balkan
countries. Therefore, China is more
likely to be a “stabilizer” in the region
as it supports the integration of the
Western Balkan countries into the
EU system.

It is not necessary to exaggerate
Chinas presence in the region for
a number of reasons. Firstly, China
still cannot exert its influence in the
same way as the West due to its lim-

ited economic, political, and cultural
involvement. On the contrary, if B&R
is fully implemented, it will shorten
the geographical distance between
Beijing and the Balkans, and will help
the EU to promote EU-China con-
nectivity. Secondly, although China
is looking for business and coopera-
tion opportunities, it does not want
to be involved in local competition
and disputes. China remains silent
in all regional disputes and it sup-
ports the decisions made by the EU.
Thirdly, China is not interested in
undermining the Balkan countries’
accession to the EU. Instead, it en-
courages this process because China
believes this will make its own in-
vestment safer and believes that par-
ticipation in the Balkans is a way to
promote relations with the EU. Bal-
kan leaders should not fall into the
trap of seeing China as an alternative
to the EU° Finally, in spite of Chi-
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Both China and Europe
should recognize the need

for co-operation and respect
each other’s development
patiently and objectively

nas investment growth, the Balkan
countries are more economically de-
pendent on the EU than China. The
European Union’s investment in the
region considerably exceeds that of
China. As the recent report of the Eu-
ropean Bank for Reconstruction and
Development pointed out, despite
the increase in Chinese investment,
the Balkans are “still firmly rooted
in Europe” The EU still has greater
influence in the Balkans, remaining
as the largest trading partner of the
region, accounting for 76 percent of
all trade. The cultural and social ties
between the Balkan countries and the
EU countries are also much stronger
than China, as is to be expected by
the geographical proximity.

To be frank, although China’s influ-
ence in the Balkans should not be ex-
aggerated, it is now higher than ever
before. China has become more ac-
tive in the Balkans, with investment
in infrastructure and energy sectors
in particular growing rapidly, and
this has attracted widespread atten-
tion from the EU and other Western
countries.

As far as China is concerned, just a
few years ago it was largely invisible
and its importance in the Balkans

was small. This situation changed
only after the B&R and the “16+1”
initiative were proposed. The reason
why Chinese companies favor the
Balkans is that China believes that
the region is the gateway to the EU
market and the land bridge between
China’s Piraeus port and Central Eu-
rope. In this context, China began to
increase bilateral trade with coun-
tries in the region and invested in the
development of transportation and
energy infrastructure. The Western
Balkan countries have little reserva-
tions about China because they are
the least developed countries in Eu-
rope, and rely on seemingly favorable
financing opportunities and direct
investment.

China’s political influence is also un-
der discussion. This discussion is not
decided by China but the EU itself.
As one European think tank argues,
China may not export any ideology,
but the state-led model of each large-
scale project will spillover, and in the
Balkans with its history of commu-
nist governance, this increases the
risk of undermining the EU reform
agenda.’

Washington, Brussels, and Berlin
worry that China’s economic partici-
pation may not be as simple as it ap-
pears, because such investment could
lead China to exert greater political
influence in the region in the future.
There are still some questions about
China’s long-term goals and inten-
tions because the focus of the EU’s
concerns is not only stability but also
the promotion of democracy, mar-
ket economy, and good governance.
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China’s economic practices often fail
to meet European standards, threat-
ening the EU’s conditional and reg-
ulatory standards and increasing the
overall vulnerability to corruption in
the region. The acceptance of loans
for major infrastructure projects,
mainly provided by the Export-Im-
port Bank of China, also poses a risk
of financial dependence and imbal-
ance. In the long run, China’s growing
economic power may also lead to an
increase in political influence. The EU
has already had differences in matters
concerning China, which is another
challenge that the EU needs to face.®

In this respect, it can be said that
there should be more political mu-
tual trust between China and the EU.
The Chinese government has tried to
differentiate the government policy
and enterprises’ behaviors and in-
vite these businesses to develop their
own experience, and capacity abroad.
During the process, the government
should not decide everything for the
private sector firms as they are mar-
ket actors, not government supported
bodies.

In summarizing, the influence of
China in the Balkans is a matter
which requires astute handling. Both
China and Europe should recognize
the need for co-operation and respect
each other’s development patiently
and objectively. @
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