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Connectivity and  international
production networks in the Western
Balkans: to what extent can China
erode the economic dominant
position of the EU?

Jean-Christophe DEFRAIGNE'

Abstract

he purpose of this article is to assess the impact of the Chinese
economic penetration in the Western Balkans (Albania, Bosnia
and Herzegovina, Kosovo, Montenegro, North Macedonia,
Serbia) on the relation of this region with the European Union
(EV) and on the role of this region in the international division
of labour. Using international economics and international political
economy theoretical concepts, this article outlines an interpretation
of relevant quantitative data and a qualitative analysis of the Chinese
economic flows in the Western Balkans. The results highlight that China
is unlikely to challenge the economic hegemonic position of the EU in
the region. The article also shows that the Chinese economic flows and
development projects, notably the Belt and Road Initiative (BRI), are not
significantly transforming the peripherical role of the Western Balkans in
the international division of labour. It explains why Chinese economic
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flows do not contribute substantially to the insertion of these economies
in the international production networks set up by Chinese firms.

Keywords: International  Political Economy, China
international relations, European integration, Western Balkan
economies.

Introduction

The purpose of this article is to assess the impact of the Chinese eco-
nomic penetration in the Western Balkans (Albania, Bosnia and Herzego-
vina, Kosovo, Montenegro, North Macedonia, Serbia) on the relation of
this region with the European Union (EU). Using international econom-
ics and international political economy theoretical concepts, this article
outlines an interpretation of relevant quantitative data and a qualitative
analysis of the Chinese economic flows in the Western Balkans. It will an-
alyse the rise of Chinese Outward Development Investment (ODI), trade
and Official Development Aid (ODA) in the region and then attempt to
show if the Chinese investments, infrastructure projects, notably since
the implementation of the Belt and Road Initiative (BRI), can change sub-
stantially the traditional role of the Western Balkans in the international
division of labour and challenge the EU hegemonic position in this region
in terms of economic influence.

All these elements highlight the rise of China’s influence in the region
and raises important questions. What will be the impact of these eco-
nomic flows coming from China on these domestic economies in terms
of development? In terms of economic interdependency with China and
with the other trading partners of the Western Balkans? Will it generate
financial dependency vis-a-vis China? Will it significantly facilitate the in-
tegration of this region to the global economy? Will it generate a change
for the Western Balkans in the international division of labour thanks to
Chinese investment, technology transfers and ODA?

To address these questions, this article will start with a first section that
will outline what China’s motives behind the creation of a Balkan Silk
Road. Then the second section will put China and EU economic penetra-
tion in the region in perspective, revealing that the EU remains by far the
largest economic partner of the region. The third section will demonstrate
that China’s BRI has not managed to move the Western Balkans out of
the EU economic periphery. The fourth section will assess the level of
Chinese influence in the regions and the limits of its attractiveness for the
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Western Balkans economies relatively to the EU. These different sections
will enable to develop robust concluding remarks on our research ques-
tions.

China marches West...to Europe and builds a Balkan Silk
Road

China’s global commercial expansion accelerated in the early 2000s
with its accession to the World Trade Organisation (WTO). At the run
of the millennium, the government adopted a go-global strategy to en-
courage the internationalisation of China’s largest firms in key strategic
industries (Economy and Levi, 2014; Kroeber, 2016). Despite four dec-
ades of economic reforms that moved away from central planning and
state-controlled trade, the Chinese Communist Party (CCP) continues to
develop a global economic strategy inspired from Marxist theories on
imperialism and similar to the approach taken by Friedrich List in his na-
tional system (Defraigne and De Meulemeester, 2009). Under this prism,
the multinational enterprises (MNE) from the most advanced economies
dominate the world economy through their control on international pro-
duction networks (IPN) thanks to their innovation capacities and man-
agement know-how. To preserve national sovereignty from economic
imperialism, the Chinese state is pursuing an active industrial policy to
enable national champions in strategic industries to move up the val-
ue chain (Nolan, 2012). The state has rationalised production capacities
by merging national firms to create Chinese global competitors aiming
at setting up their own IPNs and challenge the Western and East Asian
MNEs (Defraigne, 2020). A way to acquire faster technology for these
Chinese champions was to engage into strategic-assets (Foreign Direct
Investment (FDI)) and try to capture management and innovation know-
how by taking over firms from more advanced economies (Clegg and
Voss, 2014). Not all Chinese ODI in Europe are strategic-asset-seeking.
Some are resource-seeking, notably in mining and energy, other are mar-
ket-seeking to serve local markets better. Some Chinese investors are
simply rent-seekers trying to diversify geographically and to secure their
assets by investing out of China where property rights remain insecure
and where the domestic economic slowdown has generated numerous
manufacturing overcapacity and real estate instability (Magnus, 2018;
Defraigne and Nouveau, 2017).

The Chinese ODI flows began to accelerate after 2008 and reached a
peak in 2016 (Huang et al., 2019), Europe becoming one of the most
targeted regions by Chinese MNEs mergers and acquisitions (Sepulchre
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and Le Corre, 2018). However, the Western Balkans remained a marginal
destination inthe 2000s as China’s ODI in Europe (Hanemann and Huotari,
2018; Central Bank of Bosnia and Herzegovina, 2019; Bulgarian National
Bank, 2019; Bank of Albania, 2019; Croatian National Bank, 2019;
Holzner and Schwarzhappel, 2018). They did not constitute an important
market and had barely any strategic assets in terms of technology and
management know-how, the most important determinants for Chinese
ODI in Europe (Defraigne and Nouveau, 2017).

The Western Balkans gained in importance in the aftermath of the 2008
global crisis and of the slowdown of the Chinese economy after 2012.
With outbursts of protectionism across the globe and rising trade frictions
with the United States (US), securing the access to European markets be-
came increasingly important in the eyes of Chinese authorities. In the
early 2010s, the US under the Obama administration developed a com-
mercial and security diplomacy that could be perceived as a strategy to
keep its economic and geopolitical hegemonic position by isolating Chi-
na (Wouters et al., 2020). From the “Pacific Century” concept develop-
ment by the secretary of state Hillary Clinton and Obama’s “pivot to Asia”
to the launching of the Transatlantic Trade and Investment Partnership
(TTIP) and the inclusion of Japan in the Trans-Pacific Partnership (TTP),
the US were developing a strategy that would guarantee a privileged ac-
cess to the most important markets compared to Chinese competitors
while strengthening the US geopolitical position in Pacific Asia (Clinton,
2011; Defraigne, 2020). This development prompted reaction in Beijing,
prominent scholars such as Beida’s Wang Jisi began to argue for a diplo-
matic and commercial to the Western (#5i# or March West) to counter’s
Obama’s pivot in Asia Pacific (Yu Sun, 2013).

In 2011, the Chinese authorities developed the 16+1 framework to
strengthen economic cooperation between China and the “European
Community” (a China-made label) which included the new EU member
states from Eastern Europe and most of the non-EU Balkans states?. In the
spring of 2019, Greece formally joined the group re-labelled Cooperation
between China and Central and Eastern European Countries (China-
CEEC) (Xinhua, 2019).

In 2013, Xi Jinping announced the One Belt, One Road (OBOR) project
that was relabelled as the BRI or the New Silk Roads. This ambitious
project aimed at fostering the economic integration of the Eurasian con-
tinent by improving transport and energy infrastructure across more than

2 Albania, Bosnia and Herzegovina, Bulgaria, Croatia, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, North Macedonia, Montenegro, Poland, Romania, Serbia,
Slovakia and Slovenia.
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60 countries, on the Eurasian continent and its neighbourhood (Southeast
Asia islands and some close African countries) over a 36 years period
(2013-2049) (Griffiths, 2017; Rolland, 2017). OBOR and BRI constitute
a long-term strategy rather than a precise framework with clear budgets
and targets. Different Chinese official sources have mentioned different
amounts when they refer to the BRI-related funds to be spent and the list
of recipient beneficiary countries has been evolving over time. However,
relying on various Chinese and Western sources, the amount of BRI allo-
cated funds is important. Relatively to the Gross Domestic Product (GDP)
of the recipient countries, there are below those spent by other important
regional infrastructure projects such as the Marshall Plan (1947-1952)
or the EU pre-accession to the new East European member states (2000-
2007) (Defraigne, 2020).

The BRI focused on the development of seven corridors to facilitate
trade. BRI had a range of various motives. Some motives were domestic
driven like the better integration of China’s Western provinces (and par-
ticularly of the politically unstable province of Xinjiang) or creating out-
lets for industries burdened by overcapacity after the Chinese economic
slowdown (Rolland, 2017; Clark, 2019). Some others were geopolitical
like finding alternative routes (notably to the Strait of Malacca) to secure
China’s access to markets and strategic raw materials in case of tensions
with the US (Rolland, 2017). Some were part of a strategy to counter the
US trade diplomacy and to provide a privileged access to markets across
the Eurasian continent, including the EU (Wouters et al., 2020).

Because of this last objective, there have been claims that the Western
Balkans suddenly gained in importance for the Chinese state and the
Chinese investors. Indeed, since China Ocean Shipping Company
(COSCO) took over the Piraeus port in 2016, it has climbed up from
behind the 20" to the 7™ in the ranking of the most important ports of
Europe as Greece has become a major entry point for Chinese exports
to the EU. A BRI related scheme has started the building of a Piraeus-
Skopje-Belgrade-Budapest corridor also called the “Balkan Silk Road”
that would connect its Mediterranean access to central Europe and
notably Germany (Bastian, 2017). In terms of ODA, China has become an
important donor to develop transport and energy infrastructure projects
in the Western Balkans, notably in Serbia, and Bosnia and Herzegovina
(Holzner and Schwarzhappel, 2018; Beckmann-Dierkes, 2018; Le Corre
and Vuksanovic, 2019; Sabbati et al., 2018).
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Putting the Chinese and EU economic penetration in the
Western Balkans in perspective

The economic flows that assess the level of China’s and the EU’s eco-
nomic penetration in the Western Balkans can be divided in four main
categories: trade, FDI, remittance and labour, and ODA.

Trade flows?

The most obvious is trade and it clearly shows the rise of China’s share
in the imports of the region at the expense of other trading partners, no-
tably EU member states (OEC, 2019). This is a global phenomenon re-
flecting the competitiveness of Chinese manufactured exports. China is
an increasingly important trade partner for the economies of the Western
Balkans but still remains far behind the EU as a source of imports or as a
destination for Western Balkans exports (OEC, 2019).

Table 1. Albania’s trading partners.

Main destinations of Albania's exports (in % of total exports)

100

10
i W s

2000(2001| 2002 2003 | 2004|2005 | 2006|2007 2008 |2009| 2010|2011/ 201220132014 2015|2016/ 2017

—ELrope 93,6801,2602,7893,9190,9380, 4988 B7 B3, 2 79,82 84,8 70,2172 8775,6475,6477,4275, 2877,0278,54
= Serhiz FR{Serbig/Montenegra) 2,73 3,13 2,27 2,34 4,89|4,96/5,12 6,73 8,35 2,16 8,34 0,27 8,93 7,52 7,07 0,02 875 7,8
Turkey 0,67 1,01/1,03 0,83 1,89(1,721,27|2,26 1,92/ 0,55 598/ 7,37 6,32 3,74 (3,95 2,86
Russian Feder ation 0,18/0,01 0,01 0,54 0,07 0,07 /0,06 0,26 1,11/ 0,01| 0
—China 0| o o |03 01049114257 |277/477 55 2,7 4,65 3,42 3,06 3,13

3 Statistics on Kosovo's trading partners are not available on the Observatory of Eco-
nomic Complexity (OEC) and cannot be presented here with a similar methodology
regarding data collection.
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Origins of Albania's imports (in %)
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———Europe 81,75 81,50 79,12 75,85 71,81 68,35 66,0 50,89 51,75 65,92/66,51 55,24 63,25 64,22 61,14 51,69 63,2 56,35
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e Russian Federation| 1,76 | 1,3 | 2,59 | 2,83 28 4,04 407 408 437 27 221 1,94 255 1,97 2,11 2,21 1,88 174
China 135 2,02 25 351 444 661 597 663 744 7,24 632 6,39 636 679 7,3 855 877 7.3

Source: OEC, 2019.

Table 2. Bosnia and Herzegovina’s trading partners.

Main destinations of Bosnia and Herzegovina's exports (in %)
90
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Origins of Bosnia and Herzegovina's imports (in %)
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Source: OEC, 2019.
Table 3. Montenegro’s trading partners.
Main destinations of Montenegro's exports (in %)

90

&0

70 #,...-

60

a0

40

30

20

10

1]

2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017

———ELropean Union 66,37 | 69,92 61,86 | 6551 | 63,52 | 65,27 | 72,65 | 76,58 | 77,17 | 79,96 | 81,04
Ry 2491 | 2246 | 27,91 | 33,77 | 28,16 | 17,68 | 22,84 | 35,82 | 24,01 | 22,14 | 25,57 | 17,76
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Origins of Montenegro's imports (in %)

70

60

50

40

30

20

10

—
0 =

2006 | 2007
European Union 55,03 | 51,61
— S bid 2572 | 242
—China 39 485
= Russdian Federation| 2,36 1,41
s T LTk EY 0,95 1,14

Table 4. North Macedonia’s trading partners.

Main destinations of North Macedonia's exports (in %)
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30

20
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2008
50,09
24,16
546

15

148

2000
54,54
27,04
546

15

-+

148

2010
55,29
26,2
5,36
1,16
17

2011
56,35
28,45
5,65
0,45
1,81

2012
50,23
2927
717
0,75
1,57

Source: OEC, 2019.

2013
62,72
286
808

0,2

G

1,88

2014
63,47
29,64
7,44
0,18
2,04

2015
62,11
28,15
10,3
0,24
232

2016
61,99
22,32

0,23
3,27

2017
52,95
21,52
9,61
0,28

3,09

2000 | 2001 | 2002 | 2003 | 2004 | 2005|2006 | 2007 | 2009 | 2010 | 2011|2012 | 2013 | 2014 | 2015|2016 | 2017
e=—Furopean Union 52,567 58,36 61,09 63,56 65,04 60,99 68,24 70,54 51,6 57,15 63,52 65,27 72,65 76,58 77,17 79,95 81,04

= Serbia 25,34 231
—China 0,04 | 0,08
B ssian Federation| 0,78 1 1,21
—Turkey 0,78 (0,73

22,00 20,08/20,77 22,51 |23,24/19,05/24,23 21,18 | 19,88
0,01 1,07 0,08 049 0,06 002 012266285
1,29 1,01|1,18 | 1,05 | 1,06| 0,7 [084 | 08 089

076 2,41 3,22 227 23 159|151 1,52 164

17,2 1276 9,9
3,96 2,49 187
0,83] 0,73 085
166 1,67 136

873 B85 837
318 | 1
0,78 | 1,02 | 095
163 1,48 156

1,1



Jean-Christophe Defraigne

Origins of North Macedonia's imports (in %)
70

50
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————————
20002001 | 2002|2003 2004 2005 |2006 2007 2008 | 2009 2010 2011|2012 2013 2014|2015 2016 2017

==—Europezn Union  56,7862,17 64,5 53,03 63,42 57,05 55,03 51,61 50,09 54,54 55,29 56,35 60,23 62,72 63,47 62,11 61,89 54,94

———Serbia 9,09 9,31 9,28 9,25 B38 B18 7,52 858 7,76 8,06 806 7,6 7,84 835 87 |81 801 765
——China 064 1,11 1,23 21 2,82 356 37 464 459 574 528 505 575 574 593 61 623 575

Russan Federation 9,16 | 8,26 | 6,28 7,73 8,66 13,15/15,14/12,31/13,59 9,82 10,00 9,74 | 5,55 2,47 192 241 212 192
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Source: OEC, 2019.
Table 5. Serbia’s trading partners.

Main destinations of Serbia's exports (in %)
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Origins of Serbia'simports (in %)

N

; M
—
2000 | 2001 | 2002 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 |2011 | 2012 | 2013 | 2014 2015 | 2016 | 2017
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Source: OEC, 2019.

The trade between the Western Balkans and China is characterized by
Chinese basic manufactured products exchanged against Western Balkan
raw materials, notably mineral products and tobacco. This reflects only
a limited degree interdependency between these partners as most of this
trade consist of relatively low-tech products widely offered on world
markets. The Western Balkan trade with Western European countries
includes more vertical intra-industrial trade due to the regionalization
of the production process of Western MNEs. For example, the intrafirm
trade organized by the Western European producers of cars (notably
Fiat between lItaly and Serbia), machine-tools, apparels and software
that are relocating labour intensive activities to Serbia (OECD, 2018;
Herasymchuk, 2019).

FDI

In terms of FDI, some statistical sources are contradictory or incomplete.
Despite significant discrepancies between standard sources on FDI (the
national central banks of the Western Balkans, European Statistical Office
(Eurostat), the Vienna Institute for International Economic Studies (wiiw),
the United Nations Conference on Trade and Development (UNCTAD)
world investment report), the main trends are very clear. Despite an
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increase in the 2010s for some countries, notably Serbia and Albania,
China’s presence is very limited and not comparable to EU member
states, Russia and Turkey (OECD, 2018; Central Bank of Bosnia and
Herzegovina, 2019; Bulgarian National Bank, 2019; Bank of Albania,
2019; Croatian National Bank, 2019; Holzner and Schwarzhappel,
2018). The EU accounts for 82 % of the North Macedonia FDI stock in
2018 and was its Iargest investor in 2018 (European Commission, 2019).
The EU was again the largest source of FDI for Montenegro between
2016 and 2019 before Russia, Serbia, Switzerland and Turkey; China not
being present in the top ten investors (Mirkovic, 2019). China is therefore
not even in the top five investors for any Western Balkan countries
except possibly in Serbia if the recent promised investments materialize
effectively (see tables 6 to 8 below).

Table 6. Origins of Serbia Inward FDI.

3500

3000

2500

2000

1500

1000

500

2010 2011 2012 2013 2014 2015 2016 2017 2018

-300

M European Union China M Russia

Source: National Bank of Serbia, 2019.
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Table 7. Origins of Bosnia and Herzegovina Inward FDI.
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Table 8. Origins of Kosovo Inward FDI.
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The EU dominance in terms of FDI should not be surprising. The size
of the EU single market and its geographical proximity make it the natu-
ral economic centre of Eastern European and the Mediterranean regions.
This economic importance of the EU comes from a flow of trade and
investment that China cannot match. Firstly, there are the traditional me-
dium-distance regional trade flows with EU member states neighbours.
Secondly, EU Western member states, notably Germany, Italy and Austria
have national firms that have outsourced some of their labour-intensive
activities to the Western Balkans to benefit from their relatively cheap
and more flexible labour force. MNEs but also many Small Multinational
Enterprises (SME) have inserted the Western Balkans into the regional-
ization of their production process because of their geographical (and
sometime cultural) proximity, their weaker labour and environmental
standards and their relatively low wages (Defraigne and Nouveau, 2017).
These Western European firms keep the activities that require a high level
of Research and Development (R&D) and management know-how, and
outsource to local subcontractors and subsidiaries the labour-intensive
activities, generating a regional division of labour based on complemen-
tarity between North Western Europe and Eastern Europe, including the
Western Balkans.

Because it is still not as developed as the most advanced Western econo-
mies or Japan, the Chinese economy cannot offer a similar level of com-
plementarity. Only a handful of large and experienced Chinese MNEs
willing to organize a production network to serve the European market
could also engage into efficiency-seeking FDI across the Western Balkans
like some Western European MNEs. However, when compared to the
Chinese economy, the small wage differential and the limited competi-
tive advantages offered by the Western Balkan region does not encourage
the Chinese firms that are exporting to the European markets (the EU and
the European Free Trade Area (EFTA)) to insert the Western Balkans into
their production networks and relocate labour-intensive activities in this
region. In the future, as more very large Chinese firms will gain intangible
assets in management know-how and in innovation such as Huawei, one
should expect more Chinese efficiency-seeking investment across Europe
as the large Chinese MNEs will follow their Western European, East Asian
and US counterparts into regionalizing their production process across
Europe to serve the European markets. Then, these Chinese MNEs might
insert the Western Balkans into their international production network.
However, only a handful of Chinese MNEs have reached this level of
sophistication so far and they have chosen other European states than the
Western Balkan economies to build their regional production networks
across Europe. For these reasons Western Balkans’ intra-industrial vertical
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trade is mostly directed to Western European economies and remains
insignificant with China in the 2010s.

Chinese investments in the Western Balkans are mostly resource-seek-
ing and market-seeking. Important resource-seeking ODIs have taken
place in Albania and Serbia. In Albania in 2014, Jiangxi Copper Compa-
ny has acquired a 50 % stake in Beralb Ltd specialized in copper mining
for 65 million dollars. In 2016, for 575 million dollars, Geo Jade, special-
ized in oil, gas and property, has acquired a concession for the largest
Albanian oil field, accounting for over 95 % of the national production
of crude oil (Hackaj, 2019). In Serbia, the Zijin Mining Group acquired
in 2018 63 % of RTB Bor, specialized in copper mining and smelting
for 1.26 billion dollars (Jamasmie, 2018). Part of these raw materials are
sent to fulfil the important needs of the Chinese economy. These Chinese
ODls have enabled to save some of these mining activities whose sustain-
ability was threatened by the lack of investment to modernize their equip-
ment and by the International Monetary Fund (IMF) demands for reduced
government subsidies. However, this type of ODI has traditionally limited
spill over effects on the domestic economy. It tends to reinforce the role
of commodity provider played by Western Balkan economies towards
China and therefore block it in a low-tech position in the international
division of labour.

Some significant Chinese ODI were also made in manufacturing activ-
ities in Serbia. In metallurgy, Zelezara Smederovo was bought by Hebei
Iron and Steel (HBIS) that invested in the production sites over 150 mil-
lion dollars between 2016 and 2018. The modernization enabled this
company to become one the largest source of Serbia’s manufactured ex-
ports (Hackaj, 2019).

Other investments have been made in car manufacturing, an industry for
which some of the Western Balkans, notably Serbia and North Macedonia,
have already developed an expertise and attracted numerous investors
(UNCTAD, 2019). Shandong Linlong, a major Chinese tire producer has
built a new production unit for 800 million euros (Bjelotomic, 2019a).
The Chinese car parts supplier Meita has made modest but numerous
investments in Serbia since 2004 (EBRD, 2018). It can take advantage
of a relatively qualified and cheap labour force to supply the main EU
automotive producers like Citroen, Peugeot, Volvo, BMW and Mercedes
Benz (EBRD, 2018). This type of investments could facilitate the insertion
of the Serbian economy into the International Production Networks (IPN)
of the global carmakers operating in the EU. These Chinese ODI in the
automotive sector should let one overlook that non-Chinese investors
remain dominant in the car industry of the Western Balkans. Fiat already
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has been producing cars in Serbia for over a decade. The cable producers
Essex Europe (owned by the Korean Chabol LS) and Yazaki (Japan) have
invested in Serbia in 2018. The German tire marker Continental has builta
R&D centre in Novi Sad (UNCTAD, 2019). Van Hool and DraxImaier are
also present in North Macedonia (Macedonia free zones authority 2019).
Kosovo steel group supplies car parts for Western EU firms (OECD, 2018).
VW is considering Serbia as a choice for the relocation of some of its
production capacities from Western Europe (Bjelotomic, 2019b). Despite
the presence of major producers and car part suppliers, to what extent
can the Western Balkans manage to host a major sustainable business
cluster in the automotive industry remains uncertain at this stage. Fiat's
plant in Serbia has experienced severe overcapacities since 2018 and the
merger with PSA (Peugeot Société Anonyme) Group could jeopardize
this production site (Facchini, 2019). VW's decision to build a new plant
in Serbia is still uncertain. The initial choice for this new car plant was
Turkey but it has been changed due to geopolitical considerations and
Romania as Bulgaria are also competing with significant subsidies to
attract VW. The US car parts manufacturer Dura Automotive Systems that
had promised to build a new plant in North Macedonia’s Skopje 2 Free
Zone has filed for bankruptcy in the fall of 2019 (Church, 2019).

Chinese firms have also taken over some activities in services, notably
in banking and transport. One of the largest has been the acquisition
of a concession on Tirana International Airport SHPK in October 2016
by China Everbright Limited but the airport was eventually sold by the
Chinese investors to the Albanian conglomerate Kastrati in December
2020 (Tonchev, 2017; Petrushevska, 2020). Again, EU firms are also very
present in banking and Vinci Airport investing in Tesla Belgrade airport
(UNCTAD, 2019; Mesic, 2018). These market-seeking FDI in services
might generate the Chinese commercial penetration of the Western Bal-
kans but are unlikely to transform their role in the international division of
labour as it did not for other developing countries in the last two decades
in Latin America, in the Middle East and North Africa (MENA) or on the
African continent (Defraigne, 2016).

Overall, Chinese firms ODI flows remain modest across the Western
Balkans except in Serbia and Albania. Only the investments made in the
steel and car industries, with their spill-over and potential technological
upgrading could modify significantly Serbia’s export structure and facili-
tate its insertions in IPNs.
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Remittances and labour flows

In terms of remittances and labour flows, the EU remains the most im-
portant destination for the Western Balkans labour force and the most
important source of remittance. China’s contribution is insignificant for
all of the Western Balkan economies. Remittances are decisive as they
constitute between 8 and 16 % of the GDP of these economies except
for North Macedonia (see tables 9 and 10 below). This is much higher
than Greece, a relatively poor EU member state. Geographical, linguistic
and cultural proximity; the existence of the EU’s large immigrant com-
munities originating from the Western Balkans; a better recognition of
Western Balkans diplomas are factors that give again the dominant role
to the EU and only a very marginal one for China. Labour emigration
and remittances are essential for economies characterized by extremely
high levels of unemployment and by structural trade deficits such as the
Western Balkans.

Table 9. Contribution of remittances to the GDP
of Western Balkans economies.
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Source: World Bank Open Data, 2019.
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Table 10. Origins of remittances®.
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* Origins of remittances for the Republic of Kosovo are not available on World Bank
Data and cannot be presented here with a similar methodology regarding data collec-

tion.
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ODA

In terms of aid flows, the comparison is difficult as China does
not abide by the Organisation for Economic Cooperation and
Development — Development Assistance Committee (OECD-DAC)
methodology to assess ODA flows. The EU structural funds and various
bilateral aid schemes between individual member states and Western
Balkans economies are more important than the funds provided by
China’s infrastructure projects backed by state-owned companies or
China public financial institutions (Godement, 2016). The Western
Balkan states benefit from Pre-Accession Assistance (IPA) and other EU
aid schemes. Chinese amounts spent on infrastructure projects compare
with EU aid flows only for Serbia, and Bosnia and Herzegovina (Holzner
and Schwarzhappel, 2018; Beckmann-Dierkes, 2018; Le Corre and
Vuksanovic, 2019; Sabbati et al., 2018).

Regarding the degree of Chinese economic penetration, the Western
Balkans are very heterogeneous (OEC, 2019; Holzner and Schwarzhappel,
2018). This is explained by economic and by geopolitical factors. From
an economic standpoint, the region does not constitute a major and well-
integrated market. For the Chinese authorities and even for other European
actors, it is mostly seen as a transit route or as a pool of cheap labour by
European standards. In the BRI, the Balkan Silk Road is one among others
to reach the Western European market (one goes through Poland, another
through Italy). Given the topography which makes connection costly and the
limited size of local market, the Athens-Skopje-Belgrade-Budapest corridor
is seen mostly as a mean to transit goods from the Piraeus Port to Central
Europe. The linkages with the local economies of the Western Balkans are
likely to be very limited except in the large industrial and populated area
on the corridor itself (such as Athens, Belgrade or Budapest). Countries
out of the axis and not well integrated such as Albania, Kosovo, Bosnia
and Herzegovina, and Montenegro offer little interest in efficiency-seeking
FDI and in logistics-related FDI, notably because of power shortages,
weak infrastructure and unclear property rights (OECD, 2019). There are
minor, by international standards, market-seeking investments in the less
connected countries but these are unlikely to generate important spill-over
in terms of innovation and management know-how. Geopolitically, Kosovo
is not recognized by China® who has chosen to privilege its relations with
Serbia. Furthermore, Kosovo’s economy is fragile and is supported by
international aid, specifically by the US and the EU. It has therefore not be
seen as a priority for Chinese investors.

Overall, the analysis of economic flows provided in this section clearly
indicates that if China has become a significant economic partner of the

° Even though there are some commercial relations between the two countries.
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Western Balkan economies mostly in terms of trade and ODA, the EU
remains by far the most important economic partner of the region.

The BRI has not moved the Western Balkans out of the EU
economic periphery

Five years after the launching of the BRI in 2014 and their related infra-
structure projects, it is too early to assess the final impact of the 36-year-
long BRI and to what extent the improvement in terms of connectivity has
facilitated the insertion of some Western Balkan economies into IPN. Nev-
ertheless, it is possible to look at the evolution of key economic indicators
of the most important beneficiaries of Chinese economic flows between
2014 and 2018 to see if they have experienced a major structural change
that would upgrade their technological capacities, their level of income and
substantially change their position in the international division of labour.

Firstly, an analysis of the trade structure reveals few major changes. The
opening of the economy (% of export to the GDP) does not seem to have
accelerated after the BRI implementation in 2014. There is no obvious
correlation between the opening of Western Balkans and the amount of
Chinese ODI and BRI-related infrastructure projects. The opening trend
started in Serbia, before Chinese investment became significant, and
North Macedonia, where the opening has been the fastest, has not been
a significant recipient of Chinese flows in the region (see table 11 below).

Table 11. Exports as % of GDP.

NORTH MACED-ONIA

Source: World Bank Open Data, 2019.
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Western Balkans-China trade continues to be characterized by the ex-
change of raw materials versus manufactured products. The trade with
Western Europe is somewhat more differentiated with significant levels
of low-tech manufactured products exports from the Western Balkans,
notably in garment and wires. This is consistent with qualitative studies
highlighting the phenomenon of outsourcing of labour-intensive activi-
ties from Western European firms to the Western Balkan, as a periphery
of EU. One important structural change in the exports of Serbia is the
rise of automotive products but this is mostly explained by Italy’s Fiat
greenfield FDI to build a new plant in the early 2010s (Harper, 2018).
Some additional automotive equipment companies followed but remain
predominantly European except for one recent Chinese firm of modest
size by global standards (Ralev, 2019).

Secondly, in terms of technological upgrading, the gap between the
Western Balkans periphery and Western European firms has not been
significantly reduced. On the contrary, for many of the Western Balkan
countries, it has been widening after the 2008 crisis due to the economic
slowdown; the public spending cuts in higher education; and the brain
drain of the qualified labour forces attracted by the higher wages and
better career’s prospects offered by the high-tech business cluster located
in Western Europe and the US (Defraigne and Nouveau, 2017). Simple
indicators such as the absolute amount of R&D spending, the share of
GDP allocated to R&D and the number of top universities (not a single
Western Balkan university make it to the Shanghai or Times Higher
education rankings) all point out to an economic periphery status (see
tables 12 to 14 below). Even though the recent progress in infrastructure
like energy and transport should facilitate the insertion of the Western
Balkan economies into Global Production Networks (GPN), their position
in the international division of labour and therefore their standards of
living have not increased significantly.
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Table 12. Number of researchers per millions of people®.
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Table 13. R&D spending in % of GDP’.
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¢ Data for Albania and Kosovo are not available in the World Bank data set.
7 Data for Albania and Kosovo are not available in the World Bank data set.
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Table 14. Receipts for the use of intellectual property
in millions of current dollars.

Source: World Bank Open Data, 2019.

In the short and medium run, economic structural factors outlined ear-
lier show why China is unlikely to replace the EU as the main economic
centre for the Western Balkan periphery. The EU remains the largest and
closest market, it hosts the largest recipient of the extra labour force from
the Western Balkans, it provides most of the investments made in the
region and insert some Western Balkan economies into IPNs better than
Chinese firms and investments. This situation seriously reduces the room
for manoeuvre of the Western Balkan governments vis-a-vis the EU and
limits the extent of China’s economic and geopolitical influence.

China’s attraction and the limits of its influence

Despite the central economic role of the EU, many governments in the
Western Balkans have welcomed the BRI and have signed various eco-
nomic agreements with China. This can be explained by various factors.

Firstly, Eastern Europe and the Western Balkans have been particularly
hit by the 2008 crisis. In 2009, it experienced a major credit crunch as a
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large part of their banking system was relying on Western European banks
for credit access. Western European banks reduced the amount of loans in
the region and their local subsidiaries in the South-Eastern Europe trans-
ferred liquidities to their headquarters in Western Europe. Faced with
trade deficit that could not be financed, many of the South-Eastern Europe
economies had to follow a painful adjustment characterized by austerity
policies (Greece, Romania, Hungary) which explains the lack of invest-
ment that these countries experienced in the early 2010s. In this context,
the Chinese project could fill an investment gap. Secondly, the EU aid is
submitted to relatively strict conditionality and procedure imposed by the
acquis communautaire. For some projects, the Chinese procedure is less
demanding and therefore swifter. Thirdly, Western Balkan governments
could also play the Chinese card to improve their bargaining position
when negotiating economic agreements on EU market access, labour
mobility, aid or even in renewing their case for an EU membership. Last
but not least, many of the Western Balkans are characterized by weak
states (Berend 2003). Historical path dependency explains the weakness
of the civil society, of the labour movement and of the press. This situa-
tion has favoured the development of corruption, enabled a high degree
of concentration of power and foster far right nationalist populism. These
patterns have generated numerous tensions between the EU supranation-
al institutions and many South-Eastern Europe governments, including EU
member states like Romania and Hungary. Some Western Balkan govern-
ments challenged by EU institutions can use China’s aid and BRI-related
projects as leverage in negotiations with the EU by showing that they can
rely on an alternative source of funds. However, this deterrent has obvi-
ous limits as EU officials are aware of the EU central role. Nevertheless, it
can increase the room for manoeuvre of some political elites. Corrupted
governments might consider greater kickbacks by Chinese firms used to
work in highly corrupted economies (Wedeman, 2012). One should not
overstress the specificity of Chinese business in this domain as recent
scandals in some Balkan economies have highlighted corruption practic-
es in procurement involving Western EU member states or Russian firms
and EU funds (Angelos, 2015; Rankin, 2017).

These three factors explain why the Western Balkans, like some oth-
er Eastern European and Mediterranean economies, can be seen by the
Chinese authorities as a vacuum to penetrate the EU markets in order
to strengthen the economic integration between China and Europe and
develop the BRI. Some Western officials, politicians and scholars have
therefore highlighted the risk that China is increasing its geopolitical in-
fluence in the economic periphery of Europe (Hillman 2020; Prestowitz,
2021). Other examples of Chinese aid recipient countries have shown
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that it could well be the case (Goh, 2016) but two factors limit the rise of
China’s influence in the region.

Firstly, Eastern Europe, and the Western Balkans are seen as a natural
export markets for the export-oriented economies, notably by Germany.
Through their traditional lobbying, private firms from Western Europe are
likely to pressure the EU and their member states governments to keep a
privileged access to these markets and defend their market share versus
Chinese competitors. For example, the German federation of industries
(Bundesverband der Deutschen Industrie) has been very active in pro-
moting the EU new connectivity strategy as a response to China’s BRI.
The French state and the French business have a long tradition of diplo-
matic and commercial presence in Serbia that resumed after the collapse
of the former Yugoslavia. These powerful member states will very likely
limit the Chinese influence in the area.

Secondly, some of the Western Balkan states have clearly opted for a
strong alliance with the US. This has been the case of Albania, Kosovo
and more recently Montenegro as it joined the North Atlantic Treaty
Organisation (NATO) (although Russian influence remains very significant
in the latest case) (Feyerabend, 2018). Despite numerous tensions with
the EU and important Chinese investments since 2008, Greece’s Tsipras
governmentremains firmly in the West in the geopolitical field. The Tsipars
government has confirmed the importance of its strategic ties with NATO
and the US in 2017, committing to spend more than 2 billion dollars on
US military equipment (Hope, 2017). The relatively small Western Balkan
countries belonging to NATO and hosting US military bases have limited
options in terms of foreign policy. The Chinese authorities are unlikely
to confront the US directly in a fight for political influence. In this case,
China tends to adopt a low-profile diplomacy focusing on strengthening
economic ties to generate an increasing level of interdependency.

Bosnia and Herzegovina and Serbia have been important recipient of
Chinese aid (Holzner and Schwarzhappel, 2018) but are still seeking ac-
cession to the EU. Most Chinese projects in these two countries are made
in energy and transport infrastructure. Some of these projects generate
better infrastructure links between the Western Balkans and the EU. For
this reason, Chinese authorities have an interest that these two countries
reach the best possible economic agreements with the EU and possibly
a full EU membership. This will maximize the efficiency of the Balkan
Silk Road, starting from the Piraeus harbour in Greece to reach Central
Europe. However, it will also mean that these countries will have to adopt
an increasing part of the EU acquis communautaire, creating an EU con-
trolled institutional framework on key issues such as local governance,
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state aid control, procurements access and competition law. These new
standards and rules will be imposed on Chinese firms operating in these
countries. This institutional transformation should increase the level of
transparency, facilitate the Western European firms lobbying to shape lo-
cal economic policies through European directives and regulations. On
the one hand, the adoption of the EU acquis communautaire should con-
tain China’s political leverage in these states. Yet, on the other hand, this
phenomenon should increase the transit of trade from China to the EU
Western member states through the Balkan Silk Road. These countries
should experience an increasing economic interdependency with China
but with the EU remaining the most influential power in the region.

Conclusion

Given these elements, China is unlikely to become a major influential
power in the region even if its trade will continue to grow. China remains
a small investor and a less important donor than the EU, except maybe
for Serbia and Bosnia and Herzegovina. Along with Greece, Serbia is
the country of the South-Eastern Europe where Chinese economic pene-
tration is the most important for geographical reasons (Serbia lays at the
centre of the Balkan Silk Road) and economic reasons (Serbia is already
more industrialized, better connected and with a large pool of qualified
workers). However, China’s influence is likely to be stronger in Serbia
than in Greece because of the geopolitical and historical context (Serbia
adopts a neutrality strategy and refuses to join NATO and has strategic
and economic ties with Russia) but it could be reduced in the future if
Serbia joins the EU (Beckmann-Dierkes, 2018).

The EU is still the economic regional centre for the Western Balkans
that remains in its periphery. The EU economic magnet is so strong that it
does not allow other powers such as China, Russia or Turkey to challenge
substantially its hegemonic position. Economic dependency vis-a-vis the
EU considerably restricts the diplomatic room for manoeuvre of local
governments. As for Russia and Turkey, Chinese economic presence can
be used as leverage to improve Western Balkan governments’ bargain-
ing position when negotiating with the EU, but only marginally. It has
not prevented in autumn 2019 the refusal of French president Emma-
nuel Macron to consider the launching of an EU enlargement towards
Albania and North Macedonia. Due to long term structural historical and
geographic factors, they remain in the periphery of the large and more
advanced Western European economies and China’s magnet cannot yet
challenge this situation in the short or medium run.
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