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ABSTRACT KEYWORDS
In this paper, we examine what factors played a determining role in PRC; Serbia; “16 plus 17; EU;
creating new and dynamic bilateral relationships between the “six- development; rivalry

teen” smaller European states and China, particularly the Republic
of Serbia. Our research will notably examine the expressed capacity
of the local actors in Serbia and their main drivers to accept and
support China’s initiatives. A new chapter in cooperation with the
People’s Republic of China (PRC) resulted from the one-sided PRC
initiative. Vulnerable to the consequences of the global economic
crises and neglected by Brussels, member states among the “six-
teen” were attracted to China’s promise of market access for their
products and investment. The Balkan states, severely affected by
the civil war in the 1990s and the dismemberment of Yugoslavia,
were in an even grimmer condition and even further from substan-
tial developmental assistance from Brussels. The domestic eco-
nomic and somewhat political drivers were the main ones that
existed with all the local agents and their willingness to engage.
In the case of Serbia, there were also powerful peace and security
issues. Additional drivers come from international relations, and
major power rivalries became increasingly apparent with the rise
of project numbers and values and China’s growing political clout
over the included countries.

1. Background of the PRC'’s strengthened presence in the Balkan states

As we explore which elements played a decisive role in forming new and dynamic bilateral
relationships between the states in Central, Eastern, South-Eastern and Southern Europe and
the PRC, we notice the variances in their engagements and importance within the cooperative
framework due to differences in their economic and political positions and preferences. These
variances also reflect the complexity of the format derived from changes that have occurred in
the PRC’s and EU’s global positions, but particularly the changes that occurred in the bilateral
relations between the two and the mutual perceptions that mirror such changes.' Our research
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will examine the expressed capacity of the local actors within the European partners, notably
in Serbia %, and the main drivers persuading them to accept and support China’s initiatives.

The pentagonal research framework used in this study” facilitates discovering what
factors played a defining role in the drivers and capabilities of the local actors in their
booming economic cooperation with the PRC. It enables analyses of the drivers and
motives behind decisions in different countries and is a qualitative way of developing
a deeper understanding of the research question. Dynamism in the Balkan states’
cooperation with China started when the PRC introduced “Sixteen plus One” in 2012
and the BRI in 2013. These Chinese initiatives created a new chapter in cooperation with
the PRC. A few years later, when some projects started to appear and were rolled out, the
emergence of the new dynamism was much more visible to all the regional actors, the EU,
and other regional and global powers.

1.1. New regional format for cooperation with China in Europe

In 2012, in Warsaw, the People’s Republic of China (PRC) formally launched a regional
economic and political format for cooperation with 16 “Central and Eastern European
countries” (CEECs), the so-called “Sixteen plus One” platform.*The initial group
involved eleven EU member states - Bulgaria, Croatia, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, and Slovenia, and five EU
neighborhood countries — Albania, Bosnia and Herzegovina, Macedonia, Montenegro,
and Serbia. The initial sixteen European members were all former socialist countries.

However, the new chapter in their cooperation with the People’s Republic of China
became noticeable only some years after its initial steps had discreetly occurred. Like
many similar projects around the globe, they were part of China’s Go-Global strategy for
its state-owned enterprises, which was pushing outward based on Beijing’s understand-
ing of the roots of the global economic crises. Also, Beijing saw possibilities for bolder
worldwide spread unlocked by the global crisis. These sixteen states were seen as
receptive partners for Chinese presence in specific economic and geographic areas and
perhaps political strongholds in Europe. Geography and geopolitics affected the PRC’s
reasons for choosing these European states for a new format. Like many groupings
assembled in other parts of the world as a platform for cooperation with the PRC, the
format continued by name and figurative “regionalism.” At the same time, bilateralism
remained the dominant way of collaboration with China.

There were several key drivers that persuaded the governments of these countries
to accept China’s initiative. The division between the “new Europe” and “old Europe”
was exposed, as the problems of the first group became severe due to the global
economic and eurozone crises. Countries of the former SFR Yugoslavia that experi-
enced civil war were harshly dealt with by the events of the 1990s, and Serbia and
Montenegro (as the Federal Republic of Yugoslavia and later a state union) were
under UN sanctions and finally bombed by NATO in 1999. Although the new
collaboration format was somewhat confusing, China proposed what these countries
needed. Balkan countries, including Serbia, were being ruthlessly treated and deprived
of most EU funds. So, they were chosen by Chinese corporations for building and
upgrading infrastructure, as the EU laws from 2011 prohibited its members from
providing state guarantees (which China asked for all projects) for foreign-financed
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projects. The principal driver for local political decisions in non-EU members was the
attractiveness of China’s offer compared to the passivity and neglect by EU institu-
tions. The economic and somewhat domestic political drivers (top-level decisions
about projects) were the main ones that existed with all the local agents and their
willingness to engage with a dynamic and approaching China. In the case of Serbia,
there were also peace and security issues connected with the PRC’s role in the UN
Security Council regarding Kosovo’s unilateral declaration of independence and
China’s support for Serbia’s sovereignty.

Soon, the EU became louder in criticizing China’s presence, and pressure on recipient
countries became stronger. At the same time, the “negative Chinese influence” narrative
and consequent pressure started to stream from Washington toward local governments.
Additional drivers from international relations and great power rivalry became increas-
ingly apparent with the rise of projects and China’s political clout over countries where it
was becoming ever more economically engaged. Non-EU member states, led by Serbia,
were the sole and the biggest recipients of most (carbon) Chinese energy and traffic
infrastructure projects. In our research, we include specific projects already built or
under construction that remain the most significant outcome of the cooperation.

We understand that Beijing’s initiatives were part of new China’s global approach
embodied in the Go-Global strategy in 2001, and China became a member of the WTO.
Its involvement in world affairs deepened as a new, vast, and complex supply chain with
China at its center was created. The changed circumstances meant that China increas-
ingly became a hub of the globalization wave. Its importance to every other participant in
global economic affairs grew enormously as a trade partner, investor or FDI recipient.
Based on this, China’s global importance grew as a political partner and a supporter or
counter-factor when a particular country was dealing with other regional or international
powers.

The “Sixteen plus One” grouping covers a geographic area from the Baltic Sea in the
north of Europe through Central and South-Eastern Europe toward the Aegean Sea and
the port of Piraeus in Greece. Greece joined this group in 2019, though China’s port
acquisition started ten years before. Austria conveyed an interest in joining the format,
but the EU expressed a strong protest and dissatisfaction with China’s activities in
“dividing” the Union.

2. PRC - Serbia relations
2.1. Peace and security as a powerful driver of bilateral relations

In Serbia, as a case study in our research, there were other political motives. Peace and
security were crucial drivers toward closer cooperation with the PRC. China as
a permanent member of the UN Security Council, became and remained of particular
importance for the Republic of Serbia as protector of Serbia’s national sovereignty and
territorial integrity and guardian of the UNSC resolution 1244. In addition, China
supported Serbia’s stance on the unilaterally declared independence of the southern
Serbian province of Kosovo and Metohija, the so-called “Republic of Kosovo.” Chinese
police forces took part in the peacekeeping missions in Bosnia and Hercegovina and
Kosovo and Metohija.
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China appeared before the International Court in Hague during the debate over
Kosovo’s right to declare independence. Recently, China was highly active when it,
together with the Russian Federation, declined to give legitimacy to the UNSC high
representative in Bosnia and Herzegovina.

As a candidate country on its accession to the EU (twelve years in that status
already), Serbia remained strained by demands from the EU to give up its sover-
eignty over the southern province of Kosovo and Metohija, where the local provi-
sional government consisting of Albanian separatists self-declared its independence.
However, the province is under UNMIC provisory and remains part of Serbia.” At
the same time, when Brussels was putting intense pressure on the Serbian govern-
ment to accept that independence and stalemating Serbian accession, five member
states of the EU did not recognize that independence. Such double standards and
pressure from Germany, the EU and the USA on the Serbian government over this
issue are making China’s political support for Serbia’s fight to preserve its sover-
eignty in the UNSC and elsewhere critically important. Support is also coming from
the Russian Federation, a powerful, even crucial, driver in Sino-Serbian
cooperation.6

Regarding the USA, the most powerful global actor that currently sponsors the
“independent” Kosovo project, it is vital for Serbia that the PRC supports the Serbian
defense of its sovereignty in the UNSC (together with the Russian Federation) in
accordance with UNSC Resolution 1244. Despite the severe obstacles, good relations
with all major powers make it possible for Serbia to have a neutral military position and
preserve its independent foreign policy to some extent. So, we find that security issues
(sovereignty and territorial integrity) are powerful additional drivers of the local actor,
the Serbian government.

2.1.1. Military cooperation between Serbia and PRC

Collaboration between the two countries in the area of security issues has developed
smoothly, alongside the other elements of bilateral relations that matured into
a comprehensive strategic partnership in 2016 when Chinese President Xi Jinping visited
Serbia.” This partnership mainly consists of cooperation in education, training, weapons
procurement, numerous Chinese donations, exchange of personnel, regular high-level
visits, medical and economic-military activity cooperation, attending the International
Xiangshan Security Forum by Serbian officials,® and other activities. As a non-NATO
member and military-neutral country, Serbia is, as seen by China, as a more trustworthy
partner. Furthermore, NATO aggression on Serbia and Montenegro (FR Yugoslavia) for
seventy-eight days, particularly the bombing of the Embassy of the PRC in Belgrade,’
where three Chinese journalists were killed and several other personnel wounded, created
a particularly strong bond between the two nations and their armies.

These bonds have been strengthened via numerous donations from the Chinese side,
explicitly aimed at the provision of technical equipment, ambulance vehicles, an acu-
puncture center with the Military Medical Academy Hospital, equipment for natural
disaster rescue intervention, medical collaboration via the transfer of knowledge and,
from the Serbian side experience in curing burns and other wounds by the Serbian
Military Medical Academy, and other ways. All these points within the overall security
issue driver motivated the Serbian side to pursue cooperation with the PLA/PRC.
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Cooperation in the military domain is framed by a dozen bilateral agreements between
the Ministry of National Defence of the People’s Republic of China and the Ministry of
Defense of the Republic of Serbia.'” It also includes military education cooperation
between the University of Defense, the Military Medical Academy (MMA), the School
of National Defense, the MMA Medical Faculty of the Serbian Defense Ministry and the
National Defense University of the People’s Republic of China. It includes a regular
exchange of visits of students and lecturers. Together with joint drills'' and joint training
of specific units and procurement of weapons, we observe the security policy of Serbia as
a primary driver for strong engagement in bilateral defense cooperation with China.
During the ongoing fight against the COVID-19 pandemic, on July 19 2020, the Ministry
of Defense of the People’s Republic of China and the Central Military Commission
delivered donated equipment to the Serbian Armed Forces to the value €755,000 con-
sisting of mobile respirators, monitors, pumps for infusion solutions, thermometers,
temperature measurement helmets for the mobile and provisional hospitals that Serbian
defense forces had installed in various cities.'*®

Donations of Chinese vaccines in March 2021, delivered during the Minister of
National Defence of the People’s Republic of China Wei Fenghe’s visit to Serbia (and
three other countries in the region), primarily intended for members of the Ministry of
Defence and the Serbian Army and members of their families," adds the security interest
of Serbia as the main driver of the recipient country’s behavior. For the Chinese side, it
manifested its strength and readiness to help countries needed further securitization of
the BRI route from the Piraeus port via Greece and North Macedonia, Serbia, to
Hungary.

In 2019, Serbian Armed Forces purchased and a year later received six remotely
piloted aerial vehicles (CH-92A) and laser-guided missiles from the PRC.'* This pur-
chase made the Serbian Air Force and Air Defense the first in the region to use drones
and significantly enhanced their reconnaissance and aerial action capabilities. In the
same year, the Serbian state-owned weaponry company Jugoimport SDPR purchased an
FK-3 air defense surface-to-air missile system from the PLA."” On April 9 2022, six PLA
Air Force Y-20 transport planes landed at Belgrade Nikola Tesla Airport, delivering the
FK-3, the PLA’s export version of the Chinese HQ-22 surface-to-air missile system, to the
Serbian army.'® The first shipment was delivered amidst the heated geopolitical tensions
caused by the Ukrainian war. The delivery was seen as a sensation and even provocation
by the West. The speculations went on: how was it possible, given that the Chinese Y-20s
would need to fly across several other countries to reach Serbia? They needed perfect
coordination with these countries to obtain authorization for such over-flights. The fleet
had one stop in Baku, Azerbaijan, before entering the airspace of two NATO members —
Turkey and Bulgaria - and ending in Belgrade civil airport. According to the South China
Morning Post, which quoted the flight tracking website Flightradar24, the second fleet of
six planes followed the same path the next day.'”

For China, it was an unprecedented move to show “a crucial improvement in the PLA
Air Force’s long-range strategic transport capabilities, as well as the large transport
aircraft’s logistics support and maintenance capabilities for intercontinental flights."®It
also demonstrated China’s growing global influence. The official Serbian response
pointed at regular delivery based on the previously paid and arranged deal. It remained
to be seen about the second delivery for the contingent. Still, the Serbian president later
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complained that military cooperation with foreign countries had become highly strained,
and Serbia had to rely on itself.

Procurement of modern weapons in pursuit of the modernization of its glorious but
rather outdated defense system as part of the Serbian security policy is the apparent
driver from the Serbian government side. Serbia wanted to strengthen its military might
and improve its deterrent capacity. International relations drivers, both global and
regional, influenced the Serbian government’s decision-making. Additionally,"® we
note a global international relations driver — Serbia moved toward procuring weapons
from China as it wanted to follow its foreign-policy strategic course of balancing relations

with the great powers.

2.1.2. Bilateral security cooperation in the field of interior security

Bilateral cooperation between Serbia and the PRC in the area of interior security is legally
covered from December 8 2009 by the Agreement on Cooperation between the Ministry
of Interior Affairs of the Republic of Serbia and the Ministry of the Public Security of the
People’s Republic of China,*’that was later followed by several agreements covering more
specific areas of cooperation. These legal documents followed the ongoing elevation of
the context of collaboration, similar to the cooperation China has pursued with other
strategic partners.

According to the Serbian news agency Tanjug, on November 28 2019, a joint exercise
of police officers from Serbia and China aimed at disabling terrorists and releasing
hostages occurred in the Serbian city of Smederevo. The drills were held at the Still
Plant in the town of Smederevo, owned by Chinese company HBIS, with the participa-
tion of one hundred and eighty police members, twenty vehicles and three helicopters.
The attendance of the Serbian President, Aleksandar Vucic, proved the high level of the
event.”!

According to numerous Serbian media, the Minister of Interior of the Republic of
Serbia announced on August 2, that joint police patrols would start that autumn in three
Serbian cities — Belgrade, Novi Sad and Smederevo. Three years later, when the affair of
the alleged “Chinese secret police stations” or units was globally revealed, the Serbian and
Croatian Ministries of Interior Affairs issued almost the same statement. The Ministry of
Interior Affairs of the Republic of Serbia and the Ministry of Public Security of the PRC
signed an MoU on conducting joint police patrols on May 2019. Based on this MoU, six
Chinese police officers took part in the joint patrols of Serbian and Chinese police for
a month - from September 17 to October 16 2019. In the statement, the Serbian Ministry
pointed out that, according to the MoU, Chinese police officers were not entitled to use
force.”> On September 2016, the Serbian delegation participated in the Second Annual
Meeting of the Lianyungang Forum, together with thirty other countries and three
international organizations. The Forum was initiated as one of the framing projects for
the securitization of the BRI projects, and the Serbian presentation was expected in that
context.

In 2014 and 2016, the Serbian government signed a Memorandum of Understanding
with the Huawei company, and in the following years, between several Serbian ministries,
including the Serbian Ministry of the Interior and Huawei.”> According to the Huawei
webpage, Aleksandar Vucic, Serbian Prime Minister and President-elect, met with
Huawei’s Chairwoman, Sun Yafang, in Beijing on May 14 2017 when they discussed
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Serbia’s national ICT strategy and digital transformation initiatives.** Before the meeting,
the General Manager of Huawei Serbia signed a strategic partnership agreement for ICT
infrastructure development with the Minister of Education, Science and Technological
Development of Serbia.*”

Several agreements aimed at setting the company as a strategic partner of the Serbian
government and telecommunication companies for upgrades of communications infra-
structure and the government’s digital transformation, including developing “smart city”
projects in several cities and installing face recognition cameras as part of these projects.
This project caused a minor political upset in Belgrade, especially among Western-
funded “China observers,”*® as nine test face and car plate recognition cameras that,
according to Huawei, were initially installed at five locations in Belgrade (and performed
successfully) were not legally proven nor known to the Serbian public. In its annual
business report, >’ Huawei stated that it offered eLTE technologies to the Serbian
Ministry of the Interior and elsewhere, including smart video surveillance and intelligent
transport systems, an advanced 4 G network, unified data centers and related command
centers. The introduction of the surveillance system remains under political and public
scrutiny, including ongoing legislation procedure that includes public hearings. In con-
trast, the general public remains reserved due to fear of the possibility of its abuse.
Nevertheless, the security policy of the Serbian government concerning interior and
exterior security creates a powerful driver for engagement with Huawei as a semi-private
company with strong state backing. In this area, we can observe the role of weak
institutions and strong political leaders and the practice of initiating and making
decisions on the top level, followed by ministry and local communities’ ones, including
the legal procedures that often come after the fulfillment of the deals.

This pattern we find as an unwritten code of conduct in the “party state” reality in the
region. We also notice another issue with this and other projects and business arrangements.
Beyond the top political figure in one country, other high-level political figures and those in
business sectors are often eager supporters of cooperation with China due to their various
personal interests in those deals. The parties often omitted in these negotiation deals are the
public interest and the general and professional public as an impact-making actor.

2.2. Economic cooperation - powerful driver for both countries

We analyze the elements of political and economic bilateral relations between Serbia
and China to see how Serbia put itself in the central place of China’s infrastructure
projects in the “Sixteen plus One.” China is a crucial partner in the government’s
ambitious traffic, digital and energy infrastructure construction and upgrades strate-
gic orientation. It is a financier (via Exim Bank loans), and the building is done
mainly by Chinese corporations, China Railway International (CRI) and the China
Communication Construction Company (CCCC). To this end, a Bank of China
branch office was opened in Belgrade. Currency swap arrangements were initiated,
and Chinese companies have invested in various industries in the Serbian economy,
from steel (HSTEEL) and tyre production (Linglong) to auto parts, thermal and hydro
energy and renewables, to copper and gold extraction. In the ICT sector, ZTE, notably
Huawei, has a dominant presence, including “smart city” projects in two cities and
the 4G and 5G network. People-to-people cooperation is also intensifying in
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academia, media, and tourism (a regime of mutual visa exemption for citizens®®), to
cultural collaboration and two Confucius *’Institutes, cultural centers, and a growing
number of students studying the Chinese language.

When Wu Banguo visited Serbia in 2010, after decades of no high-level visits, he
focused on two points equally crucial to China’s leadership. Both were getting even more
significant as China’s economic and political relations with Western partners deterio-
rated, and globalization was jeopardized by the pandemics, technological war and
geopolitical turmoil. “Serbia is an important country in the central and eastern region
of Europe and one of the strategic partners of China. Contacts on a political level are
getting closer, economic cooperation has been developing, and the project of construct-
ing the bridge over the Danube and revitalization of the Kostolac thermal power station
became excellent models for the development of cooperation with China in the sense of
performing and managing huge and technologically advanced projects in Central and
Eastern Europe.”** On one hand, he stressed that China’s behavior toward Serbia (and
other “strategic partners”) was led by the ambition to strengthen the PRC position in the
global political structure, via reinforcement of cooperation with friendly nations and
China-organized regional frameworks. It remains a powerful driver for China’s foreign
policy and significantly impacts the domestic public. On the other hand, it is expanding
toward developed markets, like the European ones, through successfully financing and
performing “technologically advanced projects” on their doorstep. This economic driver
of China’s behavior was accompanied by the economic aim at the core of BRI - to employ
various sectors of its economy through the engagement of its giant corporations abroad.

During Wu’s visit, he declared the preferential financing and building of the “Pupinov
most” on the Danube in Belgrade,” while he and the Serbian president signed the imple-
mentation agreement. On December 2014, the new bridge over the Danube was officially
opened during The Third Summit of “16 + 1” by Serbian Premier Aleksandar Vucic and
Chinese host guest Li Kegiang, It was the first European bridge built by a Chinese company.”’

2.2.1. Trade with China, a cause for optimism or misadventure

During the “Sixteen plus One” framework’s implementation, trade between Serbia and
the PRC experienced substantial growth and a trade deficit on the Serbian side.
According to Serbian Prime Minister Ana Brnabic, bilateral trade has grown in value
152-fold during the last ten years, tripling in the previous three years — 2018-2021. She
strongly supported the ongoing negotiations between the two governments and expert
bodies to establish FTA until the end of 2022.** Opposing the realistic analyses showing
that Serbia’s economy and export potential is traditionally limited by the inability to
provide a sufficient quantity of goods for the mid or long-term, she claims that “she
believes in the potential of Serbian exports and their competitiveness.” She also claimed
that such FTA would attract more FDI to Serbia. However, potential investors must have
had a challenging experience in the Chinese markets through their involvement there,
despite China being a member of the WTO for twenty years. Additionally, such opti-
mistic assumptions do not answer why China did not open the door of its market further
to “Sixteen plus One” members, as committed in numerous promises and agreements
within the framework, which has caused dissatisfaction among many of them. Data on
such trade showed that their respective and accumulative deficits grew while the Chinese
trade surplus enlarged.’
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The same pattern is visible in Serbian bilateral trade with China until the deficit on the
Serbian side shrank from 69% of the bilateral trade total value in 2013 (World Bank)** to
25% in 2021. **Although the deficit thus got smaller in relative terms and grew hugely in
nominal terms, the cause of the decrease in the deficit on the Serbian side was very
instructive. It was caused by the exports by Chinese-owned corporations operating in
Serbia, primarily the Serbia Zijin Copper Mine’® and the HeSteel Mill in Smederevo,
owned by HBIS Group Serbia.’” The data point often used by the Serbian government to
illustrate the positive effects of the country’s cooperation with China is that the pre-
viously mentioned Chinese corporations operating in Serbia were the three biggest
exporters in Serbia in 2021. According to the Ministry of Finance, Zijin Mining, HBIS
Group and Zijin Copper are the biggest exporters, with their respective export values of
769.5, 679.5 and 676.4 million euros.”® Serbia exports mainly primary goods such as
copper ore and concentrates, while importing industrial equipment, broadcasting equip-
ment, cloth articles, air pumps, video displays, electric control boards, smartphones,
laptops, and ACs. The constant rise of bilateral trade in recent years has pushed China
to second place on the list of major Serbian trade partners. However, China is the ninth
export destination (2.24% of total exports and a value of US$462million) while being
the second import country with a share of 12.3% (US$4.15 billion). In 2015 exported
goods from Serbia to China valued at US$127 million, meaning that export growth over
the last five years was 264%. It is interesting is that in 2015 when the Republic of Serbia
still owned the copper mine complex, there was no copper exports from Serbia to
China.”

Even more explanatory of the trade trend is that in 2012, when the Initiative was
launched, Serbian export to China comprised 0.6% of the country’s export, at a value of
US$72.4 million. During the last fourteen years, the exports of China to Serbia have
increased at an annualized rate of 9.25%, from US$647million in 2006 to US$2.23billion
in 2020 (Figure 1). During the same period, Serbia’s exports to China have increased at an
annualized rate of 32%, from US$9.49millionin 2006 to US$462million in 2020.*
Regardless of the clear trend, the Serbian Prime Minister is confident about the advan-
tages of the FTA with the PCR. The approach of Serbian high officials illustrates drivers
coming from macroeconomic conditions and the search for trade facilitation and alleged
promotion of the business environment for future FDI.

2.2.2. Investments from China - loans for projects and FDlIs

The Chinese economic presence has been transformed into evident and functional
projects, such as highways, thermal power stations, bridges and similar infrastructure
in the Balkans. Such visible and valuable results, without going deeper into their
sustainability, economic, ecological and social impact, provide powerful arguments for
local governments on how their decisions to cooperate with China and participate in the
framework were the right choices and beneficial to their citizens. These governments can
claim that together with Chinese partners, they delivered what they promised, such as
needed traffic and energy infrastructure, raising employment at least by improving the
general business environment, and adding dynamism to the economy - all being
economic interest created drivers. An additional argument in Serbia is that the built
traffic infrastructure attracted other foreign investors and FDI and improved the coun-
try’s portfolio as a production and transport hub. Interestingly, in the first several years of
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expanding such economic cooperation with China, political figures used to call all
Chinese loans and projects financed by them “investments,” creating confusion in the
domestic public that these projects were FDI from China.*!

During the last decade, Serbia has grown into a relatively attractive investment
location in Southeastern Europe and has even become the leading destination as the
country that creates the most FDI jobs per million inhabitants, as stated in “IBM Global
Location Trends 2020.*> According to the Development Agency of Serbia (RAS), Serbia
has attracted over €37 billion of inward foreign direct investment since 2007. A list of
leading foreign investors in Serbia includes first-class companies such as Panasonic,
Bosch, Michelin, Siemens, Microsoft, and others. However, until recently, China has
remained interested only in giving loans with sovereign guarantees for infrastructure
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Figure 3. China’s desired land-sea railway route. Source: http://www.china-ceec.org/eng/zyw;j/
Idrhhcgwj/202112/t20211222_10474168.htm

projects done by its corporations. The only exceptions were the acquisitions of the
Smederevo Steel Mill and the Bor Copper Mine. This picture has changed recently,
though, and investors from China (including Hong Kong) have become more numerous
and visible.

According to the National Bank of Serbia, FDIs** (Figure 2) in Serbia were
geographically diversified and mainly made by export-oriented companies.
Specifically, from 2010 to the second quarter of 2022, foreign direct investments
made by the EU amounted to €19,204 billion, China (including Hong Kong,
Taiwan and Macau) €3,281billion, the Russian Federation €2,473Billion, and the
United States €733million. The FDI influx in 2022 by country, available at the end
of the second quarter, shows that the largest foreign investments came from
China - €491.5 million, followed by the EU - €401 million, the US -
€56.7 million and the Russian Federation - €30.4 million. This*> shows the
trend and the enlarged interest and confidence of Chinese corporations to invest
in Serbia in various industries (Tables 1 and 2).

2.3. Domestic politics as an important driver for cooperation with the PRC

Economic cooperation, primarily via several big projects, does have high importance for
the Chinese side also, even at the top political level, as it is associated with Xi Jinping’s
leadership in promoting China’s global economic grasp as flagship projects. During the
BRI Forum in Beijing, held in May 2017, the Chinese President mentioned the Belgrade-
Budapest railway as one of the crucial projects of the BRI. In this sense, we see the mutual
domestic political drivers behind specific projects and economic and political coopera-
tion in general.


http://www.china-ceec.org/eng/zywj/ldrhhcgwj/202112/t20211222_10474168.htm
http://www.china-ceec.org/eng/zywj/ldrhhcgwj/202112/t20211222_10474168.htm
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In the Serbian local political milieu, governments, when performing big projects with
Chinese partners, can and do easily present themselves as being much more capable of
providing what the country needs than the previous ones that had neglected these needs
for decades. These are the additional drivers, political and economic ones, behind the
local actors who pursue cooperation with China and its corporations. In this case, the
actors are governments, as all major projects are agreed upon at the top political level.*®
An illustrative example is the idea and negotiations on an FT'A with China, which were
first publicly announced during President Vucic’s visit to Beijing in February 2022.*

Regarding the perception of China in sixteen/seventeen countries, in the Central
European countries, even during the first several years of the initiatives when there was
a high level of expectation and optimism toward the delivery by China of what it
promised (FDI from China, opening the Chinese market to their products, etc.), there
was a negative public sentiment toward the PRC, which was a fascinating phenomenon.*®
Contrary to this, in the Balkan states, public opinion was and remained positive toward
China (proved by surveys year after year), despite criticism toward certain elements and
practices connected with China-associated projects. This was especially the case in
Serbia.*’

While the Serbian government created and spread a highly positive image of China
and cooperation with China in the domestic audience, it at the same time benefited from
the very affirmative stand of public opinion on the PRC and collaboration with it.
According to the second consecutive poll conducted in 2022 by the Institute for
European Affairs from Belgrade, 80% of Serbian citizens consider China “a friend” of
Serbia, a growing majority see bilateral ties positively and 72% of them expect it to be
even better in the future, while 64% of them believes that China helped Serbia during
pandemics more than other countries, but only 17% see the EU in that position. This>
local political driver is self-explanatory as the government is delivering cooperation with
a partner (PRC) trusted and respected by local citizens, who were driven to such beliefs at
least partly by official standpoints and pro-government media. Serbian citizens also trust
the positive impact of Chinese loans and infrastructure projects and prefer Chinese and
Russian vaccines over “western” ones.”!

2.4. International relations in the regional framework - being the best “China’s
friend”

Cooperation with China is a powerful domestic political driver. Mirroring Serbia as the
crucial partner in the region by a major power such as China portrayed the Serbian
government as successful when dealing with a globally influential partner. That driver,
prominent within domestic politics, simultaneously affected relations with neighboring
countries and other countries participating in the format as a stimulating driver for
Serbian leaders, as they started to look upon Serbia as central China’s partner in the
framework that did not entirely correspond with the substance of cooperation.”

There is another driver that moves the Serbian government toward cooperation with
the PRC - major power competition.”” This is because there is a strong case of leveraging
against Brussels’ pressure via close cooperation with China. That is also the case with
Hungary, as an EU member state. Collaboration with China to counterbalance the EU is
also seen as practical among the Balkan states for different reasons. We can observe that
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North Macedonia, even after accepting a name change and introducing numerous other
heavy changes, including humiliating ones, was put in the same basket as Albania
without moving forward.

Again, Serbia went through complex and costly reforms. Still, after twelve years, it
remained in the same status as a candidate country, while Croatia, pulled through
shortcuts by Germany, is already within the EU, Schengen and Eurozone. However, at
the Zagreb summit, all countries in the region were supposed to become members as
a group.”* The EU changed the rules during Serbia’s accession process® and pre-
sented itself as an untrustworthy partner. At the same time, China is presented by the
government and public opinion as a trusty partner. In the case of Serbia, we can see
power rivalry between China, the EU, Russia, USA over economic and political
dominance.

Additionally, German influence was crucial in many of the EU institutions’ com-
plaints and actions scrutinizing Serbia’s collaboration with the PRC. Being at the core of
the EU’s economic and political power, Germany has increasingly projected its interests
using EU institutional structures as a tool. Germany considers all Central European,
Baltic and South-Eastern countries its dominant economic zone and does not willingly
accept China’s presence. Being the most muscular regional actor, Germany opposes
competition from China while hiding behind rules and standards.>

2.5. Additional drivers coming from global international relations and major
power rivalry

China’s projects were, as soon as observed by the EU and the USA, constantly criticized
and scrutinized. Political forums and figures, institutions, business representatives, and
diplomats condemned China’s presence for ecology, workers’ rights — Chinese,
Vietnamese and local staff - to the code of conduct of the projects. Criticism was robust
from Germany, which constantly pressured the engaged governments.

Major power competition was also noticeable in the media sector, where specific,
exclusively pro- or anti-China-associated projects were a constant. Generally, pro-
government media dominates Serbian public discourse. However, the outlets of the
Western or pro-western press were highly critical toward projects associated with
Chinese corporations, and their view was solely negative.”” In contrast, pro-
government media nurtured the opposite approach. They focused exclusively on the
benefits of such projects to the local economy, almost entirely copying the government’s
position.”® The additional element in constructing the pro-China general stance was an
enlarged number of TV shows about the positive impact of these projects and China’s
economic advancement, covering grandiose project-building ability, advanced technol-
ogy, global engagement at various levels, and appealing the Chinese culture.

Political support from China via strong and high-level bilateral relations with local
governments helped them present their positions at home and in the international arena
as more solid. Also, good relations with the PRC allowed leverage against pressure from
the EU or the USA. This is another driver motivating the behavior of the Serbian
government toward collaboration with Beijing.

The China threat theory, with numerous faces, was spread in the region, including
Serbia, via criticism of its economic engagement. China was accused of “exporting
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authoritarianism,” and local governments that expanded cooperation with China as
prone to such political systems and governmental models. The COVID-19 pandemic
and accusations that China was “exporting” its governmental model as more efficient
than the Western democratic ones was one of the narratives. China was blamed for
performing “mask diplomacy” and “vaccine diplomacy” in these countries. The EU
criticized China’s “asked-for” gratitude ceremonies in countries such as Serbia® while
expecting the same and even complaining about not being praised enough for its
assistance. The EU and the USA, via its officials, think tanks, local branches of environ-
mental organizations and other actors, used the opportunity to criticize China for
investing in projects relying on coal and thus neglecting its duty in the global efforts
against climate change.® We see these developments as regional-major power competi-
tion (China-EU) in the region.

“Switching” from CRBC and Chinese loans to EU-funded and performed projects of
a fast railway from Belgrade to Nis, as a crucial part of the Belgrade-Nis-Presevo and to
the North Macedonian border railway, is another example of regional and major power
competition over economic dominance in Serbia.®! In this case, the Serbian side had
already signed an agreement with the Chinese CRBC. It went into talks regarding
providing Chinese financing for it (May 2019)°* when the European Commission
“jumped in,” offering to cover some fifty per cent of the Belgrade-Nis line costs of
€600 million.

Serbian President Vucic added some heat to the China-EU competition over winning
the hearts of the Serbian citizens by saying in Brussels that if the EU does not help Serbia,
it will turn to China to get assistance and complete the project. The game ended with
project upgrades and being financed by EIB, EBRD, the Western Balkans Investment
Framework as part of the new EU Global Gateway strategy, and by the Serbian
government.”> According to RailFreight.com, this investment will contribute to the
extension of the core TEN-T network in Serbia (Orient-East Mediterranean Corridor),
making it a vital corridor for Southeast and Central Europe.®* Suddenly, all this became
clear to the EU decision-making bodies.

3. China and Serbia Cooperation - main projects, achievements, code of
conduct and problems

So far, infrastructure projects (agreed upon, not all started or finished) of approximately
US$10 billion have been agreed upon and performed under the Framework Agreement
on Economic and Technical Cooperation (signed on August 20 , and put into force on
June 25 2010).°> Annexes added to the Agreement, particularly in 2017, granted Chinese
corporations exemptions from VAT, import and other taxis on imported goods for the
construction of projects, including locomotive engines and railway trains.°® To further
avoid pressure and criticism regarding dubious practices with foreign constructors, the
Law on Special Procedures was adopted in 2020.%

Serbian institutions remain weak in the local political climate and tradition, as the
decision-making process rests largely behind formal procedures and legal bodies. In these
and similar projects, with the apparent gains on the side of Chinese actors and losses on
the side of Serbian public interest, drivers coming from development strategy are getting
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weaker compared with those coming from domestic politics, such as ineffective political
institutions, autocratic political culture and system, and corruption on different levels.®®

Out of the relatively long list of such projects (Table 3), dominantly financed (85%,
mainly by Exim Bank of China) and performed by Chinese corporations, we focus on two
exemplary cases — the modernization of the Belgrade-Budapest railway and the upgrade
and building of a new block of the Kostolac lignite Thermal Power plant.

3.1. Belgrade-Budapest railway modification project

The Budapest-Belgrade railway is part of the train route from the Piraeus Port near Athens,
a connexion point between Europe, Asia and Africa, toward Central Europe and the EU
market (Figure 3). This route is essential for transferring freight trains with Chinese and other,
primarily Asian, export goods that will be assembled and distributed within the EU. For that
reason, the Chinese side saw the project as a freight train railway. On the Serbian side,
passenger routes and a speedy link toward Budapest and via Budapest, Western Europe, is
more important. The compromise was found in building two trails.

The modernization of the rail link between Belgrade and Budapest, 374 km long,
became a flagship project of the BRI. It has a section through Serbia totaling over 200 km
and through Hungary of 166 km. The first estimates pointed to a cost between €1.5 to
2 billion. Later, the price was set at €3.8 billion (around 2 billion for the Hungarian
portion and 1.8 for the Serbian).®” The project was initially agreed on at the 2013 “Sixteen
plus One” premiers’ meeting in Bucharest. At their next summit in Belgrade in
December 2014, China, Hungary and Serbia signed a Memorandum of
Understanding.”® However, although the beginning of modernization was announced
several times, the work of the consortium of China Railway International (CRI) and
China Communication Construction Company (CCCC) did not start before
November 2021.”'Russian companies were in charge of constructing two sections of
the project.””

Since the railway construction and modernization project was presented, the EU has
scrutinized and criticized it from the point of breaching many EU rules, being overpriced
and nontransparent (avoiding public tenders), and assigning Chinese companies a leading
role in its realization. Hungary was subjected to the investigation as an EU member state, and
Serbia was under political pressure as a candidate country. The Hungarian government
provided Chinese financing only by using the state of emergency during the pandemic. The
Exim Bank of China finances the project through a 20-year loan of US$1.8 billion to Hungary
and US$1.3 billion to Serbia (some sources mention US$1.6 billion). These loans support 85%
of the project’s cost in both countries, and the rest will be covered by the Serbian and
Hungarian governments (except for the Russian part on the Serbian side).

The technical and legal preparations went on, but the practical realization of the project did
not occur, although announced several times.”” The project remained a top priority, and Xi
Jinping named it a top project at the BRI Forum in May 2017. Nevertheless, due to its
complexity, the pandemic, EU pressure, and the incapacity of the Chinese companies in
Serbia, the work only started in 2021. During this process and its loopholes, Serbian officials,
followed by the confused media, kept pretending that the project was developing according to
plan, depriving the public of the reasoning behind the events. The economic driver on their
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side proved extremely strong and kept them “loyal” to the project and to China as the partner
in an important undertaking for Serbia’s connectivity with Western Europe.

3.2. The Kostolac Thermal Power Plant B construction and modernization saga

On August 20 , the Government of the PRC and the Government of the Republic of
Serbia made an Agreement on Economic and Technical Cooperation in the field of
Infrastructure to be enforced from June 25 2010. On December 17 2014, the Serbian
Ministry of Finance took a loan from the Chinese Exim Bank of US$ 608.2 million, with
a 2.5% interest rate on an annual level and a 20-year repayment period. The Chinese
government offered an obligatory national guarantee for the loan. Serbia must accept if
the bank cedes the contract to a third party. Also, China and Serbia may not resolve any
dispute, arbitration in Peking will be in charge, with Chinese laws as applicable laws. Both
parties must accept every court decision — without the right to appeal.”

Serbia established a strategic partnership with China in 2009. In February 2010,” the
Electric Power Industry of Serbia (EPS), Serbia’s state-owned major power utility com-
pany, and the China Machinery Engineering Corporation (CMEC) signed a US$1.25 bil-
lion preliminary contract for the redevelopment of the Kostolac Thermal Power Plant
(B1 and B2) and the construction of a new 350 MW block, B3. Under the contract terms,
according to Xinhua, CMEC will renew the plants and install a sulfur control utility. It
will also expand the capacity of the Drmno mine (one of the tri mines in the Kostolac
basin) to 12 million tons of lignite per year.”® In January 2012, the Exim Bank of China
approved a US$344 million loan for 85% of the costs, and the rest would be paid from the
Serbian national budget. Of the Chinese loan, US$176.31 million was for the moderniza-
tion of the existing blocks Kostolac B1 and B2; US$130.5 million for the construction of
the desulfurization unit; US$15.86 million for a small port on the Danube; and US
$21.96 million for railway infrastructure upgrade (Table 4).

In 2013 it was reported that construction on the new 350 MW unit at Kostolac would
begin the following year, with a completion date of 2019.”” In December 2014, it was
announced that China’s Exim Bank would finance the new B3 350 MW unit through
a US$ 608,2 million loan. The Government of Serbia will provide US$143 million,
covering 15% of the costs. In January 2015, the Serbian parliament ratified the
agreement.”® By June 20 2016, Serbia had pulled out more than US$71 million from
the total loan amount of US$608.2 million. Until that moment, the amount of penalty for
an unused loan paid to the Chinese bank amounted to US$ 867,000.”°

The Environmental Impact Assessment (EIA) study for the Kostolac project, done in
2013 and approved by the Serbian Ministry of Agriculture and Environmental
Protection, was legally disputed.®” The EIA addresses the impacts of a project on
human health and the environment and construction permits. Questioning the Study
and how it was approved, the non-governmental Centre for Environmental Protection
and Sustainable Development (CEKOR) sued the Ministry before the Administrative
Court in Serbia in May 2014. They disputed obligations toward Romania, which was not
asked for consent as the border is only 19 km from the TPP Kostolac. In late June 2016,
the Serbian Administrative Court ruled that the Ministry’s approval of the plant’s
environmental impact statement was illegitimate. According to the ruling, the decision
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did not contain justification for not considering the cross-border impact of the new plant
on Romania.

On November 23 2017, the EPS announced (for the third time) that construction
would begin on the B3 plant and that it would operate in 2020 “following the highest
environmental standards.”®'In response, environmental groups challenged the plant’s
EIA in court by requesting the building permit. According to Bankwatch, the only
document disclosed was a permit for the B3 desulfurization chimney dated July 2017,
before the environmental assessment was approved.®” There were numerous faults
regarding the preparation procedure.®” In September 2018, the CEKOR and CEE
Bankwatch submitted a complaint to the Energy Community Treaty Secretariat, saying
the country failed to require an environmental impact assessment for the expansion of
the Drmno mine that would feed the plant.** According to EPS, 85% of the construction
permits were provided, mostly in 2019.*

The subsequent developments of the project showed that the Chinese company was
three years late with the work, as the new B3 unit was to be opened in 2023.%° In a rare
expression of dissatisfaction toward the Chinese side not abiding by the agreements,
energy minister Zorana Mihajlovic summoned the CMEC’s leadership on March 18
2021, and criticized their work. According to a statement by the Ministry of Mining and
Energy, she insisted that CMEC’s deliveries being three years late with the project’s
development and delivering low-quality equipment was “unacceptable.”® Minister
Mihajlovic strongly urged the Chinese side to speed up the construction of a B3 plant
and compensate the Serbian side for the delays. CMEC’s general manager promised to
step up efforts to meet the agreed deadlines and complete the unit construction by the fall
of 2022, but this did not occur.

Furthermore, although the division of work should be shared between the Chinese and
local Serbian subcontractors stated in Annex 5 of the contract for Kostolac B3 construc-
tion, the given list of subcontractors has no company from Serbia. At the same time, only
two out of fifteen suppliers are domestic Serbian companies.®®

However, top-level political actors continued to court the Chinese side and partly tried
to improve the deal. According to the FONET agency, on July 17 2017, Prime Minister
Brnabic stated that the project for desulfurization in the B1 and B2 blocks in “Kostolac B”
was completed in cooperation with China. After visiting the facility, Brnabic and
Chairman of the Standing Committee of the 12th National People’s Congress of the
PRC Zhang pointed out that the trial work is underway and that a usage permit is
expected to be obtained soon.*

Contrary to the Serbian Prime Minister’s saying, in November 2022, the Higher Court
in Belgrade ruled in favor of the Renewables and Environmental Regulatory Institute
(RERI), ordering EPS to cut sulfur dioxide emissions at its coal power plants. The court
accepted medical evidence stating that sulfur dioxide can cause respiratory and cardio-
vascular diseases.”® The quality of work remains dubious as in 2020, the biggest emitter
among coal plants that produce 68.5% of the country’s electricity was Kostolac B, whose
SO2 emissions breached Serbia’s total National Emissions Reduction Plan (NERP) 2020
ceiling 1.74 times.”!

As of January 2018, EPS was obligated to reduce sulfur dioxide emissions from its
facilities, following NERP, which Serbia must obey as a party of the Energy Community
Treaty. However, the EPS’s statement from July 2022 revealed that the company might
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decide on early retirement for Kostolac A, in line with the National Energy Climate Plan,
which again strongly questions the deals done and financial commitments made toward
the Chinese side. The loans must be paid off, and the costs imposed by the deal is of no
concern to the Chinese partner.

In most actions, we observe domestic political drivers on the local communities’ level
that challenge hasty and environmentally careless state projects regardless of citizens’
interests. We also notice persistent resistance from the government and EPS. They are
pursuing energy security by prolonging the life of old lignite power plants and construct-
ing new ones while trying to escape the radar of the EU, local environmental NGOs, and
concerned citizens. Energy security prevails over other issues, and there, nontransparent
and speedy in approval, if not in realization, projects with China play a crucial role.

4. Conclusions

During the last ten years of the Sixteen plus One platform and the nine years of the BRI
presence in Europe, Serbia emerged and remained the nucleus of the PRC’s economic
and political presence in South-Eastern Europe. It showed active readiness to accept
economic cooperation through credit arrangements for infrastructure projects, trade,
FDI, and other ways of economic cooperation agreed upon on the top political level and
supported from there. Serbia deepened its partnership with China on different levels and
capacities via collaboration networks in culture, education, health, G4, police and
military, direct air flights, industrial zones, smart cities and other projects.

Using a pentagonal analytical framework, we establish that all five main drivers
contributed to the direction, substance, and dynamism in relations between Serbia and
China that occurred in the last decade. The economic and somewhat domestic political
drivers (top-level decisions about projects) were the main ones that existed with all the
local agents and their willingness to engage. In Serbia, there were also firm peace and
security issues connected with the PRC’s role in the UN Security Council regarding
Kosovo’s unilateral declaration of independence and China’s support for Serbia’s sover-
eignty. Fragile institutions and party-state political environment were fertile soil for
corruption and top to bottom decision-making with disregard for the participation of
the professional or general public when projects were concluded. Dubious practices and
often a strange subordination toward China’s financial rigidity and delayed and some-
what questionable quality of work occurred, but Serbia welcomed China’s initiatives in
search of economic development, upgrading the business environment and living stan-
dards, and attracting FDI. China remains one of the most favorable partners for the
Serbian government in achieving economic growth and technological advance through
digitalization and advanced technologies.

According to public opinion polls, most Serbian citizens consider China a friendly
country that generously assists Serbian economic development by offering various
projects and initiatives and, at the same time, defends Serbian national interests in
the UN Security Council and other international bodies. However, some local com-
munities and environmental groups protest and criticize the behavior of Chinese
corporations in their neighborhood. Similarly, Western-supported “China watchers”
and media are regularly very critical toward the general Chinese presence in Serbia,
with the same argumentation given by their central offices. Even though, today, most
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Serbians see China very positively and appreciate its recent economic and political
engagements in Serbia and globally. As they suffered from unlawful and brutal Western
intervention, most see China as a trustful friend and another pole in global affairs.
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