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Abstract

Over the past ten years, China’s growing investment in the Western Balkans has
drastically changed the geopolitical and economic landscape of the region. China has used the
16 + 1 initiative, as a major tool to increase its influence in Central and Eastern Europe. The
ramifications of China’s increasing foreign direct investment in the Balkans are examined in this
paper, with particular attention to how well it complies with EU regulations and international
investment law. As China tries to strike a balance between its relationship with the EU and
growing its influence in the Balkans, the convergence of the telecommunications, energy, and
foreign direct investment sectors has grown more significant. Green technologies, high
technologies, and infrastructure have been the main targets of Chinese investments in the area.
However, these investments have also raised concerns about public procurement practices,
environmental protection, and potential debt traps for the recipient countries. The interaction
between EU laws and Chinese investments in the Balkans is shaping FDI flows in the region.
While Chinese businesses may gain access to profitable markets by adhering to EU requirements,
EU member states might implement restrictions on Chinese FDI if perceived as threats to
regional industry or security. This paper aims to provide policymakers, researchers, and
investors with insights into the complex interplay between China’s FDI, regional development,
and international relations in the Balkans. The paper will use comparative legal analysis
methodology to examine China’s FDI practices in the Western Balkans and compare them with
EU regulations and international investment law to assess compliance. The analysis will include
one case study in Serbia. The paper would provide a comprehensive understanding of the complex
interplay between Chinese FDI, regional development, and international legal frameworks,
offering valuable insights for policymakers, researchers, and investors.
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1. The role and impact of foreign direct investment in the Balkan Region

Foreign direct investment (FDI) is widely seen as a driver of economic growth
in most countries, not only from a capital perspective but also due to its positive effects
on companies’ performance and competitiveness, growth in employment, and
productivity.? FDI plays a significant role in economic development and institutional
development may also affect this relationship. The significance of FDI is closely related
to the development of financial sectors and institutions, political stability, and the quality
of human capital.® The positive effects of FDI inflows are related to the increase of labor
productivity through technological transfers, management, and marketing proficiency
that enables long-term technological progress and economic growth.* The Western
Balkans have emerged as a strategic region for FDI, attracting increasing attention from
global investors due to their proximity to the European Union, skilled workforce, and
the competitive economic landscape. This has a positive effect on different aspects;
however, some legal loopholes and regulations need to be reviewed.

The Balkan countries are those located in the Balkan region, in Eastern Europe.
Some of these countries are Albania, Bosnia and Herzegovina, Bulgaria, Croatia,
Slovenia, Kosovo, Montenegro, North Macedonia, Serbia and Romania. The Western
Balkans countries in particular and transition economies, in general, are in direct need
of FDI inflows that would support infrastructural and other developmental projects that
could boost economic growth.®> A prime example of this is the Belgrade-Budapest high-
speed railway project because it could potentially transform Serbia and Hungary into
important logistics hubs, attracting further investments and economic opportunities in
the future.’ This major infrastructure initiative, funded primarily by China’s Belt and
Road Initiative, demonstrates how FDI can boost economic development in the region.

Economic growth in the Western Balkans is predicted by the World Bank to pick
up speed from 2.6% in 2023 to 3.3% in 2024 and then to 3.7% in 2025’. Increased
domestic investment and consumption, bolstered by expanding credit availability and
reducing pricing pressures, are the main drivers of this expansion. The job economy in
the area has improved, according to the report, with employment hitting a record high of
48.5% in June 20248 The Western Balkans' anticipated economic growth is the
consequence of a complicated interaction between internal variables, Chinese
investments, EU assistance, and foreign direct investment. Although these investments
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support employment and growth, they also bring with them difficulties that the area must
overcome to guarantee long-term, sustainable development.

In recent years all the economies of the Balkan region have been vigorously
seeking to draw the attention of foreign investors to the opportunities their economies
have offered in the form of foreign direct investments.® FDI inflows have significantly
increased in the Western Balkans, especially in nations like North Macedonia, Kosovo,
and Bosnia and Herzegovina. These nations’ FDI inflows increased dramatically
between 2020 and 2023 as compared to their long-term equilibrium values, suggesting
that they are becoming more and more appealing to international investorsi®.
Additionally, a large number of Balkan nations are undergoing economic transitions,
shifting from centrally planned to market-based systems. Therefore, FDI is essential to
this shift because it introduces market-oriented processes and technologies.!* Countries
offer incentives to foreign companies to attract FDI because it brings new technologies
and know-how, which can significantly boost productivity and competitiveness,
ultimately driving economic development.? Which affects the economic development
of the country.

The economies of the Western Balkans are developing and the benefits that
come from FDI are very large. FDI flows to developing economies can serve as a catalyst
for economic growth. Developing economies are associated with low levels of
productivity, leading, consequently, to low levels of wages, low levels of savings and
investments and leading again to low levels of productivity. An influx of foreign
investments as an injection helps developing economies break out of this ‘vicious
circle’.® In the Western Balkans, for example, Chinese investments in infrastructure
projects have not only increased physical connection but also brought in cutting-edge
technologies that boost operational efficiency. One instance is China Hegang’s purchase
of the Smederevo steel factory in Serbia, which turned around a faltering business and
produced about 5,000 jobs in only a single year!*. These investments tend to create
access to new technologies; and new management knowledge supplements national
savings, increases efficiency and production and this way get out of the uniform axis and
move towards economic growth and prosperity>. Which produces a positive impact in
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these countries.

Many factors influence FDI inflow trends such as labour costs and labour
productivity because it examines as one of the most important factors of attractiveness
for FDI in middle- and low-income countries. The impact of labour costs on FDI inflows
is relevant, since a significant part of it comes from taxes and social contributions. For
Chinese investors looking to lower manufacturing costs and create a possible economic
bridgehead into the European market, the Western Balkans offers a special opportunity.
Research indicates that China sees the area as a vital location for ‘advancing production
capacity cooperation’ by moving manufacturing bases there in order to save money on
labour and land. In particular, Chinese businesses invested an estimated $1.3 billion in
greenfield projects between 2011 and 2021, focusing on industries like the automobile
manufacturing sector'®. Particularly attractive labour costs are found in Serbia, which
has emerged as the main destination for Chinese investments in the region. Competitive
wage structures are offered in Serbia, and Chinese state-owned enterprises (SOES)
usually require 30-60% local subcontractor involvement, which enables Chinese firms
to take advantage of lower labour costs while also gaining a foothold in the European
economy. }’China’s economic calculations go beyond short-term labour cost reductions.
Chinese businesses may be able to take advantage of an economic bridgehead into the
European Union by investing in the Western Balkans in anticipation of these nations’
eventual EU membership. Because of this strategic posture, Chinese companies may
remain cost-competitive while becoming acquainted with EU market laws. In the end,
China’s investment strategy in the Western Balkans is an advanced method of taking
advantage of labour cost differences, advantageous geographic location, and long-term
goals for economic integration.

2. The Western Balkans as a critical geopolitical frontier

The Western Balkans is a geopolitically strategic region facing competing
partnerships with the EU, China, and other major players. Moreover, some of the
countries are already official EU candidate countries or NATO members®®, Encouraging
progress has been made in the past two decades in terms of regional cooperation and
advances towards eventual EU membership, and these trends are likely to continue,
boosting growth and investment. Significant convergence towards EU living standards
requires a major and sustained boost to productivity and investment.'® Additionally, the
escalation of geopolitical tensions with the prospect of the EU enlargement makes
connectivity a defining feature of European integration, which in turn facilitates trade
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and FDI in the region.? In the last few years, Balkan countries have sought to strengthen
economic ties with China through various means, including infrastructure projects, trade
agreements, and investment partnerships.

The influence of Chinese investment in the Western Balkans has led to
significant economic and political dynamics, particularly as local governments seek
alternatives to EU integration. The opening strategy supported by the Chinese
government, with lower labour costs and their depressed currency, has made China not
only the largest exporter but also the largest foreign investor in the last decade?. When
Western Balkan countries cooperate with non-EU countries, it is also to show that they
have alternatives to the EU. Some political actors in the Western Balkans use investment
partnerships to influence negotiations with the EU.22 This opens the floor for uncertainty
and legal loopholes at the time of investment.

Significant political and economic changes have resulted from Chinese
investment in the Western Balkans, especially as local governments look for alternatives
to EU membership. The Belgrade-Budapest Railway project is a noteworthy illustration
of this, highlighting the potential as well as the difficulties presented by Chinese
investments in the area.?® The railway project intends to improve connectivity between
Serbia and Hungary, increasing trade and transit throughout the region. It is mainly
financed by a €2.1 billion loan from China. This project is a crucial part of China’s Belt
and Road Initiative (BRI), which aims to expand China economic footprint through
infrastructure investments.?* Local elites in Serbia have used this partnership with China
as a political tool to bolster their position domestically and in negotiations with the EU.
By showcasing successful projects with non-EU partners, they can argue for greater
autonomy in decision-making and push back against EU demands for reforms related to
democracy and the rule of law.? In addition to strengthening their internal political
influence, Serbian elites are successfully navigating and negotiating with the EU through
their ties with China. They may resist outside influences and keep a positive reputation
among their constituents by portraying their collaboration with China as a source of
national strength and progress. Smaller countries like Serbia aim to exploit their strategic
advantages in the face of conflicting global influences, illustrating the complexity of
international relations.

The Western Balkans countries are still facing a lack of transparency in public
procurement; foreign investors are also still facing various and long bureaucratic delays.
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The judicial system functions inefficiently by not judging business cases at a certain time
and impartially. This means that the judiciary is still under the influence of government
officials and political interests.?® Likewise, the Western Balkans countries are facing
high levels of corruption at the political and public level; therefore, the governments of
the countries of the region should, as soon as possible, through concrete actions, increase
accountability and make restrictions on governments influencing personal or political
benefits. To foreign or domestic investments. All these weaknesses have a negative
impact on the perception of foreign investors and the business climate in these countries
and this creates a bad picture in encouraging FDI.?” These issues create an unfavourable
perception among foreign investors, affecting the investment strategies of both China
and the European Union (EU) in the region.

Through its Belt and Road Initiative, China has made significant investments in
the Western Balkans, concentrating on energy infrastructure, highways, and railroads.
However, there are frequently issues with these investments, such as debt dependency,
because recipient nations may accumulate unmanageable debt as a result of Chinese
financing for infrastructure projects?®. For instance, concerns over financial sovereignty
have been raised by Montenegro’s debt from Chinese loans?®. Additionally,
environmental and Labor Standards because public outcry over Chinese projects’
disregard for labour rights and environmental laws has damaged China’s reputation as a
conscientious investor.

The most prominent factor for extra-EU investors, mostly for China, is that the
Western Balkans, as candidate countries to the EU, have a unique position because
specific trade and FDI restrictions do not apply to them, but access to the European
market is available®. The Balkans are in the midst of their long accession process into
the EU, and the process was designed to facilitate gradual adaptation of EU laws. For
instance, the European Bank for Reconstruction and Development ‘EBRD’ was
accordingly designed as a means for funding acceding countries’ adaptation of those EU
laws.®! EBRD funding is designed to encourage these candidates to adopt EU laws.
Though, China is offering a more favourable alternative for funding for earlier
accession.

The economic and financial crisis of 2008 disrupted the EU’s enlargement policy
for the Western Balkans. Since that time, the region has seen greater involvement by
economic actors from non-EU countries such as China, Russia, Turkey, and the United
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Arab Emirates (UAE). Their engagement has been most evident in the areas of direct
investment, trade, and energy security®. The six Western Balkans countries have strong
economic potential but face a major convergence challenge about comparator countries
in the European Union. For instance, Gulf states like the UAE and Turkey have made
significant investments in infrastructure and energy in the Western Balkans. Alcazar
Energy Partners, based in Dubai, is investing heavily in the energy business in the
Western Balkans. The business plans to build a 1.6GW wind power pipeline on Serbia,
Montenegro, and North Macedonia®. These investments show how Gulf governments
are becoming more interested in the energy and infrastructure sectors of the Western
Balkans, which could help close the vacuum created by the EU's shattered enlargement
program after the 2008 crisis.

Since the Global Financial Crisis (GFC) of 2008, the presence of China has
become increasingly visible through investment in infrastructure, notably in transport,
energy, and industrial production, as well as the development of the Balkan Silk
Road**. Within the framework of its Belt and Road Initiative, China is primarily active
in the Western Balkans in the areas of infrastructure development, mining and the energy
sector. China’s economic presence in the Western Balkans Six countries of Albania,
Bosnia & Herzegovina, Kosovo, Montenegro, North Macedonia, and Serbia is framed
in terms of the Belt and Road Initiative. However, that BRI does not have any basis in
public international law. This means that China has entered into a memorandum of
understanding (MoUs) and other cooperative agreements with numerous BRI states.

Every BRI state has its investment system comprising specific investment rules
or being based on general law. Neither China nor any other BRI country has enacted real
BRI laws or regulations with specific BRI relevance. Consequently, the academic and
non-academic discussion on BRI-related legal aspects has only been able to do two
things: either assess the current status of the law in different BRI states or the
international treaties between them®. China has not enacted any special BRI law®. This
means that China’s regulations governing outbound investments, therefore, also apply
to BRI-related investments.

Despite the many advantages of China’s economic engagement, both for China
and the EU and Western Balkans countries themselves, the model of Chinese
engagement can run contrary to the EU’s reform agenda.®” The escalation of geopolitical
tensions with the prospect of the European Union enlargement makes connectivity a
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defining feature of European integration, which, in turn, facilitates trade and FDI in the
region®®. The emphasis on connectivity in the EU enlargement strategy serves as a
counterbalance to China’s influence, aiming to strengthen economic ties and integration
with the Western Balkans. However, China’s economic engagement in the Western
Balkans offers advantages to both China and the region. It provides much-needed capital
and infrastructure development for the Western Balkan countries.

All this data points to the growth of China’s economic engagement in the
Western Balkans, especially in Serbia, which benefits the most from investments in
absolute terms. As the investments are mostly loans, countries have to provide state
guarantees for the projects, which can create dependencies in strategic sectors, such as
energy and infrastructure®. Out of a total of 136 projects led by China in the Western
Balkans between 2013 and 2021, 61 were implemented or agreed upon in Serbia with a
value of €18.77 billion®. Bosnia-Herzegovina is in second place. Additionally, looking
at China’s activities in 2020 in the countries of the former 17 + 1 initiative, it is clear
that the total value of Chinese projects in the Western Balkans is more than half of all
allocated funds, for instance, €1.4 billion in the Western Balkans and €1.38 billion in the
remaining 17 + 1 countries®:. The majority of these investments are loans, which can
reach the value of 18% of the gross domestic product in Montenegro, 12% in Serbia,
10% in Bosnia-Herzegovina, and 7% in North Macedonia*. This gives an idea of the
amount of money that China is investing in the Western Balkans.

According to official World Bank and IMF reports, Montenegro borrowed $944
million from China's Export-Import Bank in 2014 to finance the construction of the first
section of the Bar-Boljare highway.* This amount is around one-fifth of Montenegro's
GDP in 2019%. Due in large part to this loan, Montenegro's national debt skyrocketed to
103% of GDP, much above the Maastricht convergence requirements for prospective
EU members. Concerns regarding the project's effects on Montenegro's ability to sustain
its debt have been raised by the World Bank and IMF. Through a hedging deal,
Montenegro restructured its debt with Western banks in 2021, potentially saving up to
€8 million annually by lowering the interest rate from 2% to 0.88%%. But in 2023,
Montenegro made the decision to stop this hedging.
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These investments can further undermine the already fragile rule of law and also
create environmental problems. The controversial Bar-Boljare highway project in
Montenegro financed by the Chinese Exim Bank and implemented by Chinese
construction companies had plunged Montenegro into a debt crisis. As a result, it needed
help from the European Commission and a group of Western banks to protect itself from
currency fluctuations and to be able to meet the repayment schedule*. The project has
also had negative consequences for the environment. The River Tara had to be diverted,
resulting in the deposition of sediments, which has consequences for the fish
population*’. This gives an idea that investments from these countries can increase the
risk in different perspectives, which could have a negative impact on the development
of the rule of law and democracy in the Western Balkans, such as environmental
problems but also in strategic sectors, such as technology.

The 17 + 1 framework has obvious antecedents in China’s experiences with
‘South-South’ cooperation in Africa and Latin America, as does the financing model that
China prefers for infrastructure development in 17 + 1 countries. The fundamental
formula for this model is state-guaranteed finance linked to contract guarantees for
Chinese companies*. Even though, from China’s perspective, international relations in
the Western Balkans are quite complicated. The region is far from China; its consistent
policy since 2012 has been pragmatic cooperation in the region while refraining from
involvement in the regional geopolitical rivalry®. Specifically, China seeks cooperation
in areas of diplomacy, trade, investment, science, and technology. Therefore, it is
important to talk about the impact on EU accession.

3. Copenhagen criteria: shaping regional cooperation and EU readiness

The EU introduced the Copenhagen Criterion to ensure that the Balkans
maintain regional cooperation and good neighbourly relations. To become members of
the European Union, the Balkan countries need to fulfil the Copenhagen criteria entailing
political, economic, administrative, and institutional reforms®. The criteria set
conditionalities for good governance, stability of institutions, effective rule of law,
respect for human rights, and a functioning market economy. This criterion stems from
the above-mentioned objective of fostering peace and stability in the Western Balkans
but also serves to ensure that the EU does not import outstanding bilateral conflicts when
accepting new members®t. The accession process is rigorous and time-consuming. For
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example, Montenegro, which began negotiations in 2012, aims to achieve EU
membership by 2028°2. The EU’s approach to enlargement has become more
individualised, with countries progressing at different rates based on their own merits
and progress.

The implicit principle in the rule of law initiative of the 2018 EU-Western
Balkans strategy is that a clear track record in the fight against corruption and organised
crime at the highest level is required, to show true commitment towards meeting the core
EU membership criteria regarding both the rule of law and the overall Copenhagen
criteria if countries want to be taken seriously in their bids to join the EU®3. It is necessary
to talk about China’s strategic interest in the Western Balkans. As a result, the EU faces
the challenge of maintaining its influence and reform agenda in the region while
competing with China’s less demanding approach to investment and cooperation.

The deficient rule of law in the Western Balkans enables investments that
exacerbate ‘state capture’, which refers to a process in which political actors infiltrate
state structures with the help of client list networks and use these state structures as a
mantle to hide their corrupt actions®. Such funds are called ‘corrosive capital”, which
can be either in the form of equity or loans, which exploits and potentially reinforces
weaknesses in the system. Close relationships among elites who circumvent the
competition rules applicable to public procurement procedures contribute to the non-
transparency of investment practices®®. A serious systemic issue that jeopardises
democratic governance, economic transparency, and sustainable development is the
widespread practice of state capture in the Western Balkans. These networks foster an
atmosphere where foreign investments can be carefully diverted to serve narrow interests
rather than wider societal advantages by allowing powerful political and economic actors
to manipulate state institutions for their own profit. In addition to distorting economic
competition, the breakdown of institutional integrity feeds a corrupt cycle that obstructs
real economic advancement and jeopardises the region’s chances for significant
structural change.

4. China’s economic footprint in the Western Balkans: strategic interests
and market access

China is the largest partner for the EU’s imports and the second-largest partner
for its exports.>® China has invested heavily in the Western Balkans, with an average of
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$1 billion annually since 2011.°" The region is strategically important for China's Belt
and Road Initiative, serving as a gateway to EU markets. The Balkan infrastructure
market has an important role as an emerging market with large investment opportunities.
Government governance and legal regulations in the Balkan countries are moving closer
to EU standards. Chinese companies operating in the Western Balkans can familiarise
themselves with EU market rules and gain market access, accumulating experience to
enter the EU market.%® The first is the market advantage of the Balkans. Although most
of the Balkan countries have not joined the EU yet, they are backed by and deeply
embedded in the EU market in terms of systems and rules, facilitating trade, and
investment. China offers economic development without the stringent rules attached to
the EU’s conditionality; then the effectiveness of the EU’s conditionality is reduced
because of the availability of alternatives®. For instance, the 2014 completion of the
Pupin Bridge project in Serbia by the China Road and Bridge Corporation is a perfect
illustration of this tactic. As China’s first significant infrastructure investment in Europe,
this project enabled Chinese state-owned businesses to become acquainted with EU laws
and standards while competing in a less cutthroat market.

The Chinese model, formerly based on its five core principles and embodied
within the 16 + 1 framework, seems to attract considerable attention to the Western
Balkans countries and could potentially weaken the EU’s policy towards the region.
These principles are: 1) Mutual respect for sovereignty and territorial integrity, 2)
Mutual non-aggression, 3) Non-interference in each other’s internal affairs, 4) Equality
and mutual benefit, 5) Peaceful coexistence®®. Aside from its five principles, China
demands no additional preconditions and promotes the so-called no strings attached
principle along with its trade and investments, which has been widely claimed as the
reason for its successful global economic strategy.®* This approach could potentially
weaken the EU’s policy towards the region by reducing the effectiveness of EU
conditionality. With China offering an alternative source of investment and support,
Western Balkan countries may feel less pressure to implement EU-mandated reforms.

Since China’s 2001 accession to the WTO, it has practised its ‘Go Global
strategy’ to encourage firms to find resources and markets offshore and expand business
abroad. The Belt and Road Initiative put forward in 2013 is regarded as ‘Go Globally
2.0’. On the one hand, BRI is driven by the requirement of domestic economic
development. On the other hand, it is driven by the response to the geopolitical and geo-
economic challenges facing China in the international arena.®> The WTO provides a set
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of rules, safeguards, and mechanisms for the conduct of international trade in goods and
services. It is even more useful for small countries, for which multilateral rule
negotiations would be much preferable to bilateral negotiations in which bigger
countries would have the upper hand®. The WTO provides a legal framework that
protects the trade rights of member countries, providing them with security and stability
in their trade relations with other countries. However, China’s investments in the
Western Balkans are mostly agreed upon bilaterally, even though the WTO offers an
international framework for trade negotiations®. Smaller Balkan nations may lose out in
negotiations as a result of China’s increased ability to use its economic might.

The Beltand Road Initiative is a massive Chinese infrastructure project that aims
to stretch around the globe. China’s Belt and Road Initiative, sometimes referred to as
the New Silk Road, is one of the most ambitious infrastructure projects ever conceived®.
The BRI is a geo-economic project rather than a geopolitical project. From China’s
perspective, the CEECs are important economic partners with great potential in terms of
trade and investment. The special geographic location of CEECs can facilitate trade
flows between China and Europe®. In addition, the interconnection of CEECs may
present opportunities for infrastructure cooperation. The Western Balkans countries
share a European perspective with their neighbours in the EU, including concerns for the
stability and prosperity of the region. Moreover, Albania, Montenegro, and North
Macedonia are full members of NATO, again sharing common interests with the EU as
well as the United States, although the United States is not fully compatible with those
of the European Union®’. The BRI leverages the strategic geographic location of CEECs
to facilitate trade between China and Europe, while also presenting opportunities for
infrastructure cooperation. It also highlights the delicate balance Western Balkan
countries must maintain between their European perspective and the economic
opportunities presented by China’s BRI.

While some Balkan countries have made efforts to attract foreign investment,
there are indeed challenges related to laws and regulations that can affect Chinese
companies investing in the region. In some Balkan countries, laws and regulations
related to foreign investment are incomplete or ambiguous. This can make it difficult for
Chinese companies to understand their rights and obligations, and may increase the risk
of litigation. For example, in Bulgaria, the foreign investment law does not clearly define
the concept of ‘foreign investor’.®® This can create uncertainty about who is subject to
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foreign investment laws. In some Balkan countries, there are limitations on foreign
investment in certain sectors. In Albania, foreign investment is prohibited in the defence
sector.®® These limitations may prevent Chinese companies from investing in sectors that
are key to their growth strategy.

Chinese companies also face other legal challenges, such as the lack of
transparency in government regulations and processes. As well as the lack of protection
of intellectual property rights. These challenges may make it difficult for Chinese
companies to do business efficiently and profitably in the Balkan countries. To mitigate
these risks, Chinese companies should conduct thorough research into the laws and
regulations of the Balkan countries, in which they plan to invest. In addition, Chinese
companies can support the efforts of Balkan governments to improve the investment
climate. This includes supporting the reform of laws and regulations, fighting corruption,
and protecting intellectual property rights. To mitigate these risks, Chinese companies
should conduct thorough research into local laws and ensure compliance with all
regulatory requirements before initiating projects. Supporting government efforts to
improve transparency and streamline regulations could also reduce legal uncertainties.

5. Legal challenges and EU accession: China’s impact on Western Balkan
regulations

A significant increase in foreign direct flows had positive effects on the entire
economic and political environment of countries in the region, increasing their
competitiveness level.”” China’s increasing presence in the Western Balkans creates
cross-conditionality and increases real and perceived opportunity costs for adopting EU
policies. To illustrate, Chinese investors find loose regulation practices, flexible public
procurement rules and labour law regulations present across the Balkans a comfortable
climate in which to operate. Equally, more stringent EU standards and regulations for
investing, serving to protect the financial sustainability of projects, often do not apply to
Western Balkans countries, which makes regional markets more open for FDIs and loans
from China.

Establishing a robust rule of law is a major obstacle for the Western Balkans,
impeding their capacity to draw in foreign direct investment, prosper economically, and
develop sustainably. When contrasting Chinese and EU approaches to regional
investment, these difficulties become very apparent. For example, Chinese-funded
infrastructure projects in Serbia have frequently favoured Chinese enterprises by
circumventing national restrictions on public procurement™. The prerequisites for EU
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accession, which place a strong emphasis on the value of open and equitable public
procurement procedures, are in conflict with this practice. Furthermore, the region’s
court system and inspection agencies frequently fall short in their efforts to adequately
look into and punish Chinese enterprises’ noncompliance. The rule of law is threatened
by the unequal playing field for investors caused by the inconsistent application of the
law and the lax regulatory environment. On the other hand, the EU has prioritised
bolstering the rule of law in its Western Balkan expansion plans. In order to establish a
more stable and predictable economic environment, the EU is supporting anti-corruption
initiatives and judicial reforms. However, political elites’ lack of commitment to fully
applying rule of law principles has contributed to the slow pace of change. "*Because of
this circumstance, China has been able to present itself as a strategic investor that stays
out of domestic politics and is prepared to ignore problems like state assistance,
corruption, or labour regulations.

Foreign direct investment, technology transfer, and the rule of law are major
issues for the Western Balkans, especially in light of Chinese investments and EU
membership. The rule of law is threatened in the region by judicial institutions that are
weak, rampant corruption, and uneven application of the law.”. This fosters an
atmosphere in which foreign direct investment, especially that from China, frequently
evades national public procurement procedures and lacks transparency. Limited foreign
direct investment in high-value industrial sectors, with the majority of investments
concentrated on real estate and construction, impedes the transfer of technology. Labour
laws are often inadequately enforced, leading to substandard working conditions.

Two major sectors in which China is participating in projects in the Western
Balkans region are the transportation infrastructure and energy sectors. The Port of
Piraeus in Greece is a vital gateway for Chinese commaodities entering Europe, which is
the main reason behind China’s strategic investments in transportation infrastructure in
the Western Balkans. The goal of China’s larger Belt and Road Initiative, which focuses
on enhancing regional infrastructure, is to establish effective trade routes between Asia
and Europe. One excellent illustration of this tactic is the China-Europe Land-Sea
Express Line. Compared to conventional routes, this multimodal transportation route
cuts transit times by 7 to 10 days by connecting the Port of Piraeus to inland European
locations™. The China-Europe Land-Sea Express Line thus represents a complex
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interplay of FDI, infrastructure development, and legal frameworks, requiring careful
navigation of both Chinese and EU regulations and standards.

6. Serbia’s Balancing Act Chinese FDI Security Cooperation and EU
aspirations

Serbia has been the centre of many geopolitical conflicts due to its strategic
position in the centre of Europe and at the confluence of Eastern and Western cultures.
China has proven that FDI in Serbia does not impose conditions on investments like the
EU, and it allows the Serbians to dictate certain terms’. Except for Serbia, China’s
security and law enforcement cooperation in the Western Balkans is limited.

In recent years, Serbia became the first European nation to sign a free trade
agreement with Beijing in October 2023, marking a considerable expansion of its
relationship with China in recent years’’. Serbia has implemented Huawei’s ‘Safe City’
monitoring system in Belgrade and bought Chinese military hardware as part of this
commercial partnership’®. Serious questions concerning privacy rights and possible
government spying have been raised by the installation of 8,000 high-definition cameras
with facial recognition technology. These changes have an impact on Serbia’s EU
accession process because they frequently go against EU laws pertaining to data
protection, public procurement, and human rights’®. The rule of law is further
undermined by the Safe City project’s lack of openness, as Serbian officials are allegedly
preventing requests for freedom of information. Concerns over labour practices have
also been raised by the flood of Chinese investments, as seen by claims of poor working
conditions at Chinese-run projects. There are concerns about the long-term effects on
Serbia’s legal system, labour standards, and democratic institutions, as it strikes a
balance between its commercial interests with China and its ambitions to join the EU.

It is reportedly considering Huawei as a partner in rolling out its 5G network. In
a U.S.-brokered September 4, 2020, commitment to normalise economic relations with
Kosovo, Serbia pledged to remove 5G equipment provided by ‘distrusted vendors’ like
Huawei from its mobile networks and to prohibit such vendors from bidding in the
future®. Meanwhile, Serbia’s cooperation with Huawei in other areas has continued.
Interior ministers from China and Serbia have signed a memorandum of understanding
allowing for joint exercises of special police units and cooperation on cybercrime and
antiterrorism.
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The controversy surrounding Huawei has had a significant impact on its
operation in Serbia. At a legal level, problems and legal loopholes related to the company
have been raised in the country. First, Huawei has faced accusations of espionage and
security concerns in several countries, leading some governments to restrict or ban the
use of its products on their telecommunications networks. This has created uncertainty
in Serbia and raised questions about the security of Huawei networks and equipment
used in the country. Furthermore, the controversy has also affected diplomatic relations
between Serbia and other countries. Some countries allied with the United States have
pressured Serbia to prevent Huawei’s involvement in the development of its
telecommunications infrastructure. This has created tensions and made decision-making
difficult regarding Huawei’s involvement in key projects in Serbia. In short, the
controversy surrounding Huawei has created legal problems and loopholes in its
operation in Serbia. These issues include security concerns, restrictions imposed by other
countries, and diplomatic tensions.

Concerns about corruption have been raised by the project’s lack of openness,
which includes covert agreements with people connected to the state-owned Telekom
Srbija®. Despite agreements to exclude ‘distrusted vendors’ in 5G networks, Serbia’s
ongoing relationship with Huawei makes it more difficult for the country to join the EU
and comply with EU data protection regulations. Initiatives spearheaded by human rights
scholars and activists call for public discussion and implementation of Serbia’s privacy
regulations, which are based on the EU’s GDPR®2. These legal and human rights issues
are made worse by the Serbian government’s unwillingness to provide information about
the project and its noncompliance with data protection standards evaluated by the
Serbian Data Protection Commissioner.

The legal problems and legal loopholes in Huawei’s operation in Serbia refer to
the closure of its office in Belgrade and the cancellation of the more than 160 contracts
it had in the country®. These problems are due to the Serbian government’s decision not
to allow the expansion of Chinese Network telephony in Europe through anti-
authoritarian legislation. This legislation prevents companies like Huawei from
obtaining licenses and contracts in Serbia and other parts of the world. This is a clear
extension of the tensions between the States.

Additionally, Balkan countries have implemented policies to attract foreign
investment and encourage technology transfer. These policies may include tax
incentives, business creation facilities, intellectual property protection, and access to
local markets. Huawei has established an Innovation and Digital Development Center in
Belgrade, aiming to foster local talent and startups®. This aligns with the broader goal
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of technology transfer in the region. The foreign investment and technology transfer
regime in the Balkan countries will refer to the specific rules and conditions that exist in
each of the Balkan countries regarding foreign investments and technology transfer.
These rules vary from country to country and are based on the economic, social, and
political policies of each of them. Huawei has established an Innovation and Digital
Development Center in Belgrade, aiming to foster local talent and startups®. This aligns
with the broader goal of technology transfer in the region. Which means Huawei’s
involvement in projects like the State Data Center in Kragujevac and the Smart City
initiative contributes to Serbia’s digital infrastructure. However, Huawei’s strong
presence in Serbia’s telecommunications sector may limit competition and create
dependencies on a single foreign provider. Therefore, the Huawei case highlights the
challenges Balkan countries face in balancing the benefits of foreign investment and
technology transfer with the need for transparency, data protection, and alignment with
EU standards.

7. Conclusion

The Balkan region has experienced economic growth in recent years and has
attracted foreign investment and technology transfer. The evolving foreign investment
landscape between China and the Balkans presents both opportunities and challenges for
the stakeholders involved. By understanding the intricacies of China’s foreign
investment laws and their implications, Balkan countries can make informed decisions
and create mutually beneficial investment partnerships with China. This paper intends
to shed light on the legal dimensions of foreign investment interactions between China
and the Balkans, offering insights for policymakers and researchers to navigate this
complex landscape effectively.

In the case of China, it has entered into numerous bilateral treaties and other
arrangements with BRI states. It is important to re-define BRI goals and a widely
communicated implementation strategy. The central Chinese government has to consider
how this treaty network can be improved in support of BRI. To create a friendlier
environment in terms of investment with China. Nonetheless, the problem related to
foreign investment in the Western Balkans is primarily weak legal and political
structures. Chinese state-owned enterprises have proven that they can build according to
EU standards and win tenders. Key actions will be needed at the country level, both to
implement the regional agenda and to improve the investment climate on individual
country assessments. More effort at attracting private sector investment within a sound
regulatory framework and furthering regional cooperation could help alleviate current
and future legal loopholes. Governments need to ensure that public-private partnerships
are undertaken in an open, transparent, and competitive setting with transparent
government guarantees.

States in the region must develop and implement clear policies on contract
transparency, not only for Chinese investments but for all foreign investments. Policies
for environmental preservation and digital security are essential, particularly in light of
worries that certain Chinese-funded projects conflict with EU environmental objectives.
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Environmental issues were raised, for example, by the Bar-Boljare highway project in
Montenegro. Strong screening procedures for foreign investments, akin to those in the
EU, might be put in place to assist reduce these risks. It is oversimplified to categorize
all Chinese investments as "debt trap" diplomacy. The situation regarding China's
investment in the Western Balkans is indeed more nuanced. While China has contributed
significantly to the region's infrastructure development, the EU remains the dominant
economic partner. Chinese investments have addressed infrastructure gaps, particularly
in transportation and energy sectors, but these projects often lack transparency and may
not align with EU standards. This complex landscape highlights the delicate balance
between leveraging Chinese investment for development and maintaining alignment
with EU norms and accession goals.

The complicated difficulties Balkan nations have in striking a balance between
foreign investments, geopolitical interests, and EU aspirations are best shown by
Serbia’s situation with Huawei. Serbia has opened a tech centre and maintained existing
contracts with Huawei, despite accepting agreements to restrict the use of ‘mistrusted
vendors’ in 5G networks. This circumstance emphasises the necessity of more
transparent regulations for technology collaborations and foreign direct investment. By
addressing these legal and regulatory gaps, Serbia and other Western Balkan nations can
better manage the complexities of foreign investments while safeguarding their
economic sovereignty and advancing their EU membership ambitions. Balancing
economic opportunities from China with adherence to EU principles will be essential for
sustainable development and regional stability.

In order to balance Chinese investments with EU integration aspirations, the
Balkan region must carefully navigate a number of legal challenges, such as regulatory
alignment with EU standards, the implementation of strong screening mechanisms for
foreign direct investment, and adherence to EU public procurement rules. The region
must strengthen its legal frameworks to address issues like labour law violations,
environmental regulations, and anti-corruption measures, especially in sectors like
electricity and telecommunications. Balkan countries must create comprehensive legal
structures that can effectively manage foreign investments while aligning with EU
accession requirements, improve transparency in investment deals, and strengthen
enforcement mechanisms for existing laws. Additionally, fostering regional legal
cooperation is essential to address common challenges posed by foreign investments and
to present a cohesive strategy for EU integration. The region’s future growth and its path
to EU membership will be greatly impacted by the effectiveness of these legal reforms
and their execution.
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