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elcome assistance

Chinese investment acts as a powerful growth stimulus
for Southeast European economies

he period after the global

financial and economic

crisis in 2008 has been

characterized by an
aggravation of geoeconomic con-
frontation, mainly as the
response of the United States to
China’s transformation into a
global economic power. The
dimensions of this transforma-
tion include the increase of Chi-
na’s GDP, dominance in
international trade flows, and the
expansion of Chinese investment
abroad. With the US response,
the liberal model of the interna-
tional economy has gradually
been replaced by increasing
restrictions on both international
trade and cross-border invest-
ment. Chinese overseas invest-
ment is already subject to a
permission regime in a number of
developed countries, which is a
step backward in the liberal eco-
nomic paradigm that has guided
the international economy for
more than six decades.

Critics accuse the China-pro-
posed Belt and Road Initiative of
all kinds of sins. In Southeast
Europe, however, it bears fruit in
a very unstable economic envi-
ronment caused by the COVID-19
pandemic, the conflict in Ukraine
and others. Any analysis of the
scope and specifics of the Chinese
investments in this constantly
geopolitically unstable region
should convince even the most
prejudiced critics of their vital
role.

China’s overseas investments
are not conventional cross-border
investments, which are mostly
profit-driven activities. What
makes Chinese investments dif-
ferent is the long-term economic
benefits of well-planned activi-
ties, supported in most cases by
the Chinese government. At the
same time, this is exactly what
makes them desired, sought after
and encouraged in Southeast
Europe.

Unlike the US and some large
economies in the European
Union, in Southeast Europe, there
is still no departure from the
principle of free movement of
capital, with no mandatory moni-
toring or permission regime
introduced for the investments
from abroad, including China.

The economic growth of the
relatively small and open econo-
mies in Southeast Europe (with
the exception of Turkey) is highly
dependent on the inflow of for-
eign direct investment. These

countries are not particularly
rich in raw materials. Suffering
from chronic political instability,
the countries have smaller mar-
kets and populations. Thus, the
region appears unattractive to
most foreign investors while local
investment is weak. This makes
them dependent on public invest-
ment and external financing by
the World Bank, the European
Bank for Reconstruction and
Development and other institu-
tions. The foreign direct invest-
ment decrease since the global
financial crisis has led to slower
growth and increased social
problems, which the pandemic
has compounded by further slow-
ing growth and hitting the stan-
dard of living. In 2020, the FDI in
Southeast Europe decreased sig-
nificantly — by 32 percent —
much worse than the global aver-
age and that in other regions.

In this environment, Chinese
investment is a powerful stimulus
for Southeast European econo-
mies. The Belt and Road Initiative
has enabled the implementation
of large-scale projects with high
economic potential.

China is a significant investor
in the Serbian economy with the
financial sector at the forefront.
In 2017, the Bank of China opened
a branch in Serbia, becoming the
first Chinese bank to operate in
the country. In 2019, Serbia
received the highest amount of
Chinese foreign investment of
any Southeast European country.
Projects include the construction
of the Mihajlo Pupin Bridge, a
thermal power plant in Kostolac,
the Corridor 11 highway and rail-
way modernization. There are
also projects with the participa-
tion of local and European com-
panies, mergers and takeovers in
the raw materials sector such as
iron and copper. An advantage of
the Chinese investments in the
region is their integration with
European investments in the
recent years, which has signifi-
cantly increased their synergy
and effect.

In Montenegro, the construc-
tion project of the Bar-Boljare
highway with $890 million loan
from China is emblematic. In
Romania, significant investments
have been made by large Chinese
companies — a $30 million
project has been implemented in
the automotive industry, for
instance.

Chinese investments are close
to 20 percent of the investments

in Albania, in sectors such as the
mining industry and airports
management.

An increasing number of Chi-
nese companies are operating in
Turkey. For example, the Turkish
subsidiary of Industrial and Com-
mercial Bank of China invests in
financial services. And in the
communication sector, Chinese
manufacturers have begun pro-
ducing smartphones. Turkey acts
as a bridge to the markets of Cen-
tral Asian and Arab countries. In
Greece, strategic investments
have already been made in infra-
structure. The port of Piraeus
invested by China’s COSCO has
the ambition to become the larg-
est European port.

The green transition — a com-
mitment of the region — opens
up a huge space for expansion of
trade and investment from Chi-
na. It would hardly be an exag-
geration to say that the green
transition in the region depends
to alarge extent on trade and
investment relations with China.
Chinese investments play more
and more significant role in the
construction of photovoltaic
parks, and in refineries and pet-
rochemicals in the Black Sea
region. Hydropower is also of
interest to Chinese State-owned
companies investing in the
region.

The positive performance of
the Chinese investments further
motivates the governments in the
region to boost foreign invest-
ments, with legislation over the
last two years to encourage and
give greater convenience to for-
eign investments. For example, a
new Law on Strategic Investment
has been adopted in North Mace-
donia. Romania has expanded its
state aid program to encourage
investments in underdeveloped
regions and the employment
there. In Serbia, a special hand-
book has even been developed for
Chinese investors to ease their
entry into the country.

Yes, Southeast European coun-
tries welcome Chinese invest-
ments.

The author is professor in the Eco-
nomic Research Institute at the
Bulgarian Academy of Sciences
and former deputy prime minis-
ter of Bulgaria. The author con-
tributed this article to China
Watch, a think tank powered by
China Daily. The views do not
necessarily reflect those of China
Daily.
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Costs of exorbitant privilege

World is paying the price for the self-serving quick-fix
dollar-issuing of the US

t this time of challenging

political and economic

instability, it is necessary

to pay attention to the
role that the United States plays in
the international monetary and
financial system and the repercus-
sions of its actions on other coun-
tries. Several countries face
problems such as inflation, an ener-
gy supply shortage, economic stag-
nation and high unemployment
due to the unilateral decisions of
the US government.

It is worth remembering that
since the Bretton Woods Agree-
ment in 1944, the US has gained an
“exorbitant privilege” in the world’s
financial system, as its currency has
become the backbone of the world
economy. Between 1944 and 1971,
the fixed parity of $35 per one Troy
ounce of gold was in force, from
which the parity of the currencies
of other countries was fixed. The
end of the fixed parity in 1971 only
reinforced this privilege. Since
then, the issuance of dollars has
taken place without any control. To
gauge what this means, consider
that the current price of the Troy
ounce of gold against the dollar is
around $1,700. While the rest of the
world has to work hard to create
the value of $100, the US govern-
ment establishes this value with
just an “enter” in the scriptural cur-
rency worksheet. However, as the
preferred reserve currency, its
demand remains high, despite its
devaluation over the last 50 years.

To quantify the importance of
this “privilege’, it is necessary to
consider the fact that between 2008
and 2014, through the policy known
as quantitative easing, the US gov-
ernment issued $4.2 trillion. As the
dollar is an internationally accept-
ed currency, this has led to the arti-
ficial appreciation of several
currencies, mainly those of the
commodity-exporting countries,
such as the Brazilian real, and
improved the competitiveness of
US industry just as the country was
recovering from the subprime crisis
and the bankruptcy of Lehman
Brothers.

The US’ “exorbitant privilege”
extends to the Belgium-based
SWIFT system, which centralizes
the world’s most significant flow of
financial information. It is being
used as a weapon of war against
Russia, Iran, Venezuela, the Demo-
cratic People’s Republic of Korea, as
well as other countries that have
been sanctioned by the US and the
European Union. Therefore, the
other countries of the world have
their sovereignty restricted as they
are practically prohibited from

defending their legitimate interest
in trading with the sanctioned
countries, as these unilateral meas-
ures can also block their assets.

On July 28, it was announced
that US GDP had dropped 0.9 per-
cent in the second quarter of 2022,
compared to the same period in
2021. The rate contradicted the
expectations of the financial mar-
ket, which projected growth of 0.5
percent. As its GDP had already
fallen by 1.6 percent in the first
quarter, the US entered a technical
recession. In this regard, it is essen-
tial to note that the recession still
does not reflect the substantial
increase in interest rates, which
could further potentiate a decline
in GDP in the coming quarters.

The recession in the US and the
US Federal Reserve’s interest rates
are creating a worrying scenario for
the world economy, as there is a
strong expectation that the down-
turn will spread due to the contrac-
tion of liquidity and the fall in
international trade flows. It is
worth considering that crises are
routine in a market economy, and
their repercussions are more signif-
icant the more integrated national
economies are. Regardless, it is pos-
sible to attribute economic policy
errors to governments that potenti-
ate or anticipate cyclical problems.
In 2008, for example, the US gov-
ernment had a lenient policy regu-
lating the financial and mortgage
sectors. Today, much of the infla-
tionary problem behind the rise in
interest rates has been generated by
the actions of the US administra-
tion itself, such as the imposition of
additional tariffs on the supply of
goods produced in China, restric-
tions on the sale of semiconductors
to Chinese companies, and the vari-
ous sanctions imposed on Russia.
Such measures have boomeranged
against the US economy itself.

There is a grave risk that the uni-
lateral measures taken by the US
could negatively affect the world
economy, as happened with the
interest rate shock imposed by Paul
Volcker between 1979 and 1981. If
this happens in the next few
months, it will be disastrous, partic-
ularly for Latin American countries,
which are already facing the chal-
lenges of heavy debt, inflation,
recession, and economic stagna-
tion. There is an old saying that is
valid for countries in the region:
“Poor Latin America, so far from
God and so close to the United
States”, since the US’ political, eco-
nomic, military, and cultural influ-
ence is powerful. From a strictly
economic point of view, fluctua-
tions in the US economy directly

affect its neighbors, such as trade
flows, investments, the exchange
rate, the financing of internal debts,
and even the migratory flow across
the border with Mexico.

Specifically, the main entry point
for the US recession in Brazil is
through the financial route. Much
of the financing of Brazilian public
debt and investments in stock
exchanges depends on the flows of
major US investment funds. The
increase in interest rates raises the
cost of raising money, increasing
the cost of rolling over the debt,
forcing the Central Bank of Brazil
to raise domestic interest rates.
Capital flight increases insecurity
and worsens stock market indica-
tors. The devaluation of the curren-
cy puts further pressure on
domestic prices. As a result, an even
more significant reduction in
investments in the country is
expected, increasing the so-called
country risk and further worsening
the Brazilian economic and social
situation.

From a commercial point of view,
the world recession is projected to
reduce the prices of commodities
such as oil, iron ore, soy, and animal
protein, but the impacts will be
much smaller than those recorded
during the 1980-1982 recession.
Unlike at that time, China became
the flagship of Brazilian exports. In
addition, China’s dynamism strong-
ly influences other markets in Asia,
which today is the leading destina-
tion for Brazil’s exports. This trend
already proved true during the
2008-2012 crisis, when demand
from the US and the EU fell sharply,
and China became the main engine
of the world economy.

Finally, it is necessary to consider
that Brazil’s balance of payments is
still in a favorable situation, mainly
due to the large trade surplus that
the country has with China. In
addition, the stock of reserves accu-
mulated between 2008 and 2015
creates a liquidity cushion for even-
tual capital outflow. Currently, the
country is getting more than $350
billion. Still, a lot of caution is need-
ed, as the economic stability of Bra-
zil and the world depends not only
on economic variables. The geopoli-
tical uncertainties and the unilater-
al actions of the US administration
have proved to be increasingly sig-
nificant factors of instability.

The author is a professor of interna-
tional political economy at Sao
Paulo State University. The author
contributed this article to China
Watch, a think tank powered by
China Daily. The views do not nec-
essarily reflect those of China Daily.
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