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Abstract: The article explores and evaluates the dangers, advantages,
opportunities, and risks for the Serbian economy stemming from its neutral
stance in the Ukrainian crisis. Methods employed include content analysis
of documents and official announcements, statistical description, analysis,
and comparison of data. The research revealed an anticipated uptick in
Serbia’s trade with Russia, attributed to its lower energy prices. This led to
increased production in various sectors, such as machinery, motor vehicles,
and the electrical industry. Contrary to expectations, trade with the EU not
only increased but also improved structurally, particularly in higher-value
goods exports. Recommendations advocate for internal resource investment
in EU-threatened industrial sectors, specifically in bolstering production of
products witnessing export growth.
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1 The paper presents the findings of a study developed as a part of the research
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Serbia and conducted by the Institute of International Politics and Economics,
Belgrade.

Fkonomski signali 19



Stanojevié, N., The economic effects of Serbian neutrality in the Ukrainian crisis:

risks and bebefits

1. Introduction

Although the Ukrainian crisis could
remain narrowly regional, it trigge-
red a series of tectonic changes, from
global geopolitical regrouping, thro-
ugh changed bilateral relations bet-
ween many countries and global eco-
nomic disruptions to internal poli-
tical turbulence in several countries.

In terms of the world economy, due
to the sanctions imposed on Russia
by the largest economies of Europe
and America, many global supply
chains have been interrupted or dis-
rupted, and trade routes have been
either blocked off or re-routed. When
it comes to energy, the instability of
prices caused by supply issues from
Russia made it necessary for busi-
nesses to create different conditions
for production, and this had the
knock-on effect of creating different
trade flows between Russia and spe-
cific non-Western markets. Compa-
nies have had to adapt to asset and
resource scarcity and the instability
of prices to keep doing business.

Western Balkans countries had very

different political and economic
relations with Russia even before the
Ukrainian crisis. At the very begi-
nning of the war in Ukraine, they
took mostly negative attitudes to-
intervention.

wards the Russian

This was mainly because they have
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close trading relations and partner-
ships with EU countries and aspire
to become members of the EU. Thus,
most Balkan countries had no dile-
mma in following the EU’s decisions
on introducing sanctions against Ru-
ssia, ending up on the Russian list of
yunfriendly” countries. Only Serbia
and ,Bosnia and Herzegovina, in
which the Serbian representatives in
the government block such a deci-
sion“ (Stanojevié, 2023a) have not
imposed sanctions on Russia. Serbia
maintained a neutral status in its
international relations and declared
its desire to maintain good political
and economic ties with Russia and
the West (Milié, 2023).

As neutrality in the West has long
been considered not neutral but ho-
the
found itself unenviable as they must

stile, Government of Serbia
balance three different sources of
pressure. On the one side is Russia,
with which Serbia has close friendly
relations based on the same origin,
similar language, religion and politi-
cal past, as well as has a strong part-
nership in the field of energy: stable
and relatively cheap supply of Ru-
ssian gas, import of gas and oil, in-
vestments in energy, sizeable infra-
structural energy projects, etc. All
this would be called into question by
the introduction of sanctions.



On the other side, Serbia surfaces to
the demands and pressures of the
EU, with which it has even more
intensive economic cooperation, sig-
ned Agreements on Stabilisation and
Association and other assumed obli-
gations and debts, a large part of
trade and foreign investments, who-
se membership it has formally so-
ught for more than two decades. All
this is called into question by the
non-introduction of sanctions.

The third source of pressure on the
Government is the people who do not
understand the Government’s obli-
gations, do not consider EU friendly,
and, according to all surveys, a vast
majority oppose sanctions against
Russia. The eventual introduction of
sanctions would cost the Govern-
ment a loss of voter support.

This unpleasant position of the Ser-
bian government between ,three fi-
res“is analysed in the first part of the
article after the basic information
about the formal contents of Serbian
neutrality regarding the Ukrainian
crisis, shown by the adopted docu-
ment of the Serbian government and
the decisions that resulted from it.

In the second part benefits of fri-
endship with Russia are explored.
The benefits include trade with Ru-
ssia, orderly and relatively cheap
energy supply, and the consequent
effects on the Serbian economy and

Ekonomski signali, 2024, 19 (2): 019-040

exports to third countries. This part
investigates: Did Serbia achieve
significant advantages of access to
the Russian market, based on pre-
serving friendship despite constant
political pressure from the EU? Are
these indicators better or worse than
other WB countries that Russia con-
siders ,,unfriendly“? Has Serbia achi-
eved significant benefits in pro-
duction and export based on the low
prices of energy products it received
from Russia based on friendly
relations? Does Serbia suffer from
,disobedience” to the EU in the form
of reduced trade and investment?

2. Serbia’s position in the
Ukrainian conflict

2.1. The concept of neutrality in the
Ukrainian conflict of the Serbian go-
vernment

Serbia has been pursuing a policy of
military neutrality since it became
an independent state after the co-
llapse of the SFRY. Unlike other
Balkan countries, it has not joined
NATO. All governments after 2008,
when the pro-Western coalition lost
power, tried to maintain good rela-
tions with all the world’s countries.
This involves a very delicate balance
between East and West.
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With the beginning of the Ukrainian
conflict, the Serbian government was
aware that it was placed in a position
,between a rock and a hard place”.
Three days after the start of the war
in Ukraine, the Government of Ser-
bia adopted a list of several points
defining the neutrality policy. The
neutrality envisaged by these gui-
delines, which were generally obser-
ved during the subsequent period of
the conflict, does not refer to absti-
nence or inactivity at all. On the
contrary, the defined policy could
rather be called a double track in-
stead of neutrality. Its most essential
provisions determined by subse-
quent announcements and activities
are:

e Russia and Ukraine have al-
ways been friendly countries for
the Republic of Serbia, and the
Serbian people consider Russi-
ans and Ukrainians as bro-
therly nations.

e Following its previous policy of
advocating for consistent and
principled respect for the prin-
ciples of international law and
the inviolability of borders, the
Republic of Serbia provides full
and principled support for res-
pect for the principles of terri-
torial integrity of Ukraine.

e The Republic of Serbia believes
that preserving peace and sta-
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bility is of key importance both
for the progress of its economy
and for the biological survival of
its citizens.

e The government believes that it
is not in Serbia’s vital political
and economic interest to impose
sanctions on any state, not even
its representatives or business
entities. (Sluzbeni glasnik RS,
2022).

Therefore, the Serbian government
has established a ,multi-vector” po-
licy. Due to the non-introduction of
sanctions against Russia and the re-
fusal to supply weapons to Ukraine,
in a short time, it received loud pub-
lic condemnations from Ukraine. As
the pressures of the EU continued
without success, Serbia did not have
the trust of the EU (although even in
the previous period, it could not be
considered that Serbia had the fa-
vour of the EU).

On the other hand, since the begi-
nning of the Ukrainian war, Serbia
has voted for four resolutions of the
UN General Assembly, all of which
were against the interests of Russia!
Serbia supported two resolutions in
March 2022, the first of which
condemned Russian aggression and
the second of which asked Russia to
end the war against Ukraine imme-
diately. In April 2022, Serbia voted
to exclude Russia from the UN Hu-



man Rights Council, and in October
2022, for the UN resolution con-
demning Russia’s annexation of four
Ukrainian regions. Serbia abstained
only in November 2022, during the
vote on the resolution demanding
that Russia be held accountable for
the invasion of Ukraine, with the ob-
ligation to pay compensation to Kyiv.
Considering this, how much trust
Russia has in the Serbian govern-
ment is questionable.

2.2. The attitude of the population of
Serbia towards the Ukrainian crisis

Contrary to the government, the Ser-
bian people have much more stra-
ightforward and firmer determi-
nations. Surveys of domestic and fo-
reign, pro-Russian and anti-Russian
researchers and institutions con-
ducted during 2022 and 2023 showed
that around 80% of Serbs oppose
sanctions against Russia. According
to a poll published by the Carnegie
Foundation (Samorukov & Vuksano-
vic, 2023) (Carnegie Europe, 2023) in
March 2023, more than 80% of Ser-
bian residents are against introdu-
cing sanctions against Russia. The
Belgrade Demostat survey showed
that it is slightly less than 80% (De-
mostat, 2022), and the Western
Balkans Security Barometer shows
slightly more than 80% (Vuksanovié
et al., 2022). According to a survey by
the pro-Russian New Serbian Poli-
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tical Thought (NSPM), about 84%
are against sanctions against Ru-
ssia, while according to a survey by
the pro-EU organisation CRTA, ,eve-
ry tenth respondent believes Serbia
should align its foreign policy with
the EU and impose sanctions against
Russia®“ (CRTA, 2022).

Several reasons for this attitude
were offered in the survey questions.
Answers that refer to the identifi-
cation of the citizens of Serbia with
the position of the Russian people
prevail, bearing in mind the rigorous
sanctions that Serbia had thro-
ughout the 1990s. Direct experience
has shown the people of Serbia that
the effects of sanctions are dramatic
only for the population, with a com-
plete absence of effects on changing
the policy of the ruling elites, even
without effects on the re-election of
the same elites throughout the entire
period (SPS and Milosevié had the
undoubted support of the majority of
voters in all elections until 2000). So-
me of the stated reasons are rational
and concern the reliance on Russian
support in the Security Council re-
garding Kosovo. Still, according to
the previous polls, it is a small per-
centage (10-15%), while about a
quarter of respondents state that the
reason is simply that Russia is a
friendly country.
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Concerning the economic risks of
neutrality (conformation) with the
EU, the population of Serbia has
certain fears about the withdrawal of
European investors, but not to the
extent that support for Russia would
be significantly reduced. This is a po-
werful position of more than 60% of
the respondents, who oppose intro-
ducing sanctions against Russia
even at the cost of the EU introdu-
Serbia

cing sanctions against

(CRTA, 2023).

To the people of Serbia, the choice
seems to be relatively easy. The one
who found himself in an uncom-
fortable position ,between a rock and
a hard place” is the Serbian govern-
ment. Mass support for Russia in
Serbia is the factor that prevents the
government of Serbia from imposing
sanctions on Russia because this is
the only request made by the EU,
which it has not fulfilled. Such a de-
cision would mean the end of friendly
relations with Russia. Serbia would
end up on the Russian list of ,,unfri-
endly countries®, like other Balkan
countries, which would be a clear
sign to the citizens that the govern-
ment does not represent their inte-
rests. This would lead to the fall of
power in the upcoming elections in
2024, at the latest.
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2.3. The attitude of the EU towards
the neutrality of Serbia

If the Serbian people are the ,hard
place®, the ,rock® is the EU, which
exerts enormous pressure on the Ser-
bian government to harmonise its
foreign policy with the EU. It is only
about introducing sanctions against
Russia because, as stated, the go-
vernment officially supported all
other decisions against Russia.

The majority of Serbia’s imports co-
me from EU member states, 54% in
2022 (although this is decreasing
from 58% in 2020 and 57% in 2021),
while the share of exports to the EU
is 64% of total exports in 2022 (ITC).
A large part of international trade
refers to trade within European com-
panies’ value chains, in which Serbia
is deeply involved as a relatively
industrialised country. The third
form of economic connection is fore-
ign investments, mostly from EU co-
untries.

In a highly globalised world economy,
all countries are dependent on some
import and export markets. The prob-
lem arises when economic partners
turn into political rivals, which happ-
ened in Serbia. The threatened , penal
ties“ have political and economic co-
nnotations and refer to suspending
the EU accession process. The politi-
cal aspect is clearly defined but irrele-
vant, given that most of the popu-



lation has declared against EU inte-
gration in the last few years. Suspen-
sion of the accession process also has
its own economic dimension, which,
in case of implementation, would un-
doubtedly have significant negative
effects on the Serbian economy. First,
it would be the termination of the Sta-
bilization and Association Agree-
ment, based on which Serbia exports
goods to the EU market without cus-
toms duties. In addition to this threat,
in the statements of Western repre-
sentatives, the withdrawal of invest-
ments by EU companies. These thrats
are not formulated but in the form of
an assessment of cataclysmic ecnomic
assessments for Serbia. From the
mass of statements of various repre-
sentatives, we shall single out only
the statements of the highest officials
of Serbia, the EU and the USA.

On May 10, 2023, the European Par-
liament adopted a resolution on Ser-
bia, which states that ,,the EU acce-
ssion process 1s based on the true
readiness of the candidate country to
adhere to EU values and principles,
and concerns are expressed about
the trend of decreasing support for
Serbia’s membership in the EU and
growing support for the Russian
regime“ (The European Parliament,
2023). The following statements we-
re reported by dozens of domestic
and international media. President
Vuci¢ in the parliament, responding
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to the MP’s presentation, said that
this decision ,costs a lot, but until it
costs us vital interests, we must
protect our politics“. The Amba-
ssador of the United States of Ame-
rica (USA), Christopher Hill, said
that Serbia would have to decide on
sanctions against Russia because, in
his opinion, it is paying a high price
for not introducing them. The Mini-
ster of Economy of Serbia, Basta,
said, ,,Our country is already paying
a high price for not introducing san-
ctions against Russia, and this is be-
coming unsustainable®.

In addition to these unclear assess-
ments, threats and warnings, indi-
rect threats even of economic sancti-
ons against Serbia by the West appe-
ar sporadically. For example, as esti-
mated by the Carnegie Foundation,
»such a gamble would generate enor-
mous risks for both the country and
Vucié personally, as he would be squ-
andering his relationship with the
West and would face harrowing eco-
nomic sanctions“ (Carnegie Europe,
2023).

However, it is not at all clear what
price Serbia is paying. At the heart of
this paper is an overview of the dy-
namics of economic indicators that
could result from the current poli-
tical position on the Serbian econo-
my. Below, the changes in 2022-2023
compared to the previous period are
analysed in terms of trade with
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Russia, energy supply, production
structure, trade with the EU and
foreign investments.

3. The economic benefits and
cost of a neutral position

3.1. Increased trade with Russia

Russia is taking a different approach
to its economic power than that of
many Western countries. Russia uses
economic strength to create more per-
manent geopolitical influence instead
of using economic strength for eco-
nomic gain. Russia is often willing to
make significant economic concessi-
ons to make itself appear as a protec-
tor and consistent partner. Statistics
show that areas of integration, such
as the Eurasian Economic Union
(EAEU), the Shanghai Cooperation
Organization (SCO), and the BRICS
group, have seen very high levels of
Russian imports. This is not because
Russia necessarily needs the goods
from these countries, but rather as a
way of strengthening ties and influ-
ence in these countries.

Recent studies concerning Russia’s
reasons, aims, and stance in multi-
national organisations show that the
relationship between these subjects
goes beyond simply trade connec-
tions. Many authors have noted that
Russia’s main aim in the Eurasian
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integration process is not only eco-
nomical but is also strategic (Vymy-
atnina et al., 2014; Czerewacz-Filipo-
wicz & Konopelko, 2017; Vinokurov,
2018; Kurylev et all, 2022). In one of
the
2023a), Russia’s “friendliness’ in in-

recent articles (Stanojevié,
ternational trade was even quan-
tified as a separate variable. This
research showed that integrating
with Russia in any form (EAI,
BRICS, and SCO) strongly impacts

imports from partner countries.

Serbia has had unique trade rela-
tions with Russia since the former
Federal Republic of Yugoslavia and
signed free trade agreements in
2000. Serbia joined the broader Eur-
asian integration processes with the
agreements with Belarus in 2009
and Kazakhstan in 2010, by which
Russia was then in the Customs Uni-
on. The latest step within these inte-
grations is the Free Trade Agree-
ment between Serbia and the Eura-
sian Economic Union (EAEU), sig-
ned at the end of 2019 and entered
into force on July 10, 2021. The list of
products exempted from the free
trade regime is almost identical to
previous agreements. Still, regard-
less of that, there was a significant
increase in Serbian exports to Ru-
ssia, more precisely, in Russian im-
ports from Serbia. Following expla-
ined Russian approach to strategic



partnerships this can be explained
by political rapprochement instead of
direct financial benefits of Russia.

Therefore, it was expected that Ser-
bia’s trade relations with Russia
would improve in conditions where it
was exposed to international pre-
ssure due to its refusal to impose sa-
nctions on it. The result of preserving
the neutral status directly impacted
trade with Russia. Serbia’s trade
with Russia increased in 2022 com-
pared to 2021 despite supply disrup-
tions and delayed payment due to
the exclusion of Russian banks from
SWIFT. Export of Serbia increased
from $996 million in 2021 to $1201
million in 2022, and 1400 in 2023
(Figure 1). Import also increased
from $1.8 billion to $3 billion in the
first year of conlict, but it was sta-
bilysed in 2023 at previous level of
1.7 billion (Statistical Office of Re-
public of Serbia, 2024).

Figure 1. Serbian export to Russia
2006-2023 (in million USD)
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Source: Statistical Office of Republic
of Serbia, 2024.
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In 2022, exports to Russia saw 20%
growth compared to those in 2021,
before the Ukrainian crisis. This
growth is not particularly high con-
sidering the high inflation in 2022,
but it is beneficial since it was rela-
ted to exporting higher-value items
in goups Machines and mechanical
appliances and Electrical machinery
and equipment. The overall value of
the products of the first group incre-
ased from 117 million in 2021 to 190
million in 2022, a 62% growth. Wit-
hin the machinery industry, the ex-
port of more complex products, such
as Refrigerators, freezers and other
freezing equipment (HS code 8418)
and parts of machines HS 8483,
Transmission shafts, bearings hou-
sings, gears, ball or roller screws etc.
In previous years, the entire mecha-
nical industry had significantly less
exports, with the most important
group being one of the simplest pro-
ducts, HS 9413 Pumps for liquids.

The export of group Electrical machi-
nery and equipment and parts the-
reof almost tripled from 26 to $85
million (ITC, 2023). where the
export of HS 8517 products (Tele-
phone sets, incl. telephones for ce-
llular networks or for other wireless
networks) contributed the most to
growth. In 2022, it amounted to
more than $37 millionrs, which Ser-
bia did not export to Russia in pre-
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vious years. In addition, the export of
HS 8536 (Electrical apparatus for
switching or protecting electrical
circuits) has multiplied. By the way,
this is a group of products that
significantly participates in total
Serbian exports, and it is important
because it relies entirely on domestic
production.

However, the earlier placement on
the Russian market did not exceed

$2 millions, while in 2022 it reached
almost $7 million.

Although it is a much smaller trade
than with the EU, the increased
Russian imports of Serbian products
in wartime conditions is a gesture of
solidarity between the two countries
rather than a sign of genuine
demand for them.

Serbia’s oil and gas imports rose
significantly, for 67% in 2022, due to
an energy price increase. However,
this increase is significantly less
than the sharp jump in natural gas
prices in 2022 due to the preferential
prices of Russian natural gas for
Serbia. The increased import of
natural gas is also beneficial because
Serbia exports it to other WB
countries at a higher price.

This increase in trade seems even
more critical if you consider that the
rest of the Western Balkans countri-
es, which Russia categorises as ,,un-
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friendly®, had a significant drop in
exports to Russia in 2022 (Table 1).

Table 1. Changes in the volume of
trade of the Western Balkans with
Russia in 2021-2022 (mil USD)

Export
2021
Export
2022
Import
2021
Import
2022

176 441

North
Macedonia
t
N
Ot
S

2.35 047 10.6 9.3

65 53 380 355

B&H | Montenegro

* there is no data on trade with Ru-
ssia in 2021 and 2022 for Albania.

Sources: International Trade Centre

(ITC). 2023.

Macedonia’s exports have decreased,
although not drastically; B&H’s ex-
ports have decreased by 20%, and
Montenegro’s exports by as much as
80%. In contrast to exports, imports
from Russia have increased drama-
tically in North Macedonia, but it do-
es not refer to an increase in the amo-
unt of imported goods but to the very
high prices of energy that these coun-
tries import from Russia during most
of 2022.



Even after the Ukraine conflict ends,
the tensions between Russia and
other countries will likely remain for
quite some time. This is due to a
combination of political tensions and
the interruption of many supply cha-
ins, which have been deeply impac-
ted. The large Russian market no
longer needs many of the items it on-
ce relied on, and it may take consi-
derable time to restore them.

3.2. Stable supply and lower price of
natural gas

Russia showed its strong support for
Serbia by providing them with a
long-term contract with Gazprom
that would give them access to na-
tural gas at much lower prices than
the international market rate. Based
on information from the General Se-
cretary of the Serbian Gas Asso-
ciation2, the contract from October
2022 stipulates a price of around 40
EUR/MWh (the amount is approxi-
mate because it is not fixed but ad-
justed to a specific formula). This is a
slightly higher price than was im-
plied by the previous contract, but,
as during the summer of 2022, ener-
gy prices on the world market rea-
ched historical highs, this is a far lo-
wer price than the one paid by Euro-
pean countries.

2 Vlaovié, October 2022, Vojislav Vuletié.
https://www.danas.rs/vesti/ekonomija/
cena-gasa-ide-ka-0-evra-srbija-ce-
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High prices and supply uncertainty
caused concerns over potential gas
shortages in some European countri-
es, particularly those heavily reliant
on Russian gas. Both the uncertainty
and prices increased further precisely
due to the vast purchases of the EU
and, more importantly, purchases on
the spot markets instead of long-term
contracts. In September 2022, when
gas storage tanks were being filled in
Europe, the prices on the European
stock exchanges were 340 EUR/MWh,
which was then eight and a half times
higher than the prices at which Ser-
bia procured gas (Figure 2).

Figure 2. Natural gas prices in EU
2020-2023 (EUR/MWh)

250
100

50

Jan 2020 2021 2022 2023
Source: Trading Economics, 2023. EU
Natural gas. https://tradingeconomics.
com/commodity/eu-natural-gas

Later, gas prices sharply fell to 100
EUR/MWh, which was still two and
a half times the price paid by Serbia,
and in the spring of 2023, they fell to

skuplje-placati-ruski-gas-od-berzanske-
cene-u-ew/
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26 EUR/MWh at the beginning of
Jun (Figure 2). But these low prices
are not the ones at which gas is avai-
lable to EU countries; on the contra-
ry, they are the prices at which EU
countries sell gas on the European
stock market. Namely, due to gro-
wing uncertainty in Russia’s reac-
tion to sanctions and self-imposed
restrictions on imports via gas pipe-
lines, EU countries ordered quanti-
ties of gas that far exceeded the
available storage capacities. So,
when gas storage facilities in the EU
countries almost wholly filled in
October—November 2022, LNG tan-
kers had nowhere to unload their
cargo, so EU countries were forced to
resell it at a significantly lower price
to China and other Asian countries.

In January 2023, Russia suspended
gas exports to Europe via Ukraine
due to a pricing dispute with Ukra-
ine. Serbia receives natural gas from
Russia through the Balkan Stream
pipeline, an extension of the Turk
Stream pipeline, so this interruption
did not affect the supply. This ena-
bled not only a safe supply of the do-
mestic economy and population but
also additional income from the ex-
port of Russian gas to other countries
of the Western Balkans, which, even
before the interruption of this supply
line, did not have direct access to Ru-
ssian gas (Northern Macedonia, Cro-
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atia, B&H, Montenegro). Thus, Ser-
bia’s gas export in 2022 amounted to
about $50 million, almost twice the
value of 2021, when it was $29 mi-
llion (ITC, 2023). In addition to these
countries to which exports have in-
creased, Serbia exported gas for the
first time to countries that until then
had direct access to Russian gas,
such as Bulgaria, Ukraine and Slo-
vakia. These countries voluntarily
renounced direct gas purchases from
Russia, instead buying it from Serbia
at higher prices.

Serbia’s electricity exports more than
doubled from $156 million in 2021 to
$388 million in 2022 (ITC, 2023),
which is also a consequence of supply
instability in European countries due
to the Ukrainian crisis. In some cases,
the export was multiplied; for exam-
ple, the export of electricity to Roma-
nia increased 20 times, to Hungary it
increased 6 times, and to Montenegro
three times. These do mostly not end
users but resellers in the energy-uns-
table EU market.

In every country, industry consumes
more energy than households, so the
cost and availability are extremely
critical to the industry’s ability to
function. Thanks to the contracts
signed, Serbia has a stable and rela-
tively cheap supply of Russian ener-
gy products, enabling the Serbian
economy to have a significant com-



parative advantage in the Balkans
and Europe.

3.3. Manufacturing advantages and
exports to the EU

Following the procurement, the su-
pply of energy to the industry of Eu-
ropean countries also had a high pri-
ce, too high for many factories. Pro-
ducer prices in the Eurozone have
risen dramatically since mid-2021
due to measures related to the Covid-
19 pandemic, to reach record values
in late 2022 (Figure 3). Only in Feb-
ruary and March are they appro-
aching the level of 2019, but the
damage to the industry has already
been done.

Figure 3. The rise of producer prices
in the Eurozone

2019 wm i wm
Source: 2023b.
httpsi//tradingeconomics.com/euro-

area/producer-prices

Trading Economics

The EU’s manufacturing sector has
been in decline since the beginning of
the conflict in Ukraine. Europe’s most
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energy-intensive companies’ costs
have risen so high that they are no
longer profitable and have to close
down. This refers to a whole series of
factories in various industries like
aluminium, iron and steel, cement,
phosphate, plastic, etc. This has cau-
sed a reduction in European alumini-
um production by 850,000 tons (Euro-
metaux, 2022) and an 8.2% decrease
in chemical output (Atradius, 2022).
All major steel producers in the Euro-
pean Union showed a significant drop
in smelting. Steel production in EU
countries in 2022 fell by 10.5% year-
on-year —to 136.7 million tons (Grigo-
renko, 2023). In December 2022, the
EU steel companies suspended 14-15
million tons of steel capacities, and in
January—February 2023, destocking

continued
(Glushchenko, 2023).

Manufacturing pro-

50.00%
\
/\ 40.00%

\ wws  duction in European
| uw, Union decreased by
4.1% in March 2023
"% compared with Febru-
ary 2023 (Eurostat,
2023). In addition to
the described forced

sale of gas by the EU, the industry’s
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A000 %
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down-sizing simultaneously results
in a further decline in gas prices. This
is favourable for the remaining ind-
ustry, but it cannot bring back the
plants that have been permanently
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closed and the companies that have
moved from Europe.

The decline in the EU industrial pro-
duction of aluminium,

iron and steel was an 25000

opportunity for Ser-

20000

bia to improve the
. . 15000
production of indus-

trial products and ex- 0%
port them to the Euro-  so0
The

opportunity has been

pean market.
Import
seized in some indus-

try sectors that are

linked to the price of energy. In the
period January—February 2023 com-
pared to the same period in 2022, the
production of machines and equip-
ment increased by 35%, motor vehi-
cles by 12%, assembly of machines by
20%, production of the electrical
industry by 33%, primary pharma-
ceutical products by 14% (Statistical
office of RS, 2023).

As a result of the increase in pro-
duction in Serbia, exports to the EU
market increased. Until the middle
of 2023, worries about a possible boy-
cott of Serbian products in EU coun-
tries have not materialised. Exports
to EU increased from $16 to $18
billion, and imports from $19 to
$21.6 billion, while exports to Ger-
many, as Serbia's most important
trade partner, increased from $3.2 to
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almost $4 billion, with almost same
value of imports (Figure 4).

Figure 4. Trade of Serbia with EU

ol

Export Import Export

Germany EU

m2021 = 2022

and Germany 2021-2022 (million $)
Sources: ITC, 2023.

The Electrical machinery and equip-
ment group recorded the most sig-
nificant increase in exports of about
$370 million. The export of these pro-
ducts increased from 3.3 billion in
2021 to 3.7 billion in 2022, and the
largest part refers to Electric motors
and generators as products with high
added value. The growth of exports
of the group Machinery and mecha-
nical appliances from 1.14 billion in
2021 to 1.38 billion in 2022, i.e., it in-
creased by about $240 million (ITC,
2023), is also significant. On the ot-
her hand, the most unfavourable is,
at the same time, the highest growth
of ore exports, which increased from
$200 to $600 million in one year, that
is, by almost $400 million. In the
total export, however, ores have a



significantly smaller share, so the
change in the export structure can be
assessed as relatively favourable.

Bosnia and Herzegovina also incre-
ased the production and export of
aluminium to the EU based on lower
energy prices (imports from Serbia
and its own coal deposits). Some
other Balkan economies, Montene-
gro, Greece, and Romania, also had a
significant increase in exports to the
EU, but this does not have a sig-
nificant effect on these economies, as
the entire increase relates to growth
in oil and/or gas exports (ITC, 2023).
Since these countries do not have
these energy sources, the growth of
exports is only the result of the in-
crease in the prices of energy sour-
ces that are transported through the-
se countries from other markets.

Regardless of the growth of trade
with the EU due to the current cir-
cumstances, the risk of the possible
implementation of some of the eco-
nomic penalties for Serbia should
also be considered. Companies that
export more than 50% of their pro-
ducts to the EU market (domestic
and foreign combined) employ about
370,000 people in Serbia (PKS,
2023). A survey by the Serbian
Chamber of Commerce showed that

3 This is a rough estimate that President
Vucié has made public several times.
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possible EU sanctions would have
consequences on the incomes of these
companies, on their investments,
and ultimately the number of em-
ployees.

3.4. Foreign investments

The FDI from the EU is closely lin-
ked to trade with the EU. Most com-
panies in Serbia produce components
for companies in the EU, particularly
in Germany, instead of exporting to
the free market. As only German
companies in Serbia employ 70 to 78
thousand people3, the fear of a po-
ssible withdrawal of investments is
justified. The eventual withdrawal of
EU investors would lead to intense
disruptions in the labour market, at
least in the short term.

The scenario of long-term and incom-
plete withdrawal of EU companies
from Russia indicates that the com-
panies themselves are not willing to
abandon their interests. Investing in
Serbia also provides many advan-
tages for foreign investors, such as
access to cheaper energy and wholly
or nearly free labour costs, thanks to
the generous government subsidies
for workers’ wages that have been in
effect for a few years. But, compared
to the vast benefits of cheap energy
and raw materials from Russia, Ser-
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bia is of marginal importance for EU
companies. Therefore, leaving the
business in Serbia is not an impo-
ssible scenario.

According to the latest information
from July 2023, there was no with-
drawal of any investors from Serbia.
On the contrary, a record FDI inflow
of 4.4 billion euros was recorded in
2022 (NBS, 2023). Of this amount,
the most significant inflow of FDI is
from China, which is almost 70%
higher than the previous year, which
is 1.4 billion $ (NBS, 2023). An
additional inflow of FDI companies
from the EU was also noticed. It is
30% less than it was in 2021, but it is
still a new investments of $2.4 billi-
on, making up more than half of the
total FDI in Serbia in 2022. So, the
fact that there were new FDIs and
none was withdrawn indicates that
the reduction is the result of the cu-
rrent crisis in Europe and the slow-
down of economic activity, and no
political decision.

The improved production structure
and partially export structure, which
were analysed in the previous sec-
tion, are the results of the increased
production capacity and the new
factories by investors from Western
Europe, primarily Germany (as ma-
ny as 4 factories in a few months).
The basis for the relocation of pro-
duction capacities is exclusively the
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price of energy because, in this pe-
riod, there were no investments in
the production sector in other Bal-
kan countries.

The rise of production prices in Euro-
pe contributed to the relocation of
part of the production capacities to
Serbia, resulting in increased FDI
from the EU. This had further impli-
cations for entire value chains of EU
companies: a rise in the import of ore
from Serbia, a rise in exports of parts
and semi-finished products to Ser-
bia, and a higher import of products
with added value from Serbia. The-
refore, leaving the Serbian market
by EU companies does not seem ex-
pected for now.

3.5. Oil supply disruption

Although the EU did not realize the
threats in the area of trade or invest-
ment, Serbia did not go completely
unpunished for not aligning its fore-
ign policy with the EU. The sixth
package of EU sanctions against Ru-
ssia from includes a ban on the deli-
very of oil via any sea route since De-
cember 2022. Thus, the Oil Industry
of Serbia (NIS), which is majority-
owned by the Russian Gazpromneft,
was banned from delivering Russian
crude oil through the Adriatic Pip-
eline (JANAF). Russian oil accounts
for about 16% of the total consum-
ption of that energy source in Serbia.
This part of Serbia's need for oil is



met by the same route from Iraq, but
this oil is more expensive than Ru-
ssian oil by more than 20% more ex-
pensive.

Although these restrictions harm the
EU countries themselves, from Ser-
bia's point of view this is a cost of fo-
reign policy, because many less de-
veloped countries in the EU itself are
exempt from this decision: Croatia,
Hungary, the Czech Republic, Slo-
vakia, Romania and Bulgaria.

The consequences cannot be consi-
dered particularly significant for the
Serbian economy. Serbia imports the
rest of oil through Romania, Bulga-
ria and Hungary, which certainly
use Russian oil, among others. That
oil comes via the Druzhba pipeline,
which, as a land route, is not subject
to EU sanctions.

4. Conclusions

The war in Ukraine has led the Ser-
bian government to develop a multi-
vector policy to protect its economic
and political interests, while attem-
pting to please both the East and
West and its own people. However,
this ,neutral” stance has made nobo-
dy content with the outcome. The EU
is angered by the lack of cooperation
from the country in the integration
process. Russia expresses gratitude
for that one positive act but is likely
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displeased by the absence of any Ser-
bian support in the UN. The popu-
lation of Serbia is also dissatisfied
with the absence of more substantial
support for Russia, as their doubt in
the EU has grown, and their affec-
tion for Russia has increased.

This article examined the potential
economic dangers and consequences
that Serbia’s foreign policy could
have during this crucial time. It loo-
ked into how this policy could impact
the nation economically. The results
showed that, compared to other ne-
arby countries and most of Europe,
Serbia increased trade with Russia
in 2022. Second, Serbia has benefited
from a stable, long-term natural gas
supply from Russia at a very favo-
urable price. This is a gesture of gra-
titude for Serbia not implementing
sanctions that wouldn’t be signi-
ficant to Russia but would suggest a
desire for friendly relations. Further,
Serbia’s more favourable energy si-
tuation enabled local and foreign bu-
sinesses to take on parts of produc-
tion that could have been too expen-
sive elsewhere due to high energy
costs and uncertainty in future supp-
ly. Additionally, Serbia’s production
of more advanced goods in the me-
chanical and electrical industry in-
creased, leading to increased trade
with the EU. The amount, worth and
variety of Serbia’s exports to the EU
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has increased, and this trend may
likely continue due to the decline of
Europe’s heavy industry.

This opened a small but still signi-
ficant space for the reindustriali-
sation of the Serbian economy. Once
a medium, even more, developed and
diverse industry was weakened du-
ring the conflict of the 1990s. There
were no attempts to restore it due to
the multi-decade transition towards
some 1imagined economic model,
which brought the Serbian industry
to low profitability and highly depen-
dent ,links“ in the production chains
of EU companies.

There is a real possibility that econo-
mic threats could be used against
Serbia, such as boycotts of their pro-
ducts, investments from the EU being
pulled out, and even partial economic
sanctions. Still, so far, nothing like
this has happened. The West has not
taken any action to show that these
potential dangers and risks may be
realised. Due to the crisis within the
EU, investments originating from EU
countries are lower than in the pre-
vious year, but they are still high. The
opening of new foreign companies
from the EU and the increase in the
capacity of existing ones indicate that
the EU is interested in furthering eco-
nomic cooperation with Serbia. Addi-
tionally, the EU is now investing mo-
re in industrial production than their
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previous focus on banks, telecommu-
nications, and trade chains, which is
a more beneficial form of economic coo-
peration between Serbia and the EU.

The results of the economic analysis,
therefore, showed that the Serbian
government’s policy, which is con-
fusing and unpredictable, actually
contributed positively to the progress
of the Serbian economy in a period in
which all economies are suffering so-
me adverse effects of the Ukrainian
crisis. This analysis did not detail the
effects of the crisis, such as lower
growth and high inflation, as they
are global effects that no government
can do much about.

Research indicates that Serbia’s
economic policy shortly should focus
on investing its own funds in in-
dustrial sectors that are threatened
in the EU, more precisely in impro-
ving the production of those products
that in 2022 recorded an increase in
exports. This would involve inves-
ting in opening new plants or expan-
ding existing capacities, with the
amounts of these investments not
exceeding internal resources. This
would raise income and develop the
indigenous chain of subcontractors.
In order to make this successful, Ser-
bia will need to engage in export ne-
gotiations with final producers in EU
countries.



The article did not discuss any po-
litical matters related to Serbia, such
as domestic support for the govern-
ment, its political positions in the
West and East, etc. These topics co-
uld impact Serbia’s situation in the
future, for better or for worse, depen-
ding on how the geopolitical land-
scape changes.
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EKONOMSKI EFEKTI SRPSKE NEUTRALNOSTI
U UKRAJINSKOJ KRIZI: RIZICI I KORISTI

Rezime: U clanku se istrazuju i ocenjuju opasnosti, prednosti, moguénosti i
rizici za srpsku privredu koji proizilaze iz njenog neutralnog stava u Ukra-
jinskoj krizi. Koriétene metode uklju¢uju analizu sadrzaja dokumenata 1
zvanicnih saopstenja, statisticku deskripciju, analizu i poredenje podataka.
Istrazivanje je otkrilo ocekivani rast trgovine Srbije sa Rusijom, koji se pri-
pisuje nizim cenama energenata. To je dovelo do poveéanja proizvodnje u
razlicitim sektorima, kao $to su masinerija, motorna vozila i elektroindus-
trija. Suprotno ocekivanjima, trgovina sa EU ne samo da je povecéana ve¢ je
1 strukturno poboljsana, posebno u izvozu robe vece vrednosti. Preporuke se
odnose na unutrasnja ulaganja u resurse u industrijske sektore ugrozene
EU, posebno u jacanje proizvodnje proizvoda koji su svedoci rasta izvoza.

Kljuéne reci: Ukrajinska kriza, Srbija, medunarodna trgovina, cene ener-
gije, snabdevanje energijom, SDI
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