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Abstract

The Western Balkan (WB) countries, with the exception of Albania, generate most of their energy from
lignite, which contributes to the highest levels of air pollution in Europe. Energy shortages and high
electricity costs are major issues in the WB region, with significant political implications. The region’s
reliance on coal does not comply with the EU acquis or the Paris Agreement, leading to potential delays
in EU accession negotiations. The transition to renewable energy sources also faces many legislative
and political obstacles. It is consequently imperative that the current energy systems be transformed. In
order to facilitate private-sector investment and an efficient, cost-effective energy supply, this shift will
require regional collaboration in the production, transfer and supply of energy as well as the quick and
resolute adoption of renewable energy sources. To increase renewable energy use, WB governments
need to increase related public spending, ensure that a reliable regulatory framework is in place,
modernise energy infrastructure and pursue energy-efficiency measures. International partners should
adjust their approach to the region, providing much more financial support and helping to streamline
energy policies based on local needs. By sharing its experience with all these issues, Austria could
become a key partner of the Western Balkan countries on their path towards achieving an
environmentally sustainable energy future.

Keywords: Western Balkans, Energy Transition, Renewable Energy Sources, Energy Infrastructure
Modernisation, Energy Efficiency
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The energy transition in the Western Balkans:

The status quo, major challenges and how to
overcome them

1. INTRODUCTION

This policy brief assesses the energy sectors in Albania, Bosnia and Herzegovina, Kosovo, Montenegro,
North Macedonia and Serbia, which together make up the Western Balkans region (WB). More
precisely, this brief will address the existing situation and the persisting issues in the energy sector as
well as viable solutions for a quicker, more efficient and just energy transition in the region.

In October 2020 — as a part of the Berlin Process, which serves as an intergovernmental initiative
launched by Germany in 2014 to promote more political and economic cooperation in the WB region —
the leaders of the WB countries committed to transform their energy sectors so that they could achieve
carbon neutrality by 2050, just as the EU member states had committed to do (RCC 2020). In fact, the
leaders committed to implement the Green Agenda for the Western Balkans, which represents a
segment of a new growth strategy for the region consisting of five pillars: (1) protecting the climate and
decarbonising, reducing greenhouse gas (GHG) emissions and aligning with the EU’s goal of achieving
carbon neutrality by 2050; (2) promoting a circular economy; (3) combatting air, water and soil pollution;
(4) fostering sustainable food production; and (5) protecting biodiversity and ecosystems (European
Commission 2023).

This commitment comes as a part of the political ambition of the WB countries to join the EU in the near
future and to align their energy and environmental policies with those of the EU so as to prepare
themselves for EU accession. This energy transition, which aims to contribute to combatting the global
climate crisis, includes measures such as introducing carbon pricing, switching from coal to renewable
energy sources (RESs), expanding green infrastructure and revising outdated regulations. In theory,
these measures would also contribute to the energy security and independence of the WB region, as its
countries would tap into local energy sources — solar, wind and hydropower. In addition, the green
transition would open up new economic possibilities, mainly in the form of new foreign direct investments
(FDIs) in the green energy sector, and it would increase exports of green energy to the EU, which would
help to advance the economic integration and development of the region. Finally, the green transition
would improve the natural environment in the WB, especially air quality, which is one of the major issues
for the region (and Europe).

Despite the potential economic, political and health benefits of transforming their energy sectors, the WB
countries have made little progress in advancing the Green Agenda, as they remain largely ‘locked in’ by
fossil fuels, so to speak, which play a dominant role in energy generation (ranging from 41% to 95%).
This indicates that the region is lacking in implementation capacities for various reasons, which can be
clustered into three groups: chronic underinvestment, persistent mismanagement and geopolitical
entrapment (Bechev 2023a). Nevertheless, certain steps have been taken in the region, and some
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progress should be acknowledged. For example, the share of RESs in the energy mixes is steadily
increasing (Eurostat 2021), the governments continue to adopt new energy laws that are aligned with
EU legislation (Spasi¢ 2021), and public awareness of the benefits of green energy continues to grow
(Vukadinovic 2023).

In the following brief, these issues will be addressed and analysed in order to develop a comprehensive
set of policy recommendations that would help to advance the green transition in the WB region.

2. THE WESTERN BALKANS AND THE GREEN TRANSITION — THE STATUS
Quo

2.1. Conventional power sources and renewable energy sources

With the exception of Albania, all WB economies primarily rely on highly polluting fossil fuels to generate
electricity, whereas the production of renewable energy and gas accounts for either a negligible
percentage or none at all (Figure 1). Achieving the EU’s long-term goal of carbon neutrality by 2050 will
require the decarbonisation of the energy systems, particularly given that coal makes up between 41 and
95% of the electricity mix in the WB countries. Kosovo has the biggest reliance on coal for electricity
generation (95%), followed by Serbia (67%), Bosnia and Herzegovina (65%), North Macedonia (51%) and
Montenegro (41%). Albania does not use coal or peat for power generation, as it depends instead on
hydropower augmented by imports (Ruiz et al. 2021). Furthermore, the antiquated and inefficient thermal
(coal-powered) powered plants (TPPs) of these countries need expensive restructuring and modernisation.

Figure 1/ The energy mix of the Western Balkan countries in 2020

mCoal wmNaturalgas mOQil and oil products Renewable energy

Source: OECD 2022a

On one hand, the WB region is characterised by high energy consumption, which increases the
susceptibility of their industries to rising energy costs (OECD 2022a). This high level of energy
consumption is mainly due to the lack of cost-reflective electricity pricing. Another key characteristic of
the WB energy systems is their low degree of energy efficiency, which is mostly reflected in energy
losses during power distribution (Sanfey et al. 2016). In addition, the poorly maintained and outdated
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energy infrastructure results in a much greater energy intensity than the EU average (Eurostat 2023). On
the other hand, the region’s energy productivity is low compared to the EU average (ibid.). In addition,
there are still subsidies for the production of electricity from coal, with an estimated EUR 72.71 million in
combined direct subsidies going to producers of electricity from coal and lignite in the WB economies
(except Albania’s) in 2019 (Miljevi¢ 2020). This distorts the energy market and promotes the production
of electricity using coal even more. Low energy costs, made possible by inexpensive home electricity
supplies, have produced long-term disincentives that impede operational upgrades, investments in
energy efficiency, and short-term energy-conservation measures. Furthermore, the region’s increased
reliance on gas imports from other countries, including Russia, is a result of its limited natural resources.

Table 1/ Coal-powered energy production in the Western Balkans in 2021

Number of Coal power plant capacity Share of coal in power
Country coal power plants (gigawatts) generation (%)
Albania 0 0 0
Bosnia and Herzegovina 5 2 65
Kosovo 2 1.2 95
Montenegro 1 0.2 41
North Macedonia 2 0.8 51
Serbia 6 4.3 67

Source: Ruiz et al. 2021

Figure 2 / NECPs status in detail in 2023
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Source: Energy Community 2023

However, due to their commitment to achieve carbon neutrality by 2050, the WB governments have
agreed to gradually phase out the use of coal. To do so, these countries have to adopt the EU standards
on energy and climate; more precisely, they need to align with the EU Emissions Trading System (ETS),
or carbon pricing, and to introduce local and regional instruments, such as modernising existing
capacities by installing filters and eventually decommissioning the TPPs (Table 1). At present, these
processes are advancing slowly, with many countries still heavily relying on their coal deposits and the



THE ENERGY TRANSITION IN THE WESTERN BALKANS

Policy Notes and Reports 76

cheap energy they can (currently) generate from this source (Kus$ljugi¢ et al. 2023). However, certain
steps forward have been made. For example, no new investments have been made in new coal
capacities, except in Bosnia and Herzegovina, and all the WB countries are currently formulating their
national energy and climate plans (NECPs) (Energy Community 2023) (Figure 2). The NECPs are
governance tools that the WB are obligated to adopt as contracting parties of the Vienna-based Energy
Community, which is in charge of creating an integrated pan-European energy market together with the
EU and its neighbours.

In 2020, the WB countries consumed 22% of their gross final energy from renewable sources, with Albania
being the region’s leader in the production of electricity from RESs (Eurostat 2022). This country
exclusively uses hydropower for electricity production, though there is room for increased and more
efficient use. Nonetheless, Albania is largely dependent on imports of gas and fossil fuels for several
industries, including transportation and heating. Regarding other nations, there are significant differences in
the percentage of renewable energy in the energy mix across the Western Balkan region (Table 2).

Table 2 / The energy mixes of the Western Balkan countries in 2020 (share of total energy
supply)

Coal Oil and oil Natural gas Renewable Nuclear
products energy
Albania 7.7% 53.0% 2.1% 37.3%
Bosnia and Herzegovina 53.8% 20.6% 2.3% 23.2%
Kosovo 57.4% 27.6% 15.0%
Montenegro 37.8% 32.5% 29.7%
North Macedonia 31.6% 41.4% 11.7% 15.2%
Serbia 49.6% 22.0% 12.5% 15.8%
EU average 11.0% 31.9% 25.0% 18.5% 13.6%

Source: IEA 2022

In all the WB countries, most of the renewable energy comes from hydropower and biomass. Wind and
solar energy are used very infrequently and in much smaller relative amounts, but significant growth in
wind and solar power is anticipated in addition to a continued increase in the use of biomass. Kosovo is
a notable exception, as most of the RESs there involve wind and solar energy (Table 3).

Table 3 / Renewable electricity generation capacity in megawatts in 2022

Hydropower Wind energy Solar energy Bioenergy
Albania 2,507 - 29 1
Bosnia and Herzegovina 1,837 135 107 2
Kosovo 110 139 10 -
Montenegro 697 118 26 -
North Macedonia 689 37 94 10
Serbia 2,483 398 137 36

Source: IRENA 2023
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Recently, the WB governments have increased legal and financial incentives for more RES development,
albeit mostly for small hydropower facilities (Pavlakovi¢ et al. 2022). As a result, between 2009 and 2018,
the number of these plants more than quadrupled, rising from 108 to at least 488 (CEE Bankwatch
Network 2019). However, since hydropower resources are already scarce — and are expected to become
even scarcer as a result of climate change and decreased precipitation — future planning will focus more on
solar and wind power. In addition, small hydropower facilities have not made a significant contribution to
the intended goals. In fact, their average share of electricity generation in the Western Balkans was only
5.4% in 2018, with the exception of Albania, where the share was 16% (OECD 2022b). What’'s more, local
communities are becoming more and more opposed to currently planned projects for both small and large
hydropower plants owing to fears about the potential detrimental effects on nearby and downstream
ecosystems and natural environments (Kurtic 2022). A reduced emphasis on hydropower and stronger
promotion of solar- and wind-energy alternatives could guarantee a more equitable shift to RESs, with
more local support from affected communities and end users. After all, there are plenty of solar- and wind-
energy resources in the region, and their potential is much higher.

Things get complicated when it comes to biomass. Burning biomass is frequently portrayed as being
environmentally friendly. In truth, however, the air pollution that comes from burning biomass has a
detrimental effect on people’s health (HEAL 2022). These health effects are substantial because wood is
used for heating in an astounding 42% of homes on average throughout the Western Balkans, or for 3
million heating stoves (Figure 3). To make matters worse, the severe health problems and air pollution
are also caused by an amalgamation of outdated, inefficient cooking and heating stoves and technology.
Furthermore, there is not enough biomass on hand to meet the world’s energy needs. Another issue is
that, in order to give forests and other resources enough time to replenish and recover, biomass must be
used sustainably. For these reasons, biomass is not the best option for the energy transition.

Figure 3 / Percentage of households using biomass for heating in 2022
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2.2. Energy market and grid infrastructure

The energy market in the WB countries could best be described with two words: fragmented and
monopolised. Nevertheless, the countries are slowly introducing EU market standards and mechanisms
(OECD 2022a).

In order to comprehend energy generation in the WB, one must take the system’s historical growth into
account. With the exception of Albania, Yugoslavia’s energy sector was designed and built as a unified,
interconnected infrastructure during its time as a unified nation. The former Yugoslav countries’ systems
were created to cooperate in order to give their citizens the best possible service. It was seen as a single
system, as opposed to six separate national systems, and it had a carefully thought-out arrangement of
reservoirs, power plants and hydropower stations. When the country fell apart, the energy systems were
indiscriminately divided along the new national borders. As a result, some nations were left without
enough supply to meet demand, while others had an overabundance. The markets became de facto
completely fragmented in the 1990s.

As a result, the WB energy sector is made up of small yet rapidly expanding markets. When it comes to
electricity, the majority of WB countries rely on imports, while some have acute shortages. Only Bosnia
and Herzegovina regularly exports power and has surpluses. Nonetheless, Serbia has the highest
comparative weight for the energy transition in the WB region due to its size — accounting for 45% of the
region’s GDP, 39% of its population, and 49% of its combined energy supply (RES Foundation 2023) —
and it is not doing well when it comes to generating electricity.

All public and private buildings in the Western Balkans are part of the building sector, which is the
region’s largest final energy consumer. More specifically, the residential building industry accounts for
between 30% and 60% of the total final national energy consumption, compared to an average of 40%
in the EU (Energy Community 2021). As a result, improving buildings’ energy efficiency and renovating
them in accordance with basic energy-performance criteria could have a big impact on the region’s
reduction of overall emissions while also improving the residents’ financial and health conditions.

To structure electricity markets in a more eco-friendly way, regional power trading is a prerequisite.
However, most WB countries continue to lag behind when it comes to establishing organised markets,
which is a necessary prerequisite for effective power trading. The significant degree of market
fragmentation is reflected in the region’s below-potential cross-border trading in electricity. Even though
there has been a significant amount of restructuring, which has led to some price deregulation and
market liberalisation, genuine competition has yet to emerge (OECD 2022a).

In the WB region, state-owned enterprises dominate the monopolised electricity markets (Spasi¢ 2017).
The majority of electricity companies in the WB countries are state-owned, as are all electricity
transmission systems. These businesses hold yearly, monthly and daily auctions at which they sell
cross-border transfer capacities. Of all the electricity produced in the WB, 93% is held by eight
incumbent producers in the region: three in Bosnia and Herzegovina and one in each of the remaining
five WB countries (Energy Community 2020). Since these utilities provide universal service, they
continue to supply nearly all final consumers with electricity (Figure 4). Market liberalisation could
facilitate the dissolution of monopolies and enable the establishment of smaller businesses in charge of
distinct market niches, which could improve the service. However, at least in the beginning, this would
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likely lead to a surge in prices, which is not entirely socially acceptable. In any case, a certain amount of
progress has been made towards establishing energy markets arranged like those in the EU, with most
markets being in the process of partial liberalisation. This should lead to price deregulation. Lastly,
Albania, Montenegro and Kosovo have recently introduced power exchanges (OECD 2022a).

Since Serbia served as the hub for transmission during the Yugoslav era, it has a central position in the
WB energy infrastructure. Not much has changed since then, as funds are lacking for the expensive
infrastructure needed to build new lines. Overall, the energy infrastructure in the WB is outdated and
fragmented and the grids are in dire need of modernisation and expansion. This is important for two
main reasons: regional interconnectivity and absorption of newly generated electricity from RESs. To
sum up, long-term sustainability requires a greater emphasis on linkages and regional market
integration. Power interconnections in the region are generally good for historical reasons (both within
the WB region and between the WB region and its neighbouring countries), but they are underutilised,
which reflects a combination of regulatory hurdles and concerns about energy security.

However, some steps have been made to expand the grids and new transmission infrastructure is being
built, such as the 400 kW line between Kosovo and Albania. In addition, a number of EU-supported
projects to upgrade the current infrastructure are planned. For example, the lonian-Adriatic gas pipeline
along the coast will be prioritised, allowing the diversification of the gas supply to WB and beyond; the
Fier-Vlora gas pipeline in Albania will be completed as part of the Trans-Adriatic Pipeline; a gas
interconnector will be completed to strengthen the gas distribution system by linking Bosnia and
Herzegovina with Croatia; the North Macedonia-Greece interconnector will be extended with gas links
between North Macedonia and Kosovo; a gas interconnector will be built to connect Serbia and North
Macedonia; and Serbia will finish building the Trans-Balkan Electricity Transmission Corridor, which will
lay the groundwork for distributing electricity throughout the entire region as well as to the EU.

As can be seen from the proposed and planned projects aimed at improving infrastructure and
transitioning away from coal, the plans rely heavily on gas. However, gas is unfortunately not the best
solution, as it is a fossil fuel and therefore incompatible with the long-term goals of the Green Agenda.
Furthermore, focusing on gas could increase reliance on Russian imports.

Figure 4 /| Market share in the wholesale and retail electricity market in 2018
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2.3. Societal awareness and political priorities

The main political priority for all the WB governments is to preserve social peace by offering acceptable
energy prices to their populations (Bechev 2023b). Since the entire region suffers from chronic energy
poverty, this political approach is not surprising (RES Foundation 2023). In addition, the governments
have opted to not invest in modernising their energy systems, as it does not pay off in the short run (i.e.
during their political mandate). As a consequence, they are not actively engaged in the coal phase-out.

Another aspect that is important for the energy transition is energy democracy and the liberalisation of
the energy market. As mentioned before, the energy market in the WB is basically state-owned and
residents de facto cannot participate in this economic sector. For this to be possible, the WB countries
would have to put in place an adequate regulatory framework that would create a level playing field for
companies and citizens, as prosumers and energy communities. These are individual citizens, small and
medium-sized companies (SMEs), and public bodies that both consume and produce renewable energy.
They may also supply energy services, such as energy storage and demand flexibility in specific cases.
Individual prosumers, such as residences or companies with photovoltaic (PV) panels on their roof, can
exist. A group of homes can also become collective prosumers, such as when they work together to
install PV panels on the roof of a multi-family structure. Individual families across Europe have banded
together to form energy communities, such as cooperatives. These cooperatives can invest in larger-
scale projects, such as a wind farm or a large free-field PV installation, or they can engage in a range of
activities to make their community as sustainable as possible.

There are many successful prosumer initiatives across the EU, such as the Compile project in the
Slovenian municipality of Lu€e (European Environment Agency 2022) and the green energy cooperative
in the Croatian town of Krizevci (PeriSi¢ 2023), both in the direct vicinity of the WB region. The
prosumers and energy communities lower pollution and energy costs while also democratising and
decentralising the energy sector. However, since the WB countries have not yet adopted the regulatory
frameworks needed to establish these kinds of initiatives, the region is lagging behind in terms of the
number of prosumers when compared to the EU member states (Table 4).

Table 4 / Number of prosumers with installed equipment in the Western Balkans and
Romania, as a comparison, in 2022

A Bosnia and North ) )
Albania ) Kosovo Montenegro ) Serbia Romania
Herzegovina Macedonia
Number of
249 0 128 29 453 52 23,785
prosumers

Source: Energy Community 2022

Furthermore, environmental protests have increased dramatically in the Balkans over the last decade.
These protests have been driven by worries about the region’s ecological legacy and the effects of
human activities on natural resources. The most prominent instances of such upheavals are the Jadar
River movement in Serbia, which opposes mining one of the greatest lithium sources on the continent
(Gourcerol et al. 2019), and the Vjosa River demonstrations in Albania, which are against the
construction of hydroelectric units on one of Europe’s last remaining wild rivers. These protests, among
many others, show that societies in the region are worried about their natural environments and are
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displaying a higher level of social awareness than before. Moreover, some of these citizen initiatives
have morphed into political parties with a green agenda as part of their programme, such as the ‘Ne
davimo Beograd/Zeleno-levi front’ party in Serbia. These developments show potential for further and
more engaged citizens’ action and agency in the green transition.

3. KEY OBSTACLES TO THE GREEN TRANSITION IN THE WB

3.1. Expansion of renewables — creating markets and driving sector
investment

Obstacles to the further expansion of renewables can be observed from the perspectives of both the
public and private sectors. Public bodies suffer from a lack of experts for implementing new policies and
from insufficient capacities at the local government level. Although most WB countries have enacted
RES laws, there are still bottlenecks with transmission system operators (TSOs) and unfinished bylaws.
Furthermore, the WB governments need to put more effort and resources into grid modernisation (i.e.
infrastructure for feeding in the energy generated by RESs), as these need to be restructured as soon as
possible and should thus be prioritised. On top of that, it is widely acknowledged that the region is
lagging behind in storage development despite the growing need for it. The capital costs of storage have
gone up by 20% in 2022 due to increased demand. It is also reasonable to assume that storage will
always be a part of the latest wave of RES projects. Similarly, the governments should focus on
decentralising electricity generation and supply, as this would allow for the emergence of prosumers,
enable the energy systems to become more reliable, and thereby lower energy prices. To ensure
implementation, small measures would be needed, such as bank guarantees for grid connections.
What's more, funding from foreign donors is often limited and not aligned with the ambitious climate
goals proclaimed in the WB region. In addition, funding is often not aimed at the same priorities as those
of the local actors, instruments for support are not coordinated, and there are often parallel international
projects in the same sectors and with the same goals.

Historically, the WB went through a costly transition period that did not allow for much modernisation of
the energy sector. Since the 1990s, the WB governments have not made any noteworthy new capacity
expansions or advancements in key energy infrastructure. Similarly, public investment in infrastructure
and RES projects in the WB is significantly lower today than in the EU. Additionally, it will become more
challenging for state-owned utilities to finance significant investment programs that will guarantee the
appropriate degree of supply security while maintaining their competitiveness in the local and regional
open markets and subsidising a sizable portion of their domestic markets (i.e. residential consumers).

The private sector, on the other hand, has limited access to adequate funding sources, as public
investment is insufficient for a successful transition and more financing security is essential, especially
for business case development. Particularly hit are the local SMEs. Another major issue is that, at the
current pace, the market will most likely develop faster than the distribution grids, which are to be
planned by governments. Finally, private investors are concerned about unreliable laws and policies,
both now and in the future. Mixed messages from the governments and a lack of legal and regulatory
predictability are the major hindrances for private investors.
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Furthermore, in about four to five years, the EU’s proposed Carbon Border Adjustment Mechanism
(CBAM) will begin levying fees on electricity imports. The proposal from the European Commission
states that CBAM will also apply to a number of other carbon-intensive industries, including those for
aluminium, cement, iron and steel, and fertilizer. Higher exports, higher emissions and a higher
proportion of fossil fuels used to generate electricity will all be impacted more by CBAM. Hence, it is
more crucial than ever to plan a just transition and to implement carbon pricing if the countries are to
avoid being penalised by CBAM.

The region, just like the rest of the world, is also dealing with disrupted supply chains and rising metal
prices. All parties involved consequently face increased uncertainty, and manufacturer margins are
lower. Furthermore, the political climate in Europe makes the procurement risks more significant. Taken
together, these factors are making it more difficult to predict when a project will be implemented, which
puts pressure on all development activities. Finally, finding a sufficient source of income with the tools
available is difficult on today’s market.

3.2. Energy infrastructure for future networks and regional cooperation

The transmission and distribution networks in the WB region are currently ill-equipped to handle the
steadily increasing inputs of RESs. Thus, in order to accept and balance the potential ‘new’ energy
(which, in the case of solar energy, is only generated during the day), there is an increasing need to
expand these networks. However, at the moment, there is not a systematic approach to developing
infrastructure for the energy transition in the region. For example, even though there is a high level of
connection requests, the realisation rates are very low. As mentioned before, bank guarantees are
required for grid connections (for utility-scale solar). Regarding the use of land for RESs, there are no
clear rules regarding charges and costs for land or regarding the land books. As with the expansion of
RESSs, since the utilisation of available funding for infrastructure is far too inefficient, it has not been
possible to properly absorb it. Similar to other aspects of the green transition, the funds coming from
external donors have been inadequate and do not correspond to the climate objectives in the WB region.
Here, one could mention the EU’s focus on gas infrastructure, which became suboptimal given the
current war in Ukraine and the sanctions on Russia. All in all, it can be concluded that the public
administration is currently incapable of managing transformational change and that the incentives
coming from the EU are inadequate to really advance the green transition.

3.3. Energy efficiency — industry, households and the public sector

In regards to energy efficiency, public policies are not properly communicated, prioritised or
implemented. The energy-sector expertise of the local communities and NGOs is not consulted or
included to a sufficient extent in the process of implementing energy-efficiency measures. In addition, a
persistent issue in this area is the general lack of trustworthy and consistent statistics regarding energy
consumption. At the moment, the governments are unable to determine the precise markers of energy
efficiency, which effectively means that the authorities are unable to define long-term energy-efficiency
priorities or to evaluate the potential for energy efficiency by country or industry. From the point of view
of local actors, the funding from WB governments and international donors is often insufficient or not
geared towards implementation at the local level. A positive influence on behaviour could thus be
induced best from the bottom up, such as through trust in neighbours, as local cases scale up through
social trust. Instruments like energy communities would have huge potential.
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As for households, they face a range of issues, including energy saving and energy poverty, and they
make decisions regarding their use of energy and their choice of energy source based on these issues.
Another problem is that households tend not to question their levels of energy consumption. Regarding
the financing of house renovations and modifications, the problem is that the majority of homeowners in
the WB are not eligible for loans.

3.4. Acceptance and awareness — energy transition through energy literacy
and energy democracy

Acceptance and awareness of the green transition in the energy sector has to come from both
governments and the grass roots (i.e. from local residents). As far as governments and their official
bodies are concerned, there is no adequate foresight and follow-up when it comes to setting policies and
implementing (international) projects. The same applies to results, experiences and lessons learned,
which are rarely utilised for devising new initiatives and projects.

On the other hand, local residents have very limited access to information regarding the benefits of new
technology as well as of the real and potential harm and danger of older technology. In addition, what
makes things even more difficult in the WB is the significant lack of trust in institutions regarding all
policies (i.e. not only energy-related ones). Given these circumstances, people are more inclined to be
influenced by non-governmental institutions, such as their neighbours, as the latter are viewed as the
most reliable and trusted source of information.

4. POLICY RECOMMENDATIONS (AND AUSTRIA’S POTENTIAL
CONTRIBUTIONS TO THE GREEN TRANSITION IN THE WB)

4.1. Promote renewable energy sources more vigorously

As mentioned earlier, significant potentials for further implementation of renewable energy projects have
not been explored yet. For this to be possible, the WB countries would first need to adjust their legal and
regulatory frameworks in a way that would allow for more RES projects as well as ones that would be
bigger than they are currently (for higher rates of energy transfer), which would in turn have a greater
impact on the energy mix. This is especially the case with the wind and solar projects that are privately
funded and executed. Hence, the national laws for promoting renewable energy, as well as the
implementation guidelines and other administrative acts, must create an attractive regulatory framework
for private investments in renewable energies and project development.

Furthermore, a big boost for businesses could result from the introduction of bankable power purchase
agreements (PPAs), which are long-term contracts in which businesses are obliged to buy electricity
directly from a renewable-energy provider. These PPAs could provide private investors with guarantees
and predictability, such as with offtake obligations, balancing obligations and costs, clear rules regarding
liability for non-compliance, instruments to ensure payment security, rules on the transfer of obligations in
the event of a new central supplier, and specified duration terms. Similarly, other policies to stimulate
investor interest should be pursued and implemented, such as reducing import duties for RES technology.
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The methodology for calculating tariffs and other mechanisms should be made more transparent, and all
relevant actors should be consulted. Tariffs could be reviewed to allow for changes, or other
mechanisms could be introduced that would allow for adjustments to inflation, exchange rate
movements and other effects, such as a lack of needed resources. When determining tariffs for different
RESSs, additional factors and aspects could be considered by the regulator when calculating and
adjusting tariffs. For example, additional benefits beyond energy (e.g. flexibility, security of supply,
fostering the establishment of local industry, and other intangible benefits) could be looked at.

Clear and transparent rules for future renewable energy auctions also need to be put in place. Auctions
are competitive bidding processes that decide support levels and beneficiaries of additional RES
investments. Governments generally use auctions to allocate supply and demand of additional needed
energy. The efficiency and effectiveness of the RES projects are the main features considered in most
RES auctions. For governments to be able to measure these, there has to be the kind of transparent
auction design and execution that could strengthen business support and investment. Given the
perpetual sketchiness of public tenders and calls for auctions (for all sectors, not just energy) in the WB
countries, where democratic processes are still not entirely optimised, it is safe to assume that the RES
auctions might suffer from a lack of transparency, which should be remedied. Moreover, a registry or
database of the existing renewable energy systems should be established and maintained for analysis,
planning and forecasting purposes.

A pivotal element in advancing these initiatives could be Austria’s active involvement. With its substantial
progress in renewable energy development and implementation, Austria represents a valuable source of
experience, knowledge and expertise. By sharing its experience, including the challenges it has faced
and the solutions it has adopted, Austria could provide crucial guidance and insights to the Western
Balkans. This collaboration could encompass a range of areas, from establishing effective regulatory
frameworks to implementing transparent auction systems. Austria’s expertise in creating environments
conducive to private investment in renewable energies, along with its proven strategies in calculating
tariffs and managing renewable-energy systems, could serve as a blueprint for the Western Balkans.
Engaging in knowledge transfer, technical assistance and policy advice, Austria could play a significant
role in helping the WB countries navigate the complex path towards a more sustainable and diverse
energy mix. This partnership could not only accelerate the region’s transition to renewable energy but
also foster stronger economic and diplomatic ties between Austria and the WB countries.

Having said that, since the energy transition is extremely capital-intensive, the WB countries cannot
solely rely on private investments. Consequently, the WB governments need to step up and provide
more public financing for the RES projects, especially those for solar plants, wind farms and even large
hydropower plants. This could be done best with the support of financing instruments provided by
international organisations and banks, such as the European Bank for Reconstruction and Development
(EBRD) or the KfW, Germany’s state-owned development bank.

If the aforementioned measures actually do lead to more RES projects in the WB countries, this would
result in more new plants. Consequently, the need would arise to keep an overview of the plants for the
sake of transparency, network planning and statistical purposes. Thus, if they want to be ready for a
potential new influx of energy generated from renewable sources, WB governments should deal with
these issues beforehand.
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4.2. Stimulate the modernisation and expansion of the energy infrastructure

In order to have a successful energy transition and to be able to effectively use the newly tapped RESs in
the near future, the energy infrastructure in the Western Balkans needs to be modernised and expanded.
First, governments need to increase investment in aging energy infrastructure, particularly in reducing
distribution losses of electricity in the WB region. On average, the region’s related infrastructure is 35 years
old and would need to be completely refurbished or rebuilt by 2040 (Udovicki and Eri¢ 2021). The
government measures would be related to both bureaucratic and technical aspects of energy
infrastructure. If bureaucratic obstacles are due to insufficient staff or a lack of expertise, capacity-building
workshops should be organised with the help of European partners. As a part of these efforts, improving
the overall regulatory conditions for attracting private investment would be necessary, primarily by assuring
regulatory and procedure transparency and expediting the licensing process (i.e. issuing energy
infrastructure permits at both the national and local levels).

If technical problems (e.g. balancing issues) are the fundamental point, workshops on grid integration
and balancing could be organised for the responsible party. Concerning the balancing of energy and
imbalance management, European partners could provide assistance with implementing the law, for
example, in the form of workshops explaining the new rules and benefits to various stakeholder groups
in the WB. Another option would be to put the focus on supporting efforts to design and put in place an
ancillary market for power reserves, which play an important role in preserving grid stability, particularly
in the face of rapid fluctuations in frequency.

Austria’s involvement could again be instrumental in addressing these challenges. Leveraging its
successful track record in modernising and developing energy infrastructure, Austria could provide
invaluable support and expertise, such as by sharing best practices in upgrading aging infrastructure, a
challenge that Austria has effectively navigated. Austrian experience in streamlining bureaucratic
processes and enhancing regulatory conditions could offer guidance for improving transparency and
efficiency in issuing permits and licenses in the Western Balkans. Furthermore, Austria’s advanced
approach to balancing issues and grid integration could be shared through specialised workshops and
technical assistance programs. These could cover a range of crucial aspects, such as managing energy
imbalances and setting up ancillary markets for power reserves, areas in which Austria has
demonstrated notable proficiency. By offering support in these key areas, Austria could play a pivotal
role in ensuring that the Western Balkans effectively harness their renewable energy potential while
maintaining grid stability.

4.3. Push for more energy efficiency

To expedite and guarantee a long-term green transition that would be affordable, it is imperative to
promote change that will encourage investment in energy efficiency and increase public awareness of its
benefits. The WB governments should thus focus on formulating and implementing national renovation
strategies for buildings that comply with the EU Directive on the Energy Performance of Buildings (EPBD).
This would allow for launching and carrying out initiatives to replace domestic stoves, insulate facades, and
swap out energy-wasting windows and lights. Furthermore, it is essential to establish the long-term
financing programs with affordable interest rates to fund the construction, refurbishment and modernisation
of public, commercial and residential buildings with strict energy-efficiency requirements and the extensive
use of distributed renewable energy sources and heat pumps. The process of decarbonising urban district
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heating networks should be a focus of local authorities. The WB governments should also establish
support systems to enable the private sector to produce locally made energy-efficient devices and
appliances as well as small-scale renewable energy equipment for homes. Ultimately, it would be
advisable to implement mandatory energy audits and programmes founded on Articles 7 and 8 of the EU
Energy Efficiency Directive, as these would ensure that governments and large companies save energy
and comply with energy audit obligations.

As an EU member state with a strong commitment to energy efficiency and the green transition, Austria is
well positioned to assist the Western Balkans in this endeavour. Austria’s experience in implementing the
EPBD can serve as a valuable model for the WB governments in developing their own national renovation
strategies. Austria’s expertise in launching and managing initiatives for upgrading building infrastructure —
such as replacing inefficient heating systems, enhancing insulation, and installing energy-saving windows
and lighting — can provide practical insights and guidance. Furthermore, Austria’s successful
implementation of long-term financing programs with attractive interest rates for energy-efficient
construction and refurbishment projects could offer a blueprint for similar initiatives in the WB region.
Austria could also share its experiences in decarbonising urban heating networks and in fostering the local
production of energy-efficient devices and small-scale renewable energy systems. By providing support in
setting up mandatory energy audits and compliance programs in line with the EU Energy Efficiency
Directive, Austria could help to ensure that the WB governments and their large companies not only meet
their energy-saving obligations but also reap the benefits of increased energy efficiency.

4.4. Raise awareness among local stakeholders and offer needed trainings

The local populations of WB countries, like those of many other European nations, frequently have a
poor awareness of the advantages of the energy transition. Given this fact, it would be essential for WB
governments and civil society to start or push for more awareness campaigns aimed at educating the
local population about the key elements of the green transition. Information about the advantages and
disadvantages of each option, as well as how to bring about a just transition, should be included in these
campaigns.

The latest technological trends and their advantages for the communities must also be known to the
local authorities in charge of regulating and carrying out the new RES projects. In addition, they must be
knowledgeable about the most recent rules and regulations as well as about the application of the law so
they could more easily assist with investments in RES at the local level.

Similarly, more details on the financial and legal issues involved in starting RES projects should be
provided to any private-sector players interested in such projects. After all, SMEs that operate locally are
more inclined to launch new RES business projects if they are provided with accurate and
comprehensive information.

As solutions to these issues, the campaigns to raise awareness among political stakeholders, the
business sector, media and citizens could be pursued primarily by national and local governments as
well as by the civil society sector. In addition, schools, universities and youth organisations could
intensify their awareness-raising efforts geared specifically towards the younger generation. Finally, it is
necessary to inform governmental and corporate players about the costs and advantages of RES
projects at the local level as well to familiarise local government officials and local SMEs with recently
enacted rules governing RES projects.
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All this could be done with the assistance and guidance of Austria. Drawing from its own experience in
promoting public awareness and acceptance of the energy transition, Austria could play a crucial role in
aiding the Western Balkans. Austria’s successful strategies for conducting awareness campaigns could
provide a framework for WB governments and civil society to educate their populations about the green
transition. These strategies include effectively communicating the benefits and challenges of various
energy options and the concept of a just transition. Austria’s approach to keeping local authorities
updated on technological trends, legal frameworks and regulatory practices related to renewable
energies could serve as a model for the Western Balkans, enhancing the competence of those
overseeing RES projects. Furthermore, Austria’s experience in providing detailed information to the
private sector (especially SMEs) about the financial and legal aspects of initiating RES projects could
guide similar initiatives in the WB region. Collaborative efforts could extend to organising training
programs and workshops for governmental bodies, corporate entities, local officials and SMEs on the
nuances of RES project management and compliance with current regulations. By sharing its
comprehensive approach to fostering understanding and engagement among various stakeholders —
from political figures and businesses to educational institutions and youths — Austria could make a
significant contribution to building a more informed and supportive environment for the energy transition
in the Western Balkans.

4.5. Increase financial support from the EU

The Western Balkans should receive more financial support from the EU to accelerate the transition to
renewables. There is a significant disparity in the amount of financial support respectively received by
the region and the EU member states to encourage the green transition. This can be seen from the
example of the Recovery and Resilience Facility funds allocated to the EU members states, through
which Croatia alone is supposed to receive 6.3 billion EUR. For the same purpose, the WB countries
only received a combined 1 billion EUR from the Energy Support Package (Figure 5). This lack of
resources impedes efforts in the WB region to modernise its aged energy infrastructure, to tackle energy
poverty and to kick-start large-scale RES projects. The EU Structural and Investment Fund, the
Modernization Fund, the Recovery and Resilience Facility, and the Just Transition Fund are just a few of
the EU funds that EU member states have at their disposal to assist them in rapidly transitioning their
energy systems, especially in the formerly carbon-intensive regions of Central and Eastern Europe. A
number of social cohesion initiatives are also available. Hence, the presence of such a financial
ecosystem is thought to be the primary catalyst for accelerated decarbonisation in the EU.

Even though this imbalance is expected given the perks of EU membership, the EU should reconsider
its approach to the WB states in terms of augmented accession assistance and possibly an earlier
admission of the WB economies to the EU single market. At the moment, through the Instrument for Pre-
Accession Assistance (IPA) and the associated Economic and Investment Plan for the Western Balkans,
the EU has provided seed money to assist the green transition in the region. However, these funds are
insufficient, and the already limited funding for the energy transition is not precisely allocated. What's
more, it is unrealistic to expect the WB governments to begin a process as complicated and expensive
as the energy transition without long-term plans for financing it and the EU’s resolute support
mechanisms. In addition to increasing the levels of disposable resources aimed at promoting the green
transition, more funding from the EU would also help WB markets to achieve more financial and
economic stability, which in turn would attract more FDI geared toward renewable energy projects.
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Figure 5/ Volume of EU financial support for facilitating the green transition (in bn EUR)
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Note: The amounts for Greece, Romania, Croatia and Bulgaria refer to the allocated Recovery and Resilience Facility funds.
The amount for the WB refers to the EU’s Energy Support Package.
Source: European Commission 2022

The recently introduced New Growth Plan for the Western Balkans, which earmarks an additional

6 billion EUR over four years for the region, is unlikely to be a game-changer in this context. To begin
with, this amount represents only a 20% increase in the funding already available to the region under the
IPA and the Economic and Investment Plan. Moreover, only 2 billion EUR of this new funding is in
grants, with the remainder being loans, and there is significant uncertainty regarding how much of this
funding will ultimately be disbursed, due to stringent conditions. Additionally, the funds are not
specifically allocated for renewable energy or green transition projects but are intended for general use.
Even if all the funds were disbursed and invested in energy projects, they would scarcely meet the
region's energy investment requirements. For example, the Chebren hydro power plant recently
announced in North Macedonia, with an installed capacity of 333 MW that only partially meets the
country's energy needs, is estimated to cost around 1 billion EUR.

4.6. Streamline international decarbonisation policies in the WB

A recent study conducted by RESET concludes that the present policies aimed at supporting the
decarbonisation of the energy sector in the WB countries are insufficiently streamlined and often
inadequate (Kusljugi¢ et al. 2023). For this reason, the think tank recommends that the EU, Austria and
other international actors significantly adjust their policies and support mechanisms for the WB. At
present, the EU promotes the energy transition in the WB via the Energy Community. However, the
Energy Community treaty, of which the WB countries are contracting parties, established a non-
transparent, non-democratic, non-inclusive and top-down mechanism that has failed to secure broad
public support for the energy transition processes in the WB countries. Coordination of the WB region’s
energy transformation is largely being done in partnership with national administrations and ministries,
with no participation from national parliaments. This technocratic approach results in a lack of broad
public engagement, which makes it challenging to instil a sense of national ownership and to foster the
social consensus needed for major socioeconomic transitions like the energy transition. In fact, this is
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even a bigger challenge given that the major reasons for the Western Balkans’ delay in decarbonising
their power sectors have been obstacles put up by big national players, primarily governments and
state-owned utilities. For this reason, the international community, including Austria, needs to ensure
that NGOs and the expert community from the region are fully integrated into the processes of
formulating, implementing, monitoring and assessing energy-transition policies in WB countries and at
the local level. Second, the burden of the transition is being placed on the national energy companies.
However, owing to their antiquated organisational structures, these companies must first undergo
internal reform. Additionally, many organisations lack the financial and expert capacities for such a
complex undertaking. To make matters worse, the involvement of other actors — including individuals,
SMEs, local governments and private investors — is often disregarded by the European and international
energy policies created for the WB region. This needs to be changed and, to do so, there needs to be a
policy expansion and more commitment to providing financial and technical assistance geared towards
fostering a decentralised energy transition.

Furthermore, as the most important foreign partner of the WB region, the EU needs to reconsider its
strategic goals for green investments if it is to challenge the politically undesirable Chinese and Russian
investments in the mining and energy industries in the WB region. Rather than advocating for gas, which is
only a temporary fix, the EU ought to direct funding towards solar- and wind-energy initiatives in the WB.

Finally, the fundamental prerequisites for a just energy transition in the WB have not been met and,
without them, the foreign energy policies will inevitably fail or produce suboptimal results. The main
preconditions are: political will on the part of governments to decarbonise the power sector; the legal
framework needed to achieve climate neutrality; serious strategies for phasing out the use of coal and
shutting down the TPPs; and, of course, proper funding for these activities. These could be remedied by
the increased involvement of the local civil sector in these processes as well as by more funding and
technical assistance.

5. CONCLUSION

Energy shortages and high electricity costs are the biggest problems in the WB region and, as such, they
have significant political implications. The current reliance on coal does not comply with the EU acquis or
the Paris Agreement, which creates the risk of losing assets or slowing down EU accession negotiations.
The goal of energy self-sufficiency and export growth dominates in the EU candidate countries of the
region, leading almost exclusively to coal and hydropower, and given the geopolitical instability in Europe,
the future investment plans may strengthen this trend. Air pollution in the WB region is the worst in Europe
and leads to significant health costs. Nevertheless, an increase in the use of renewable energy sources
(other than hydropower) faces major legislative and political obstacles. Boosting energy efficiency would
help to advance the transition to green energy, but it is largely underdeveloped. Regional integration would
bring enormous benefits, but it is burdened by persistent political differences.

In order to ramp up the construction and use of infrastructure to tap RESs, the WB governments need to
increase their related public spending and to redouble their efforts to put in place a reliable regulatory
framework, which would attract private investment in RESs. Similarly, it is of paramount importance to
modernise and expand the energy infrastructure, which should be capable of absorbing the newly
generated energy from RESs in the near future. At the same time, the governments should pursue some
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less costly measures, such as fostering energy efficiency in the building and housing sector as well as
organising trainings on energy issues geared towards both public and private stakeholders.

On the other hand, the EU and other international partners active in the Western Balkans need to adjust
their approach to the region. First, more financial support is necessary, as the WB countries simply do
not have the financial means needed to advance a just energy transition. The volume of this financial
support would ideally be on an equal level as the funding that EU member states receive from the EU
budget. Second, the energy policies towards the WB region need to be streamlined and conceptualised
based on the needs and desires of the local population and local stakeholders. More cooperation and
coordination between international donors and organisations is also very important for ensuring that the
efforts in the region are not rendered futile and aimless.

Austria’s involvement in the Western Balkans’ energy transition could be highly beneficial, as the country
could leverage its experience in sustainable energy development. Austria could guide the WB
governments in enhancing public spending strategies for renewable energy projects and reforming
regulatory frameworks to attract private investment. Its expertise in energy efficiency — particularly in
buildings — could serve as a model for the region, complemented by training programmes to build local
capacity. Additionally, Austria could advocate for increased financial support and tailored energy policies
from the EU and other international partners, ensuring that any assistance is aligned with the actual
needs of the WB countries. With Austria’s support, the Western Balkans could move towards a more
secure, economical and environmentally sustainable energy future.

The Energy Community, an international organization based in Vienna, unites the European Union and
several neighbouring countries, including the WB economies, aiming to establish an integrated pan-
European energy market. Its primary objective is to extend the EU internal energy market to Southeast
Europe and beyond, offering substantial support to the WB region. This support includes technical
assistance for adopting the EU acquis, providing training, aiding project proposal development, and
facilitating financing for energy projects. However, there is significant potential to enhance the support
provided. Firstly, the organization's capacities could be bolstered, considering its currently limited
workforce. Additionally, the assistance offered could be more tailored, with customized technical support
that meets the unique needs and capabilities of each member country. Lastly, while the Energy
Community presently assists contracting parties in securing financing for their investment projects, it
could also take a more direct role in funding critical energy initiatives, particularly in the areas of
renewables, energy efficiency, and infrastructure modernization.

If the WB countries care about achieving their climate goals and are serious about ensuring secure and
sustainable energy at a socially acceptable cost to their populations, they must carefully assess their
current energy mix and prepare themselves for the future. Some combination of the aforementioned
recommendations is likely to provide a secure, economical and greener alternative to coal-based power
systems in the WB region.
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